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For  Inference 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit 
erature,  art,  mechanics  or  ob- 
|ect  of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915.  Section  623 
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Good  question,  borne  spoit 
sedans  offer  generous  horsepower, 
but  skimp  on  comfort  and  room. 
However,  Regal  GS  not  only  sports 
one  of  the  worlds  10  best  engines* 
it  also  features  36  inches  of  very 
generous  back-seat  legroom. 
Which  is  something  you  just  have 
to  see.  Regal.  The  fine  line 
between  sport  and  sedan. 


How  Many 
Sport  Sedans  Have 
Abundant 
Head,  Elbow,  Hip  And 
TV  ROOM? 


Available  Leather-Trimmed  Interf 


tor 


Available  Sliding  Glass  Astroroof 


Dual  ComforTemp  Climate  Control 


Award-Winning,  205-Horsepower  V6 


Variable  Effort  Steering 


4-Wheel  Anti-Lock  Disc  Brake: 


Responsive  Touring  Suspension 


PASS- Key  II  Theft-Deterrent  System 


High-Strength  Steel  Safety  Cage 


Mig  models  available  in  the  United  States. 


For  more  information,  call  1-800-4A-BLICK. 

Or  visit  http://www.buick.com 


The  Fine  Line  Between 
Sport  And  Sedan. 


THE  BIG  BANG" 
Astronomers  now 
date  the  origin  of  the 
universe  at  roughly 
15,000,000,000  B.C. 
It's  been  expanding 
ever  since.  So,  in 
recent  years,  has 
Praxair. 


At  Praxair,  the  Big  Bang  is  considered  the  Golden  Age  of  ne 
product  development. 

Hydrogen,  oxygen,  krypton  and  other 
elements  were  created  during  that  distant  era. 
Of  course,  Praxair  doesn't  hold  patents  on  any 
of  them.  But  we've  been  awarded  thousands  of 
patents  on  technologies  that  convert  gases  into 
solutions  for  our  customers. 

The  steel  and  glass  industries  use 
oxygen  for  cleaner,  more  efficient  production 
processes.  Krypton  works  wonders  in  lasers, 
lighting  and  thermal  windows.  As  for  hydrogen, 
we've  teamed  with  scientists  who  hope  to  turn  it  into  the  fuel  of  the  nei 
century.  (A  hydrogen  engine's  only  emission  is  pure  water.) 

We  also  apply  our  ingenuity  to  other  gases.  We're  the  worlds 
biggest  supplier  of  carbon  dioxide,  which  plays  a  key  role  in  tfe 
food  and  beverage  industry.  And  helium  isn't  just  for  balloon* 


DUCTS  WERE 

ION  YEARS  ABO. 


t's  essential  for  medical  imaging  machines  and  deep-sea  diving  safety. 


^ases,  with  annual  sales  over  $4  billion  and  growing.  Praxair  uses  the  basic 
nolecules  to  help  our  customers  prosper  in  the  global  marketplace,  an 
environment  that's  fiercely  competitive — yet  ecologically  uncompromising. 


mPRAXAIR 

MAKING    OUR    PLANET    MORE  PRODUCTIVE. 

or  more  information:  1  -  8  00- P  R  AX  A I  R       e-mail:  info@praxair.com  http://www.praxair.com 
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CLINTON'S  AGENDA 

Expect  a  push  to  boost  education,  trade 
rancor  focused  on  China  rather  than 
Japan,  and  less  federal  red  tape.  A 
second-term  motto?  No  big  surprises 
INTERVIEW  WITH  THE  PRESIDENT 
Bill  Clinton  talks  with  business  week 
about  the  future 

CAN  THE  DENIS  RETAKE  CONGRESS? 

They  face  an  uphill  fight,  despite  polls 

showing  disappointment  with  the  cor 

NOT-SO-NEW  FACES  OF  1997 

Many  on  Clinton's  staff  would  return — 

but  not  necessarily  in  the  same  roles 

COMMENTARY 

Clinton's  feel-good  manifesto,  Between 
Hope  and  History 

News:  Analysis  &  Commentary 

TOUGH  EXIT  AT  AT&T 

With  its  No.  2  exec  gone,  can  the  giant 
stem  its  slide  and  market  its  strengths? 
EGG  ON  EGGHEAD'S  FACE 

The  software  retailer's  secrecy  has  riled 
Wall  Street,  and  now  it's  takeover  bait 


42  MUDDLE  AT  NATIONAL  STEEL 

The  management  shakeup  ordered  by 
owner  NKK  seems  to  have  produced  only 
more  confusion 

43  COMMENTARY 

Leave  auto  insurance  to  the  states — not 
Bob  Dole 

46  CIGARS  ARE  SMOKIN' 

Makers  are  struggling  to  keep  up  with 
a  burning  demand 
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Netscape  vs.  Microsoft,  Pepsi,  a  health- 
care megamerger,  Java,  a  sports-utility 
vehicle  warning,  Mattel,  aids  in  Japan 

International  Business 

52  JAPAN 

With  foreign  investors  bolting  just  as 
equity  financing  booms,  has  the  Nikkei 
index  peaked? 

54  BRITAIN 

Pearson's  media-buying  strategy  hasn't 
done  much  to  help  the  company's 
bottom  line 

55  SWEDEN 

At  Saab,  quality  is  up,  but  losses  are 
mounting,  cm  sends  in  its  ace  mechanic 


56  MEXICO 

The  peso  devaluation  triggered  jcrj 
but  tough  action  and  fiscal  restilntl 
have  prevented  a  full-scale  coll; 

57  INTERNATIONAL  OUTLOOK 

No  manna,  no  milk,  no  honey:  Tteii 
years  after  the  historic  Rabin-Ma' 
handshake,  the  Mideast  peace  cMda 
is  still  nothing  more  than  a  mirie 

Economic  Analysis 

22    ECONOMIC  VIEWPOINT 

Dornbusch:  Dole  blew  his  chanctol 
bold.  He  should  have  urged  prrpizi 
of  Social  Security  and  educatior 

26  ECONOMIC  TRENDS 

Bloat  on  Wall  Street,  a  world  hnr1 
for  capital,  a  swinging  Fed  ben  in  I 
rising  consumer  debt 

27  BUSINESS  OUTLOOK 

Trade  woes  and  a  softer  housinlpiaj 
will  help  slow  the  economy,  so  e  ; 
can  put  its  inflation  worries  on  oM  ' 

58  HAS  GROWTH  BEEN  UNDERSTATE 
Maybe,  given  the  fact  that  ineo.e 
rising  a  percentage  point  fasteilail 
output 
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basic  science 

page  76 


AT&TROUBLE 

Bob  Allen's 
game  plan  just 
got  tougher  to 
implement  page  40 
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DP  doesn't  reflect  the  impact  of  the 
oftware  industry  on  growth 

jovemment 

WASHINGTON  OUTLOOK 

in  fcc  proposal  has  PC  makers  and 
roadcasters  squaring  off 

information  Processing 

ECHNOLOGY  &  YOU 

Jew  Mac  clones — and  compatible 
oftware — give  aficionados  more  options 
'ID  YOU  SAY  SPRINT  IS  NO.l? 

►.  K.,  not  quite.  But  it  is  first  in  a 
onsumer  poll  and  is  growing  faster 
han  its  long-distance  rivals 
OTS  OF  DOOM  BUT  NO  GLOOM 

"he  power  behind  the  smash  video 
ame  is  gt  Interactive,  and  Doom  is 
ist  the  beginning 

ndustries 

/ELDING  THE  CAR-PARTS  BIZ 

•etroit  is  driving  consolidation  of  top- 
ier  auto-parts  suppliers,  which  are 
iking  on  more  responsibilities 
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management  firms 
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EDITED  BY  LARRY  LIGHT 
TERRORISM 

WHY  COUNTERFEIT 
GOODS  MAY  KILL 


TRADE  CENTER:  Fresh  leads 
THE  FBI  IS  PROBING  WHETHER 

profits  from  counterfeit  T- 
shirts  and  sports  apparel  in 
New  York  City  were  divert- 
ed to  finance  the  1993  World 
Trade  Center  bombing  (esti- 
mated cost:  $10,000).  That's 
from  an  FBI  agent  and  three 
other  law-enforcement  figures 
familiar  with  the  case. 

Since  the  bombing,  the  FBI's 
Joint  Terrorist  Task  Force, 
working  with  the  New  York 
Police  Dept.'s  Organized 
Clime  Investigation  Div,  has 


raided  Manhattan  and  Bronx 
buildings  it  suspects  counter- 
feiters used  as  warehouses 
and  print  shops.  Counterfeit- 
ing is  a  "standard  way"  ter- 
rorists raise  money, 
says  expert  Yonah 
Alexander.  A  recent 
raid  yielded  a  lot  of 
counterfeit  sports 
apparel,  some  with 
Nike  and  Olympics 
logos — and  a  pistol 
hidden  in  an  air- 
conditioning  duct. 

The  FBI,  say  the 
sources,  has  a  list 
of  some  20  alleged 
counterfeiters  with  suspect- 
ed links  to  Sheikh  Omar  Ab- 
del  Rahman,  the  blind  Egypt- 
ian cleric  serving  a  life  term 
without  parole  for  conspiring 
to  carry  out  a  bombing  cam- 
paign. The  sheikh  has  no 
counterfeiting  connection, 
says  his  lawyer. 

It's  unclear  who,  if  anyone, 
was  arrested  in  the  raids. 
The  sources  say  the  FBI  has 
followed  a  financial  trail — and 
believes  a  well-heeled  group 
was  behind  the  plot.  The  FBI 
and  the  city  police  declined 
comment.  Willi/  Stern 


RETAIL  TALES 


A  NEW  FRONT  IN  THE  BLUE-JEAN  WARS 


RALPH    LAUREN*   IS  OPENING 

his  own  stores  to  sell  his  new 
blue  jeans — eight  Polo  Jean 
shops  within  the  next  year 
in  major  cities,  in- 
cluding New  York 
and  Los  Angeles, 
says  a  well-placed 
Lauren  exec.  Future 
plans:  expand  to  be- 
come a  significant  re- 
tail chain,  also  selling 
other  casual  duds. 

Competitors  are 
uneasy.  "Ralph  will  go 
all  out,"  says  a  wor-  " 
ried  rival.  The  fashion  de- 
signer's privately  held  com- 
pany has  deep  pockets  and 
savvy  marketing  sense,  ana- 


LAUREN:  Back 


lysts  say.  Brand-name  stores, 
notably'  Gap  (802  U.  S.  out- 
lets) and,  more  recently,  Levi 
Strauss  (25  and  growing), 
control  38.1%  of  the 
healthy,  $6.6  billion 
jeans  market. 

The  stores  for  Polo 
jeans  (midrange 
price:  $48)  are  one 
way  Lauren  aims  to 
get  closer  to  the  pub- 
lic to  gauge  tastes. 
Three  years  ago,  he 
launched  his  over- 
-  priced  ($70)  rrl  line, 
which  flopped.  A  Lauren 
spokeswoman  says  that  she 
knows  nothing  of  the  store 
plans.    Andrew  Ross  Sorkin 


TALK  SHOW  44  I'm  spending  my  own  money  on  this 
campaign.  The  two  parties  are  spending  your  money, 
taxpayer  money." — Ross  Perot  in  1992.  This  year,  he's  accepting 
$29. 1  million  in  federal  funding 

ELECTION  '96 

IS  THREE  A  CROWD  AT  THE  DEBATES? 


EVER  VOLUBLE  ROSS  PEROT 

may  not  get  a  word  in  edge- 
wise in  the  '96  Presidential 
debates.  The  de- 
bate-organizing 
commission  is  se- 
riously consider- 
ing barring  the 
Reform  Party 
standard-bearer. 

Reason:  Some 
polls  have  his  sup- 
port at  below  the 
10%  guideline  that 
the  commission 
believes  shows  vi- 
ability with  voters. 
If  Perot  doesn't 
boost  his  numbers 
out  of  the  single  ~ 
digits  over  the  next  month, 
one  commission  insider  says, 


lined  for  the  four-debate  e- 
ries,  which  starts  Sept.  25| 
That  would  be  peachy  w 
the  Bob  '  lit 
camp,  which  fa* 
that  the  billt- 
aire  populist  <£t 
mostly  into  E 
votes.  Democjp 
are  more  ambp- 
lent,  though  tfcv 
like  the  ideal: 
two  opponents 
splitting  the  ali- 
incumbent  v|e 
As  for  Perot,* 
eluding  a  cam- 
date  who  got  Wt 
of  1992's  vot|s 
"inconceivabi 
says  top  aide  Russell  VerJk'. 
Richard  A.  Melcher  Ea 


Welcome  in 


he's  in  danger  of  being  side-  I  Richard  S.  Dunham 


SLUGFESTS 

OFF  AND  FUMING 
AT  SANTA  ANITA 

IS  THIS  THE  TRIPLE  CROWN  OF 

bad  deals?  Mario  Gabelli  and 
other  investors  in  Santa  Anita 
Cos.,  which  owns  the  noted 
racetrack,  think  so. 
Gabelli,  whose  mu- 
tual  funds  have  the 
largest  stake  (9.7%), 
and  the  others  , 
are   trying  to 
fend  off  vulture 
investor  Thom- 
as Barrack,  who 
wants  45%  of  the 
real  estate  investment  trust. 

They  say  the  $15-per-share 
offer  from  Barrack's  Colony 
Capital  (current  stake:  less 
than  1%)  should  be  at  least 
doubled.  Barrack's  stake 
would  come  from  newly  is- 
sued shares — diluting  the  oth- 
ers' holdings  almost  by  half. 

The  unhappy  shareholders, 
who'll  vote  on  the  plan  in  De- 
cember, decry  a  conflict:  Bar- 
rack is  on  the  REIT's  board. 
"This  smacks  of  cronyism," 


says  Gabelli.  Some  invest-: 
are  exploring  a  counterosi 
It's  unclear  if  Gabelli  has  K 
money  on  his  investing 
Colon': 
$138  11 


lion  in  fresh  car. 
would  be  used  for  acquisiti 

Santa  Anita  Realty 
William  Baker  defends 
Colony  valuation,  given 
REIT's  performance.  The  st  \ 
now  14K,  has  dropped  S< 
since  1990  due  to  poor  inv  t 
ments.  Baker  says  Barr,  k 
who  wasn't  available  for  c 
ment,  recused  himself  fffi 
negotiations.  Colony  Vice-F  y 
ident  Wade  Hundley  sees 
conflict:  The  REIT  approacf 
Barrack.        Nanette  Byn 


ANOTHER   INVESTOR'S  ADVANTAGE 


No-loads. 


Proven 
performance. 

i 


Four  select  growth  funds. 

average  annual  total  returns* 


Strategist  Growth  Fund  from 
American  Express 

IW  ESCO  Dynamics  Fund 

Founders  Growth  Fund 

Stein  Roe  Capital  Opportunities 


1  Year 

5  Year 

M)  Year 

29.1% 

19.2% 

14.1% 

26.0% 

21.5% 

14.2', 

34.2% 

21.6% 

15.2% 

65.1% 

26.9% 

14.0% 

Financial 
Direct 


100%  No-load 


Over  the  past  10  years,  these  carefully  selected  mutual  funds 
from  American  Express  Financial  Direct  have  produced 
impressive  investment  returns. 
Of  course,  past  performance  is  no 
guarantee  of  future  results.  These  four  are  jtist  some  ol  the 
many  well-known,  nodoad  funds  we  offer  w  ith  no  transaction 
fees  for  a  minimum  investment  of  $2,000. 

Licensed  financial  consultants  are  ready  to  provide  information 
and  advice  on  mutual  kinds,  money  market  funds,  discount 
brokerage,  and  more.  Whatever  you  request,  you'll  receive  the 
exceptional  service  you  expect  from  .American  Express. 


For  a  prospectus  on  any  of  these  growth  mutual 
funds  with  no  loads  or  transaction  fees,  call 

1800AXP-7002 

2   9  7  -  7  0  0  2 


Average  annual  total  returns  are  for  the  periods  ending  6/30/96,  and  include  cha 
Investment  return  ami  principal  value  will  van  and  shares  mar  be  worth  more  or  les 


tanges  in  principal  value,  reinvested  dividends  and  capital  gains  distributions 
principal  value  will  vary  and  snares  mar  be  worth  more  or  less  tit  redemption  than  at  original  purchase  Strategist  ( howth  Fund  invests  its 
assets  in  Growth  Portfolio,  of  drouth  Trust.  The  Portfolio's  predecessor  fund.  IDS  Growth  Fund,  has  been  in  existence  since  March  1972.  The  performance 
shown  is  based  in  part  on  the  historical  performance  of  the  predecessor  fund,  which  also  invests  its  assets  in  Growth  Portfolio.  The  performance  shown  represents 
performance  of  the  predecessor  fund  prior  to  3/20/95  and  of  the  predecessor  fund's  Glass  A  shares  from  1/20/95  through  6/30/96,  adjusted  to  reflect  the  absence 
of  sales  charges.  The  hist,, rival  performance  has  not  been  adjusted  for  any  difference  between  the  estimated  fees  and  expenses  of  the  I  und  and  the  historical  fees 
and  expenses  of  the  predecessor  fund.  For  more  complete  information,  including  charges  and  expenses,  please  call  for  a  prospectus  Head  it  carefully  before  you 
invest  or  send  money.  American  Express  Service  Corporation,  Distributor 


BOOB  TUBE 


UP  ON  THE  ROOF: 
IT'S  WAR 


LANDLORDS   AND  CONDO 

boards  have  largely  kept 
apartment-house  roofs  clear 
of  satellite  dishes,  on  aes- 
thetic grounds.  But  now, 
that  policy  is  under  attack 
before  the  Federal 
Communica- 
tions Commis- 
sion by  dish- 
makers  and 
consumer 
groups. 

They 
cite  the 
recently 
enacted 
telecom 
reform  bill, 
which  says  no 
one  can  bar  a  viewer  from 
erecting  a  dish  or  antenna. 
Recently,  the  FCC  ruled  that 
the  governing  boards  of 
planned  communities — who 
can  prevent  a  resident  from, 
say,  sinking  a  pool — can't  stop 


CAR  TALK 

THERE'S  MONEY  IN 
OLD  BUGS 

it's  not  yet  beetlemania, 
but  the  little  Volkswagen 
Bug  is  the  top  pick  among 
car  collectors.  That's  from 
Dave  Brownell,  who  com- 
piles an  annual  list  for  Hem- 
mings  Motor  News,  the 
monthly  bible  of  vintage  car 
buffs.  Says  Brownell:  "Bee- 
tles are  just  now  coming  into 
their  own." 

Brownell  uses  such  mea- 
sures as  ads  in  hobbyist 
books  seeking  old  cars  and 
the   number  of  collectors' 


dishes  on  single-family  homes. 
But  apartments  are  a  gray 
area.  The  agency  did  say  the 
pizza-pan-size  dishes  should 
be  unobtrusive.  At  this  early 
stage,  the  FCC  ruling  hasn't 
been  challenged  in  court. 
The  Community  Associa- 
tions Institute,  repre- 
senting landlords  and 
condo  boards,  argues 
that  the  new  telecom 
legislation  doesn't 
extend  to  them  be- 
cause of  the  Fifth 
Amendment,  which 
prohibits 
the  govern- 
ment from 
taking  prop- 
erty without 
compensation. 
Apartment 
$  dwellers,  it 
says,  don't  own 
roofs;  those  belong  either  to 
landlords  or  condo  associa- 
tions. The  FCC  hopes,  so  far 
without  success,  to  broker  a 
compromise  where  the  build- 
ings get  a  rental  fee  for  roof 
space.  Roy  Furchgott 

homely  but  fun 

clubs  formed.  The  Beetle 
landed  in  the  U.  S.  in 
1949,  winning  favor  as  in- 
expensive, reliable,  and 
fun.  Over  three  decades, 
Americans  bought  5  mil- 
lion of  them. 
In  mint  condition, 
Brownell  says,  a  Beetle  con- 
vertible commands  $10,000  to 
$12,000.  The  last  Beetle 
sedan  offered  in  the  U.S.,  in 
1077,  went  for  $3,599;  the  last 
convertible,  in  1979,  for 
$6,495.  Editor  Brownell 
thinks  that  safety  concerns 
may  have  slowed  its  accep- 
tance as  a  collectible.  "The 
driver  has  a  gas  tank  sitting 
on  his  lap,"  lie  says.  "But  the 
finish  and  quality  of  work- 
manship w  as  world-class."  VW 
plans  to  introduce  an  updated 
Beetle  in  the  U.  S.,  perhaps 
by  1998,  possibly  priced 
around  $12,000.  That  should 
spiu'  nostalgia  for  the  vintage 
models.       Keith  G,  Felcyn 


DRAWN  &  QUARTERED 


SPORTS  BIZ 


PRO  SOCCER  MAKES  A  FAST  BREAK 


SURPRISE.  PRO  SOCCER,  FIVE 

months  into  its  inaugural  sea- 
son, seems  to  be  doing  all 
right.  Major  League  Soccer, 
featuring  such 
teams  as  the 
Kansas  City  Wiz, 
even  garners  bet- 
ter tv  ratings  on 
ESPN2  than  college 
basketball. 

The  fledgling 
league  is  drawing 
around  135,000 
viewers  weekly  on 
ESPN2 — not  far  be- 
hind pro  hockey. 
More  good  news: 
60%  of  the  audi- 
ence is  under  34, 
the  most  desirable 
group  for  ads.  In  ~ 
the  stadiums,  the  10  teams, 
led   by   the    Los  Angeles 


i 


BIG  ASSIST  from  ESPN 


spec-table  18,000  fans  a  garr. 

The  sport  has  failed  tin* 
and  again  on  U.S.  soil.  B; 
now,  soccer  benefits  froi 
espn,  enthusiasi 
over  the  191 
World  Cup  held  l 
the  U.  S.,  and  t* 
geting  of  subur- 
ban kids  and  La- 
no  fans.  And  t 
has  an  envials 
list  of  sponsoj, 
including  Nil's, 
Honda,  and  at&s 
Attendant 
isn't  uniforl 
though.  Denvr 
and  Tampa  By 
are  strugglia 
Goals  for  19  J: 
"  avoid  a  sophomie 
attendance  slump  and  <.t 
into  the  summer  dominate 


( ialaxy,  are  averaging  a  re-  I  of  baseball.  David  Leonlu 


THE  BIG  PICTURE 


THE  BORIS  MARKET 

INDEX  PRICE4 

As  Boris  Yeltsin  goes,  so 
goes  the  Russian  stock  I 
market.  His  reelection 
was  welcomed  with  a 

rousing  rally,  but  his    -  g 

health  problems 
have  the  mar-  ^0 
ket  in  a 
funk. 


FOOTNOTES  Office  managers'  monthly  salaries:  in  Japan,  $7,135;  Germany,  $5,629;  the  U.S.,  $3,325;  Indonesia,  $1,31 
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Afard]  26  Disney  5K 


May  7  Spokane  12K 


Waj  2?  Boulder  10K 


IT'S 

ABOUT  BEING 
IN 

THE  RIGHT 

PLACE 

AT  THE 
RIGHT 

TIME. 


June  J i 

Toronto  Track  Qualifiei 


October  15  Detroit  Marathon 


December  It)  Honolulu  M.ir.uhon 


Ijnu.m  13  LA  IOK 


March  31  Carlsbad  5000 


Among  the  most  important  qualities 
of  any  airline  arc  that  it  goes  where 
you  want  to  go.. .when  you  want  to 
go.  As  Distance  Champion  Chair 
Racer  DeAnna  Sodoma  says: 
//'/  don  l  get  in  the  starting  line. 
I  tit >n  7  get  to  l 'he  finish  line. 
DeAnna  got  to  a  lot  of  finish  lines 
this  year.  Because  Northwest 
Airlines  got  her  to  a  lot  of  starting 
lines—across  America  and  around 
the  world. 

From  convenient  hubs  in  Detroit, 
Memphis,  Minneapolis/St.  Paul  and 
Tokyo.  Northwest  takes  <  >ff  mi  >re 
than  1 .""()()  times  a  day  to  more  than 
240  destinations  in  North  America, 
Europe  and  Asia. 

S<  >.  wherever  you  go  for  business 
or  pleasure,  Northwest  is  likely  to 
be  going  there,  too.  Ask  your  travel 
agent  to  book  you  on  a  convenient 
Northwest  Airlines  flight— or  call 
us  directly  at  1-800-225-2525. 


1 1 996  Northwest  A.rines  Inc 
JorWst  recycles  enough  paper  products  in  one  year  to  E^ve  6.40Q.Q0Q  kilowatts  of  energy 


@ NORTHWEST 
A  I  R  L  I  N  E  S 

Some  People  Just  Know  How  to  FlyT 


INCOME  STOCKS 
FOR  LOWER  RISK 


T.  Rowe  Price  Equity  Income  Fund, 

one  of  our  most  conservative  stock 
funds,  has  consistently  outperformed 
its  Lipper  Category  Average.  To  seek 
substantial  income  and  long-term 
capital  growth  with  less  risk,  the  fund 
invests  in  dividend-paying  stocks  of 
established  companies. 

As  with  any  stock  fund,  there 
will  be  price  fluctuation.  Minimum 
investment  is  $2,500  ($1,000  for  IRAs). 
No  sales  charges. 


Average  Annual  Total  Returns 

as  of  6/30/96 
I   Equity  Income  Fund 
9  Lipper  Equity  Income  Funds  Average 


24.Vll70 

f 22.09% 


HI  „ 


1  year 


5  years  10  years 


Call  24  hours  for  a  free  report  and  prospectus 

1-800-541-6127 


Invest  With  Confidenct 

T.Roweflrice 


8L 


"Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Past  performance  cannot  guarantee  future  results.  Investment  return  and  principal  value  will  vary, 
and  shares  ma\  he  worth  more  or  less  at  redemption  than  at  original  purchase.  Head  the  prospectus  careful!)  before 
investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  in mis'ij 


The  1997  Business  Week  Pocket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to 
DEPT.  BC37,  P.O.  Box  1597,  Fort  Lee,  NJ  07024  U.SA  Enclose  separate  sheet 
with  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
U.K.  residents  please  add  V.A.T.  Full  refund  if  not 
completely  satisfied  with  materials  and  workmanship. 


USA  Credit  t  ard  holders  may  cal 

TOLL-FREE  800-247-2570 

In  Iowa  800-362-2860.  Ask  Operator  18  for  Dept  BC37 
We  honor  AinKx/Diners/Visa/MasterCard 


Gold 
blocking 
nf your 
full  name 
add  $4.75. 
Planner  size 
6  '/"  x  3'/,"  x  '/" 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461-i 
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Infer  p  D«fC®m 


THE  INTRANET  EVENT 


inhere  the  Infernef  means  business 


Did  you  ever  feel  like  you  were  on  a  speeding  roller  coaster  that 
had  no  brakes?  If  you  are  a  corporate  Webmaster,  IS  professional, 
network  designer,  or  part  of  an  Internet/intranet  deployment 
team,  you  probably  know  the  feeling  well.  The  Internet  is  changing 
so  fast  that  even  the  most  conscientious  professional  is  challenged 
to  keep  pace  with  the  latest  technologies,  products,  and  practices. 

Now  there's  one  place  Internet  business  professionals  can  go  to 
see  and  learn  it  all.  Interop  DotCom,  the  only  event  dedicated  to 
providing  all  the  product  and  technology  information  needed  to 
effectively  deploy  Internets  and  intranets  in  business. 

Interop  DotCom  is  produced  by  SOFTBANK  Expos,  the  same 
folks  who  bring  you  NetWorld+lnterop,  the  industry's  leading 


conference  and  exhibition  on  networking.  Interop  DotCom  will 
coincide  with  NetWorld+lnterop  in  Atlanta,  September  16-20. 

Call  800-488-2883  for  your  FREE  pass  or 
stop  by  our  Web  site  at  www.interop.com 


September  16-18,  1996 


■^miLJM.'a 

September  18-20, 1996 

Georgia  World  Congress  Center 
Atlanta,  Georgia 


Readers  Report 


A  SPIRITED  REACTION 
TO  RALPH  REED 


Ralph  Reed  is  clearly  one  of  the  most 
dangerous  men  in  America  today  ("Cam- 
paign-finance reform  needs  a  miracle," 
News:  Analysis  &  Commentary,  Aug'. 
12).  It  isn't  that  America  wouldn't  bene- 
fit by  a  return  to  religious  values;  I  just 
don't  want  Reed  (and  his  Christian  Coali- 
tion) telling  me  which  ones  to  return  to. 

George  M.  Tomczyk 
Rochester,  N.  Y. 


BUT  WHO'S  THE  TECH-MEDIA 
CHAMP-WORLDWIDE?  

"And  in  this  corner,  Pat  McGovem" 
(Cover  Story  package,  Aug.  12)  incor- 
rectly implied  that  International  Data 
Group's  revenues  are  less  than  those  of 
its  competitor,  Ziff-Davis  Publishing  Co. 
You  say,  "Son's  Ziff-Davis  Publishing 
Co.  gets  39%  of  the  ad  revenues  in  the 
market,  and  IDG  grabs  27%  through 
Computerworld,  InfoWorld,  and  285  oth- 
er titles."  The  figure  you  cited — 27% — 
calculates  idc's  U.S.  market  share  only. 
When  measured  by  worldwide  revenues, 


idg  is  the  world's  leading  information- 
technology  media  company.  As  reported 
in  Advertising  Age,  idg  ranks  above 
Ziff-Davis/Softbank  in  net  media  rev- 
enues, receiving  $912  million  in  adver- 
tising and  circulation  revenue,  vs.  Ziff- 
Davis/Softbank's  $852.1  million. 

Chris  McAndrews 
Vice-President/Marketing 
International  Data  Group 
Boston 

LET  S  GET  IN  GEAR 

ON  THOSE  YEAR  2000'  GLITCHES 

It  is  a  fallacy  to  think  that  we  still 
have  three  and  a  half  years  to  prepare 
computer  programs  for  the  Big  Day. 
Computer  systems  already  need  to  han- 


dle maturity  dates  well  past  the  turn  oJ 
the  century.  The  manufacturing  systerri 
I  am  responsible  for  had  a  "Year  2000' 
problem  in  January,  1995,  when  it  triecj 
■to  schedule  a  5-year  preventive  mainte 
nance  check  for  a  piece  of  equipment 
The  future  is  now. 

Ruth  Adelmar, 
Bala  Cynwyd,  Pa\ 


A  NEW  EPOCH 

AT  CENTURY  21  jj 

I  am  responding  to  your  article  "Cen| 
tury  21's  house  divided"  (Up  Front,  Aug! 
12):  A  "house  divided"?  I  couldn't  disjj 
agree  more.  For  the  first  time  in  years 
the  Century  21  system  finally  has  its 


Business  Week 

A  Division  of  The  McGraw-Hill  I  'ompanies 


SEPTEMBER  2,  1996  (ISSN  0007-7135)***  3491 

Published  weekly,  except  for  one  issue  in  January,  by  The  McGraw-Hill 
Companies,  Inc.  Founder  James  H.  McGraw  (1860-1948), 
Executive,  Editorial,  Circulation,  and  Advertising  Offices:  The  McGraw- 
Hill  Companies  Building,  1221  Avenue  of  the  Americas,  New  York.  N.Y. 
10020.  Telephone;  212-512-2000.  Telex  Domestic  127d:::i;  lull  2360127039, 
U.S.  subscription  rate  $49.95  per  year;  2  years,  $79.95;  3  years.  $W.95. 
Sinule  copies.  $3.50;  back  issues.  $">.  Write  fur  rates  in  other  countries. 
Subscriber  Services;  1-800-635-1200  TDD:  I  800-554-1579 
Postmaster:  Send  address  changes  to  BUSINESSWEEK,  P.O.  Box  430, 
Hightstown,  NJ.  08520.  Periodicals  postage  paid  at  New  York,  N.Y.,  and 
at  additional  mailing  offices  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publications  Mad  Product  Sales  Agreement  No.  246484. 


Registered  for  I JST  as  The  McGraw-Hill  Companies,  Inc.  GST  #R123075H7l 
( Copyright  1996  by  The  McGraw-Hill  Companies,  Inc.  All  rights  reserved.  T| 
tie  registered  in  I'.S.  Patent  Office  European  Circulation  Center,  McGraw 
Hili  House.  Maidenhead,  Berks.  England.  Telephone:  01)38-23431;  Telex;  MUMS 

Officei-s  of  The  McGraw-Hill  Companies.  Inc.:  Joseph  L.  Dionne.  ChairmJ 
and  Chief  Executive  Officer;  Harold  W.  McGraw.  Ill,  President  and  Chi* 
Operating  Officer;  Kenneth  M.  Vittor,  Senior  Vice  President  and  Generl 
Counsel;  Robert  J.  Bahash,  Executive  Vice  President  and  Chief  Financil 
Officer;  Frank  I)  Pengiase,  Senior  Vice  President.  Treasury  Operation! 
Michael  K.  Hehir.  President,  Information  Sen-ices  Group. 

PHOTOCOPY  PERMISSION:  Where  necessary,  permission  is  grantel 
by  the  copyright  owner  for  those  registered  with  the  Copyright  Clearan* 
( 'enter  (CCC),  222  Rosewood  Drive,  Danvers,  MA  01923,  to  photocopy  anl 
article  herein  for  the  Hat  fee  of  $].«')  per  copy  of  each  article.  Send  pa§ 
ment  to  the  CCC.  Copying  for  other  than  personal  or  internal  referent* 
use  without  express  permission  of  The  McGraw-Hill  Companies,  Inc.  I 
prohibited.  Address  requests  for  customized  huik  reprints  to  Busmen 
Week  Reprints,  P.O.  Box  457,  Hightstown,  N  J.  0X52H,  or  call  609426-54fi| 
ISSN  0007-7135/96/$3.50  PRINTED  IN  THE  U.S..S 


CORRECTIONS  &  CLARIFICATIONS 

"The  big  picture"  (Up  Front,  July  15) 
charted  total  spending  on  medical  care  and 
other  items  in  the  economy.  That  includes 
consumers,  the  government,  and  others — 
not  just  consumers.  While  spending  on 
medical  care  represents  18%  of  total 
spending  in  the  economy,  it  accounts  for 
just  under  6%  of  household  budgets. 

"The  horse  biz  shows  a  little  lather" 
(Sports  Business,  Aug.  12)  mistakenly 
reported  that  the  top-selling  yearling  colt  at 
Kentucky's  Keeneland  auction  on  July  15-16 
was  Storm  Cat.  The  top-selling  yearling  was 
an  unnamed  colt  sired  by  Storm  Cat. 


house  in  order. . .  and  we're  going  places. 
If  this  group  of  "dissidents"  would  simply 
get  their  heads  out  of  the  sand,  they 
would  see  that  the  new  management 
team  has  delivered  just  about  everything 
they  promised:  new  technology,  hard-hit- 
ting marketing,  user-friendly  productivi- 
ty tools,  enhanced  training  programs, 
discount  offers  for  system  members  as 
well  as  consumers,  and  more  ways  for 
franchisees  and  agents  to  make  money. 

Michael  Donovan 
Century  21  Broker/Owner 
Las  Vegas 


THIS  EMPLOYEE-OWNER 

RATES  AVIS  NO.  1  

As  an  Avis  employee-owner,  I  must 
tell  you  that  the  story  on  my  company's 
potential  acquisition  by  hfs  Inc.  ("Should 
Avis  try  harder — for  its  employees?" 
The  Workplace,  Aug.  12)  was  woefully 
incomplete,  one-sided,  and  narrow. 

Avis  stands  as  the  most  successful 
Employee  Stock  Ownership  Plan  in  this 
country,  and  Avis  management  under- 
stands that  its  employees  are  the  key  to 
that  success.  An  important  fact  that 
was  absent  from  the  article  was  that 
no  employee  had  to  give  back  any 
wages  or  benefits.  All  employees  are 
realizing  this  windfall,  from  an  invest- 
ment of  $0. 

Valerie  Lewis 
Training  Specialist 
Avis  Rent-A-Car  System  Inc. 

Chicago 

WHY  DOLE'S  TAX  CUTS 
WOULD  NOT  HELP  WORKERS 

I  am  shocked  that  BUSINESS  week  in 
"Supply-side  soldier?"  (News:  Analysis 
&  Commentary,  Aug.  12)  did  not  identi- 
fy the  major  flaw  in  Bob  Dole's  tax-cut 
proposal:  the  global  economy. 

Investment  funds  made  available  by 


tax  cuts  for  the  wealthy  will  be  invest-  j 
ed  in  Mexico,  Indonesia,  India,  and  else-  I 
where,  creating  few,  if  any  jobs  for 
American  workers. 

Additional  take-home  pay  from  tax 
cuts  for  the  middle  class  will  be  spent  to 
a  large  extent  on  imports,  worsening 
our  trade  gap. 

R.  Evans 
Wyomissing,  Pa. 


HOW  TO  REACH  BUSINESSWEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

39th  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@mgh.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623. 

Internet,  bwhelp@mcgraw-hill.com 

COPYRIGHT  PERMISSIONS 

Before  quoting  or  reproducing  editorial  material. 
Phone:  (212)  512-4801 
Fax:  (212)  512-4938 

BUSINESS  WEEK  ONLINE 

The  full  text  of  Business  Week  and  many  other  features 
are  available  on  America  Online.  For  information,  call 
(800)  641-4848  and  mention  Business  Week 


Powered  By  Motorola! 


Hr     Where  are  we?  You'll  always  know  with  Furuno's®  high-speed,  eight-channel  Global  Positioning  Systems  (GPS)  receiver  because  it 
PP     pinpoints  your  exact  location.  But  what  keeps  this  highly  accurate,  built-in  nautical  navigation  system  on  course?  On-tx  tard  \  lotorola 
technology,  including  a  Logic  IC  and  a  microprocessor,  converts  satellite  radio  waves  into  location  uifonnation  on  an  easy-to-read  screen.  And  lets  technology 
be  your  guide.  From  global  posinonmg  systems  receivers  to  custom-configured  computers.  Motorola  powers  innovative  solutions  that  enable  your  success. 
Visit  us  at  http://www.motorola-powered.com/  or  call  1-800-521-6274  (Ref.  #1096).  ^— 

(M)  MOTOROLA 

Semiconductor  Products  Sector 

What  you  tievcr  thought  possible.™ 


Books 


UP  FROM  CONSERVATISM 

Why  the  Right  Is  Wrong  for  America 

By  Michael  Lind 

Free  Press  •  295pp  •  $23 


THE  HIJACKING 
OF  THE  GOP 


There  is  one  book  to  read  in  this 
political  season,  and  that  is 
Michael  Lind's  Up  From  Conser- 
vatism: Why  the  Rigid  Is  Wrong  for 
America.  It's  not  that  Lind's  sociological 
analysis  of  America  is  correct  (he  has  a 
kooky  idea  of  a  new  Ivy  League  over- 
class),  and  it's  not  because  the  author's 
economic  analysis  of  the  era  is  tembly 
insightful  (corporations  are  bad,  working 
stiffs  are  heroes,  and  global  markets 
are  a  worse  threat  to  our  well-being 
than  world  communism  was). 

The  reason  to  read  Lind  is  that  he  is 
an  apostate,  one  of  the  millions  of 
young,  well-educated,  and  well-off  people 
who  joined  the  cop  in  the  1980s  to  build 
a  new  mainstream  conservatism,  only 
to  see  the  party  taken  over  by  extrem- 


ists in  the  1990s.  Their  inclusionist 
dreams  were  replaced  by  exclusionist 
hatreds.  Their  Burkean  ideals  were  dis- 
placed by  yahoo  racism,  contempt  for 
the  poor,  and  immigrant-bashing.  Lind,  a 
Texas-born  protege  of  the  founder  of 
modern-day  conservatism,  William  F. 
Buckley  Jr.,  takes  us  on  that  journey 
(including  his  bitter  departure  from  the 
gop),  and  while  the  road  gets  a  little 
twisty,  it's  a  trip  worth  taking. 

The  battle  between  moderates  and 
extremists  at  the  recent  gop  conven- 
tion makes  Up  From  Conservatism  all 
that  more  compelling.  Bob  Dole's  choice 
of  bleeding-heart  conservative  Jack 
Kemp,  the  deliberate  slighting  of  the 
party's  platform  written  by  the  Far 
Right,  and  the  orchestrated  TV  image  of 


benign  moderation  could  not  conceal  t 
ongoing  battle  inside  the  party. 

Lind,  however,  believes  the  Far  Rig] 
led  by  Pat  Robertson,  Pat  Buehara 
and  the  militias,  has  already  won  t 
fight.  As  a  result,  the  GOP  has  lost  i 
best  chance  to  become  a  mainstream  cc 
servative  movement  representing  t 
vast  middle  class  well  into  the  21st  ce 
tury.  Instead,  such  positions  as  forcing 
woman  to  bear  the  child  of  a  rapi! 
denying  schooling  to  the  children  of  hi 
gal  immigrants,  teaching  creationis 
arming  "the  people"  with  assai 
weapons  against  an  evil  federal  govei 
ment,  and  indulging  bizaire  conspird 
theories  around  Freemasons,  Europeatj 
and  Jewish  bankers,  strike  middle-of-tl 
road  Americans  as  simply  too  crazy.  | 
for  the  Republican  Congress'  Contra 
With  America,  Lind  believes  its  anti-<» 
vironment,  antipoor,  and  procorpora 
stances  (with  corporate  lobbyists  acj 
ally  writing  antiregulation  bills)  wi 
perceived  as  repugnant  and  extreme  \ 
most  moderates.  Indeed,  polls  showing 
dramatic  decline  in  the  Republican  C<i 
gress'  popularity  support  Lind's  thesi: 

The  author  blames  one  specific  grcjj 
for  this  hijacking  of  the  Republican  Pr 
ty — the  neoconservatives,  led  by  the  lils 


LIND  SAYS  THE  NEOCON  STRATEGY  OF  'NO 
3NEMIES  TO  THE  RIGHT'  LEGITIMIZED  EXTREMISTS 


I  Irving  Kristol  and  Norman  Podhoretz. 
loving  away  from  liberalism  and  the 
emocratic  Party,  they  provided  the  in- 
illectual  ballast  for  a  revived  conserva- 
ve  movement.  Then,  according  to  Lind, 
tey  chickened  out.  Instead  of  keeping 
ie  gop  moving  down  the 
iddle,  they  caved  in  to  the 
hristian  Coalition,  the 
uchananites,  and  the  mili- 
is.  The  neocons  proclaimed 
1  election  strategy  of  "no 
lemies  to  the  right"  and  le- 
timized  extremist  policies 
ithin  the  GOP.  Lind's  sense 
betrayal  by  his  intellectual 
entors,  particularly  Buck- 
y,  is  keenly  expressed,  emo- 
)nal,  and  persuasive. 
Lind's  sense  of  abandonment  is  mag- 
fied  because  of  what  he  sees  as  the 
3t  opportunity  to  capture  an  unmoored 
nter  in  American  politics.  Once  tied 
>sely  to  the  Democratic  Party,  working- 
ass,  white  ethnics,  many  of  them 
itholic,  were  set  adrift  when  the  De- 
ocratic  Party  was  taken  over  by  New 
?ft  radicals  in  the  1970s.  George 


MICHAEL  LIND 


WHY  THE  RIGHT 
FOR  AMERICA 


McGovem's  Presidential  campaign  led  to 
an  alliance  between  well-off  white  De- 
mocrats and  the  poor  and  minorities 
(women,  gays,  blacks,  etc.)  The  blue-collar 
unions  and  their  members  were  aban- 
doned along  with  tnie  New  Deal  policies 
that  extended  benefits  to  all 
classes  of  Americans,  instead 
of  to  a  series  of  specific  mi- 
norities. Conservatives  within 
the  party  tried  to  move  it 
back  to  the  center,  but  with- 
out much  success.  To  Lind, 
the  final  nail  in  the  coffin  of 
liberalism  came  with  these 
developments,  not  with  the 
election  of  the  1994  Republi- 
can Congress. 

The  GOP  has  been  trying 
to  attract  this  ex-Democratic,  working- 
class  center  ever  since,  with  some  suc- 
cess. But,  according  to  Lind,  the  conver- 
sion can't  last.  The  remaking  of  the  gop 
as  a  party  of  the  South  and  West  rather 
than  of  the  North  and  Midwest  means 
that  Republican  economic  policies  will 
be  antiunion  and  low-wage.  Indeed,  Lind 
believes  the  current  revival  of  supply- 


side  economics,  with  its  calls  for  sharply 
lower  taxes,  will  offer  far  more  to  the 
rich  than  to  the  middle  class,  which  will 
experience  cuts  in  Social  Security, 
Medicare,  and  Medicaid  entitlements. 

Lind  goes  over  the  top  at  times.  His 
definition  of  the  new  overclass  never 
really  works  (they  are  for  free  trade 
because  they  are  two-income  career 
families  who  need  Latin  American  nan- 
nies). And  his  despondency  over  the 
capture  of  the  gop  by  the  radical  right 
is  probably  overdone.  The  "radical  cen- 
ter," which  combines  moderately  con- 
servative social  views  with  support  for 
moderately  interventionist  government 
policies  that  help  working  people,  is 
strong  and  growing  stronger.  It  is 
pulling  both  parties  to  the  center.  If  the 
Republicans  and  Democrats  can't  figure 
this  out,  then  a  third  party  will  show 
them  the  way.  America  has  always  had 
its  wild-eyed  extremists,  but  it  has  al- 
ways found  its  way  back  to  the  sensible 
center.  It  will  again. 

BY  BRUCE  NUSSBAUM 

Nussbaum  edits  business  week's 
editorial  page. 
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One  reason 

adults  don't  give  a  damn 
about  video  games. 


Suffice 


to  more 


moved  on 


iced  forms  of  technologi- 


cal thrill-seeking.  Case  in  point,  the 
Mercedes-Benz  SL  Coupe/Roadster.  It's  the 
world's  first  convertible  equipped  with 
door-mounted  side-impact  air  bags1.  It 
has  an  advanced  5-speed  driver-adaptive 
automatic  transmission  that  will  actually 
adjust  shift  points  to  correspond  to  the 
way  you  drive.  And  its  automatic  slip  con- 
trol (ASR)  has  the  intelligence  to  modify 


braking  and  engine  response  for  enhanced 


when  wheel  slip  is  detected.  Can 
eo  game  even  hope  to  compete 
with  i^t?  More  importantly,  can  any  car? 
To  lec'B  more,  call  1-800-FOR-MERCEDES. 


SL-CLASS 


Explore  our  Web  site,  http://www.usa.mercedes-beriz.com.  SL320  shown  with  optional  sport  package.  tAir  bags  are  supplemental 
restraints.  Please  always  wear  your  seat  belt.   ©1996  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  N.J.,  Member  of  the  Daimler-Benz  Group. 
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BY  STEPHEN  H.  WILDSTROM 

CLONES  TO  WARM 
A  MAC  FAN'S  HEART 


A  slew  of  new  models 
and  software  widen 
the  options  for 
aficionados 

With  all  the  much-publi- 
cized problems  Apple 
Computer  has  had  in 
recent  months,  it's  hardly  sur- 
prising that  I'm  frequently 
asked  some  variant  of  the 
question:  "Does  it  make  sense 
for  me  to  buy  a  Macintosh?" 

At  a  time  when  todays  hot 
product  is  tomorrow's  tech- 
nology relic,  it's  dangerous  to 
give  a  categorical  reply 
But  I  can  say  with 
some  confidence  that  a 
Mac  or  a  Mac  clone 
bought  today  is  likely  to 
serve  you  as  long  and 
as  well  as  a  Windows 
PC.  If  you  prefer  the 
Mac.  and  lots  of  people 
still  find  it  easier  to  set 
up  and  use,  go  for  it. 
RAY  OF  HOPE.  I  feel 
more  comfortable  with 
this  assessment  thanks 
to  a  recent  visit  to  the 
MacWorld  Expo  trade 
show.  The  major  ray  of 
hope  for  the  fans  was 
the  offerings  from  companies 
other  than  Apple.  Power 
Computing's  new  PowerBase 
line  of  licensed  Mac  clones, 
available  in  mid-September, 
starts  at  SI. 495  for  a  180 
megahertz  PowerPC  proces- 
sor. 16  megabytes  of  RAM,  and 
a  1.2  gigabyte  hard  disk.  At 
the  top  of  the  line,  its  $5,000 
PowerTo.wer  Pro  604e/225 
runs  at  a  sizzling  225  Mhz 
and  is  more  powerful  than 
anything  offered  by  Apple. 

Power  Computing,  which 
does  only  consumer  mail-or- 
der and  corporate  sales,  will 
soon  provide  retail  competi- 


tion. Taiwan-based  Umax  will 
offer  its  Supermac  line 
through  the  same  stores  that 
now  sell  Macs,  with  models 
and  prices  comparable  with 
the  Power  Computing  prod- 
ucts. The  clones  have  erased 
the  price  gap  with  Windows 
machines. 

The  Mac  is  also  getting 
some  help  from  a  very 
strange  quarter:  Microsoft, 
whose  Windows  95  wiped  out 
much  of  the  Mac's  ease-of-use 
advantage.  The  biggest  threat 
to  the 
Mac's  fu- 


ture has 
been  the 

reluctance  of  software  pub- 
lishers to  update  or  write 
programs  for  the  system.  Mi- 
crosoft will  soon  begin  public- 
testing  of  the  Mac  version  of 
its  Internet  Explorer  3.0  Web 
browser,  which  was  released 
for  Windows  on  Aug.  12. 

Microsoft  is  also  commit- 
ted to  deliver  its  Office  97 
suite  for  the  Mac  soon  after 
the  scheduled  yearend  intro- 
duction of  the  Windows  prod- 
uct. And,  company  officials 
promise,  the  package  will  be 
nothing  like  the  last  Mac  re- 


lease of  Office,  which  out- 
raged Apple  enthusiasts  by 
being  a  pale  imitation  of  the 
Windows  version.  Corel  is 
finishing  up  a  new  release  of 
WordPerfect  for  the  Mac, 
while  Mac  stalwarts  such  as 
Adobe  Systems  and  Macro- 
media are  pushing  out  new- 
products  as  well. 

Software  retailers  are  still 
reluctant  to  give  much  shelf 
space  to  Mac  titles.  But  un- 
like Betamax  owners,  who 
eventually  abandoned  their 
vcrs  because  they  couldn't 
rent  tapes,  Mac  owners  have 
alternatives.  There's  a  healthy 
mail-order  business  in  Mac 
software,  and  many  programs 
are  being  distributed  online. 
MULTIMEDIA  EDGE.  The  Mac 
still  outshines  Windows  as  a 
tool  for  creating  multimedia 
content,  an  activity  that's 
building  a  mass  market  as 
techniques  such  as  dig- 
ital photography  and 
video  editing  become 
easier  and  cheaper.  The 
new    Mac  Performa 
6400  offers,  as  a  $459 
option,  the  Avid  Cine- 
ma card,  which  turns 
the  computer  into  a 
powerful  but  easy-to- 
use  editor  for  home 
videos.  But  Apple  de- 
signed the  6400  to  use 
15  in.  or  smaller  moni- 
tors at  a  time  when  the 
popularity   of   17  in. 
units  is  growing.  And 
its  price,  starting  at 
S2.400.  is  high  relative 
to  the  clones. 

There  are  still  seri- 
ous problems  in  Mac- 
land.  Only  Apple  makes  lap- 
tops, and  its  PowerBooks  are 
overpriced  and  underpowered 
compared  with  the  Windows 
competition.  A  badly  needed 
overhaul  of  Mac  <  is,  the  basic 
operating  software  of  Macs 
and  clones,  is  probably  still  a 
year  off.  Also,  Apple  is  losing 
money  and  market  share. 
Still,  the  outlook  is  brighten- 
ing. And  for  those  of  us  who 
value  the  Mac  both  for  its 
own  virtues  and  the  diversity 
it  brings  to  computing,  that's 
very  good  news. 


BULLETIN  BOARD 


HARDWARE 
IT'S  A  MIGHTY  MOUSE 

Microsoft's  mice,  nearly  as 
ubiquitous  as  its  software, 
have  learned  a  new  trick.  On 
the  new  $85  Microsoft  Intelli- 
Mouse,  you  can  navigate 
through  documents  by  rolling| 
a  handy  wheel  instead  of 
clicking  scroll  bars  or  press- 
ing arrow  or  page  up  and 
down  keys.  The  wheel,  posi- 


tioned between  the  two  mous 
buttons,  works  only  with  soft 
ware  designed  for  it.  and  for 
the  moment  that  means  Win- 
dows 95  and  the  new  Interne 
Explorer  3.0.  Coming  pro- 
grams, including  the  new  ve 
sion  of  Microsoft  Office  due 
before  yearend.  will  let  you 
use  the  wheel  to  zoom  in  anc 
out  on  maps,  expand  or  col- 
lapse outlines,  and  scroll  do 
uments  up  the  screen  like  a 
teleprompter  display. 


WEB  ADDRESSES 
TRY  THAT  SITE  AGAIN 

After  I  publish  a  Web  addres 
I  often  hear  from  readers 
complaining  they  get  an  errc 
message  when  trying  to  reac 
the  site.  While  we  do  make 
occasional  mistakes,  the  sn 
is  more  likely  with  the  Intern 
itself — whether  it's  too  muc 
traffic  or  hiccups  in  the  Net' 
complex  system  for  finding 
addresses.  So  if  you  get  a 
cryptic  message  such  as  "Ni 
response  from  server"  or 
"Server  does  not  have  a  DNS 
entry,"  try  again  later.  Comir' 
soon:  Browsers  that  detect 
spelling  errors  in  addresses 
and  suggest  alternatives. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Consistent  service  quality  and  tar-sighted  strategic  thinking  are  the  foundations  of  Credit  Suisse's  inter- 
lational  success.  As  the  oldest  of  Switzerland's  three  big  banks,  we  are  totally  committed  to  the  solid 
raditional  values  for  which  Swiss  banking  is  famous.  But  our  activities  extend  far  beyond  Switzerland. 
Credit  Suisse,  in  partnership  with  CS  First  Boston,  is  one  of  the  world's  premier  financial  services  groups. 
A/e  operate  effectively  in  every  market,  offering  expert  service  with  a  global  horizon. 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


DOLE  BLEW  A  CHANCE 
TO  BE  BOLD 


REALITY: 

Tax  cuts  today 
will  mean 
more  taxes 
tomorrow.  But 
privatizing 
Social  Security 
and  education 
could  foster 
real  growth 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


In  opting  for  a  tax  cut  as  his  grand  strat- 
egy, Bob  Dole  replays  the  supply-side 
oldies  who  have  had  their  chance  to  con- 
vince and  have  failed  miserably.  The  claim 
that  much  of  the  tax  cut  repays  itself  with  ex- 
tra growth,  an  expansion  in  the  tax  base, 
and  hence  increased  collection  was  disproved 
in  the  1980s.  Saving  and  investment  did  not 
increase  when  taxes  were  cut,  and  just  as 
important,  they  did  not  collapse  when  taxes 
were  raised  to  help  pay  for  the  resulting  bud- 
get deficits.  The  Kemp-Roth  tax  cuts  did  not 
work;  the  Dole-Kemp  cuts  won't,  either. 

Moreover,  the  promise  of  "unspecified"  cuts 
to  make  up  the  loss  of  revenue  must  invite 
maximum  cynicism — after  15  years  of  slicing 
off  the  easy  pieces  by  Republicans  and  De- 
mocrats alike,  there  is  very  little  meat  left  on 
the  bone.  True,  a  cut  in  capital-gains  taxes 
will  bring  in  a  rush  of  revenue  as  stocks  are 
quickly  sold  and  gains  taken.  But  that  is  more 
nearly  like  a  tax  amnesty,  not  a  growth-build- 
ing tax  reform.  The  Dole  program  will  surely 
lower  national  saving  by  increasing  the  bud- 
get deficit.  And  if  it  creates  a  consumption 
spree,  it  may  raise  growth  for  a  while — but 
only  by  borrowing  even  more  abroad. 

The  Dole-Kemp  tax  plan  may  be  good  elec- 
tion politics,  but  it  is  bad  economics.  Like 
most  people,  I  don't  like  paying  taxes  and 
tliink  the  government  often  wastes  my  money. 
Yet  tax  cuts  today  will  mean  more  taxes  to- 
morrow. In  the  end,  we  will  all  pay  for  them 
with  higher  taxes,  lower  growth,  and  financial 
instability. 

looming  DEFICIT.  Dole  missed  a  chance  to 
be  bold.  A  better  program  would  have  fo- 
cused on  two  key  sources  of  growth:  saving 
and  education.  Privatizing  Social  Security  and 
education  through  vouchers  and  a  broad  se- 
ries of  experiments  would  bring  about  a 
transformation  of  the  U.  S.  economy,  creat- 
ing more  investment  and  raising  real  wages 
as  a  result  of  capital  formation  and  better 
-kills.  Let's  be  honest:  Lasting  growth  does 
not  come  from  tax  breaks  and  consumption 
booms.  It  derives  from  genuine  investment. 

Privatizing  Social  Security  is  an  important 
idea  for  two  reasons.  First,  Social  Security 
currently  finances  a  substantial  portion  of  the 
budget.  The  baby  boomers  are  out  there 
working  and  paying  into  Social  Security.  The 
deficit  as  a  result  looks  much  smaller  than  it 
is  and  little  is  being  set  aside  to  finance  the 
accumulating  Social  Security  claims  that  will 


come  due  once  the  baby  boomers  retire,  sk 
paying  taxes,  and  start  collecting. 

By  privatizing  Social  Security,  everyon# 
the  labor  force  will  be  required  to  make  tli 
contributions,  but  rather  than  giving  the  iro 
ey  to  the  government  they  will  be  ablet 
invest  it  in  the  marketplace.  The  resulUj 
capital  formation  will  support  rising  ie 
wages  and  therefore  offer  a  long-term  t 
swer  to  the  eroding  standard  of  living. 

Second,  privatizing  Social  Security  men 
that  the  looming  fiscal  crisis,  some  15  oi& 
years  down  the  road,  simply  will  not  hapjt 
An  early  and  significant  response  such  as  ri 
vatization  stops  it  from  building  up. 
VOUCHERS.  Privatizing  education  is  long  oJ 
due.  The  traditional  argument  runs  as  il 
lows:  If  the  government  ordains  universal  cl 
ucation,  it  also  must  supply  it.  There  is  rim 
for  the  government  to  regulate  and  sup 
vise  educational  standards  and  the  peri 
mance  of  various  suppliers — just  as  for  bap 
or  airlines.  The  government  also  plays  a  e; 
role  in  providing  financing.  But  just  asii 
many  other  areas,  there  is  no  presumpoi 
whatsoever  that  the  government  is  a  paiic 
ularly  good  supplier.  The  argument  that  rti 
cation  is  too  important  to  be  left  to  the  ntr 
ketplace  is  the  kind  that  needs  challenge 
Churches  provide  first-rate  education  in  li 
country,  and  there  is  every  reason  to  beliiw 
that  a  wide  array  of  organizations,  inclu(ttj 
profit-seeking  businesses,  can  do  the  saml 

The  obvious  answer,  fought  tooth  and  a: 
by  teachers'  unions,  is  a  voucher  scheme,  ie 
parents  choose  where  to  send  their  kids.  »e 
competition  take  on  the  hard-core  resist* 
to  innovation,  excellence,  and  accountable 
that  now  characterize  the  school  establli 
ment.  Of  course,  with  teachers  organized! 
Washington  as  a  powerful  interest  group,ih( 
step  would  be  bold.  But  it  is  time  to  ex{fi 
ment  with  alternative  education  progras 
given  the  abysmal  record  of  the  current  fs 
tern,  particularly  for  the  people  who  nee  i 
most.  We  just  threw  out  "welfare  as  we  kp 
it."  Is  it  so  far-fetched  to  think  educao 
should  be  next? 

Politicians  hate  the  idea  of  privatizingic 
cial  Security  because  it  would  unmask  h 
true  nature  of  their  profligacy.  Teacrr- 
unions  hate  privatizing  schools  because  Jit 
market  and  competition  would  make  tsn 
accountable.  If  Dole  had  made  these  proos 
als,  he  might  have  caught  our  imaginatk. 
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UA.  SHAPING  BUSINESS  REALITIES  WORLDWIDE 


The  good  news  about  our 
Web-deployable  software  is  that  you  can 
set  up  an  office  anywhere. 


(The  bad  news  is,  we  mean  anywhere.)       suddenly, no potential h 

plan  too  ambitious.  By  offering  instantai 
information  from  virtually  anywhere,  LAWSON  1NSIGHT™M 
no  matter  where  they  are.  New  sites,  large  or  small,  can  he  hooked  up  ii|i .'■ 
information,  functional  harriers  crumble,  smoothing  the  way  for  Activity-Based  Managemek.  (| 
Fact  is.  our  finam  ials.  human  resources,  procurement  and  supply  chain  process  suites  can  help  your  busier 


Visit  us  at 
www.lawson.coni/insight 
or  call 
1-800-477-1357. 
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al  access  to  critical  financia 


ment  System  enables  people  to  work  faster  and  smarter 


»ed  to  months  or  even  years).  And  because  everyone  has  access  to  the  same 


ial  teams  can  work  together  more  efficiently  and  react  swiftly  to  changing  market  conditions. 


raction  of  the  cost  of  expanding  your  current  network.  LAWSON  INSIGHT.  Because  the  future  can't  wait. 


Economic  Trends 


BY  DEAN  FOUST 

BLOATED  PRICES 
ON  WALL  STREET? 

Stocks'  value  may  soon  exceed  GDP 

In  the  wake  of  July's  sharp  market 
downturn — and  rebound — the  bulls 
and  bears  on  Wall  Street  have  tussled 
over  whether  or  not  stock  prices  really 
are  overvalued.  At  least  one  bearish  an- 
alyst, James  A.  Bianco  of  Arbor  Trading 
Group  Inc.  in  Barrington,  111.,  believes 
the  markets  have  never  been  more 
overvalued  than  they  are  today.  He 
points  to  some  broad  macroeeonomic 
measures  to  bolster  his  case. 

Bianco  tracks  total  stock-market  cap- 
italization as  a  share  of  America's  gross 
domestic  product — a  price-earnings  ratio 
for  the  broader  economy,  if  you  will.  By 
this  measure,  stocks  are  at  an  all-time 
high,  at  roughly  94%  of  gdp  as  of  June. 
Previous  peaks  from  earlier  cycles: 
81.4%  in  August.  1929,  and  78.1%  in 
December,  1972 — periods  that  were  fol- 
lowed by  severe  bear  markets. 

Add  in  the  bond  market's  total  capi- 
talization, as  measured  by  the  Lehman 

A  MEASURE  OF  THE  MARKET 
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TOTAL  STOCK  MARKET  CAPITALIZATION  AS 
A  SHARE  OF  GDP 
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Aggregate  Index,  and  the  value  of  fi- 
nancial instruments  hit  a  record-break- 
ing 153%  of  GDP  at  midyear  199(i — well 
above  the  57%  reading  in  1982,  the  be- 
ginning of  the  current  bull  market. 

It's  not  just  these  ratios  that  concern 
Bianco.  He  also  observes  that  M2 — a 
common  measure  of  the  total  amount 
of  money  in  circulation — amounted  to  a 
mere  52*%  of  the  value  of  the  stock 
market  in  .June.  That's  one-third  of  the 
average  reading  this  century.  Concludes 
Bianco:  "We  can't  have  the  Dow  at  7000 
and  the  long  bond  fyield]  at  6%,  be- 
cause there  isn't  enough  money  to  go 
around  for  both." 

Some  market  seers  think  Bianco's  in- 
dicator are  flawed.  Don  R.  Havs,  a  bull- 


ish strategist  at  Wheat  First  Butcher 
&  Singer  Inc.,  suspects  that  market  cap- 
italization has  been  inflated  over  the 
decades  by  the  shift  among  many  en- 
trepreneurs toward  operating  public, 
rather  than  private,  companies.  But 
Bianco  notes  that  research  by  Min- 
neapolis' Leuthold  Group  shows  that 
every  time  since  1926  that  the  stocks-to- 
gdp  ratio  crested  above  70%,  the  median 
annual  return  averaged  just  4.3%  over 
the  next  five  years.  By  contrast,  when 
stock  valuations  were  less  than  half  of 
gdp,  the  market  generated  double-digit 
returns  over  the  following  five  years. 


FIERCE  HUNGER 
FOR  CAPITAL . . . 

. . .  May  boost  world  interest  rates 

By  historical  standards,  long-term  in- 
terest rates  in  many  key  nations 
are  high  if  adjusted  for  inflation — a  de- 
velopment that  some  economists  at- 
tribute to  a  global  shortage  of  capital. 
But  given  the  efforts  of  the  U.  S.  and 
European  governments  to  lower  their 
fiscal  deficits — among  the  biggest 
sources  of  pressure  for  many  years — 
this  should  bode  well  for  interest  rates. 

Not  necessarily,  says  John  Praveen, 
senior  international  economist  at  Merrill 
Lynch  &  Co.  Praveen  says  explosive 
growth  in  developing  nations  such  as 
Indonesia,  Malaysia,  and  the  Philippines 
should  actually  increase  the  demand  for 
capital  in  coming  years.  Praveen  calcu- 
lates that,  worldwide,  capital  demand 
should  outstrip  supply  by  $110  billion 
this  year  and  $115  billion  in  1997 — a 
nearly  two-thirds  increase  over  1995. 
That  could  send  "real" — or  inflation- 
adjusted — interest  rates  even  higher. 


THE  FED'S  MOVING 
BENCHMARK 

What's  roiling  the  fed  funds  rate 

Over  the  past  year,  the  Federal  Re- 
serve has  had  a  hard  time  keep- 
ing the  federal  funds  rate — the  price  it 
sets  for  overnight  loans  between  com- 
mercial banks,  and  a  key  benchmark  for 
long-tenn  rates — at  its  target  level,  cur- 
rently 5.25%.  That's  partly  the  result 
of  increased  speculation  over  the  Fed's 
next  policy  move.  But  there  could  be 
another  factor  at  work:  growing  use  of 
retail  "sweep"  accounts  by  large  banks. 
The  Fed  requires  banks  to  set  aside 


reserves  of  10%  on  deposit  bases  abo\| 
$52  million — a  sore  point  with  most  bl 
banks,  since  the  Fed  doesn't  pay  intel 
est  on  those  reserves.  So  more  banli 
are  using  sophisticated  software  thl 
estimates  withdrawals  to  "sweep"  eaJ 
out  of  checking  accounts  and  inl 
money-market  savings  accounts,  whiJ 
pay  higher  interest  rates  but  are  n| 
subject  to  the  costlier  reserve  requirj 
ments  of  the  Fed. 

But  if  banks  miscalculate  withdraws 
they  must  turn  to  a  shrinking  feder 
funds  pool  to  raise  their  reserl 
levels — demand  that  has  caused  til 
intraday  funds  rate  to  swing  by  as  mul 
as  three  percentage  points  recentf 
Louis  Crandall,  chief  economist  at  R. 
Wrightson  &  Associates,  a  New  Yo| 
fixed-income  research  firm,  speeulatJ 
that  further  volatility  could  prompt  tl 
Fed  to  abandon  the  overnight  funj 
market  in  the  future  and  instead  use| 
more  stable  rate  as  a  policy  lever. 


WHY  CONSUMER 
DEBT  IS  SO  HIGH 

Two  breadwinners  raise  confident 

Are  consumers  anxious?  In  an  ell 
tion  year,  that's  what  everyc 
wants  to  know.  Certainly,  the  rec^ 
willingness  of  consumers  to  take 
record  levels  of  revolving  debt  is  I 
odds  with  the  conventional  wisdom  t| 
workers  are  inse- 
cure about  losing 
their  jobs.  But 
David  Wyss,  chief 
economist  at  DRl/ 


LESS  MISERY  THI 
ELECTION  YEAR? 
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McGraw-Hill,  be- 
lieves that  high 
consumer  debt 
simply  reflects 
people's  growing 
confidence  about 
their  ability  to 
trade  up  to  bet- 
ter-paying jobs.  In 
fact,  the  so-called 
misery  index — the 
sum  of  the  infla- 
tion and  unemployment  rates — is  at] 
lowest  since  the  1972  election  yJ 
"People  underestimate  the  importance 
the  two-wage-eamer  family,"  says  W| 
"The  fear  of  living  hand  to  moutl 
not  as  severe  as  it  might  have  beeri 
earlier  times."  Still,  Wyss  worries  t| 
much  of  the  debt  is  concentrates 
lower-income  households — and  ccj 
make  consumer  confidence  more  fral 
if  a  downturn  does  begin. 


DATA:  DRI/McGRAW-H!LL  I 
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V  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


WHY  THE  FED  IS  KEEPING 
TS  COOL  THIS  SUMMER 

*rade  woes  and  a  softer  housing  market  will  help  to  slow  the  economy 


THE  STRONGER  DOLLAR 
TRIMS  IMPORT  PRICES 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
TA:  LABOR  DEPT  .  MORGAN  GUARANTY  TRUST  CO 


BBffiB^fSFSTOiTlIS  The  key  question  in  the  minds 
»BJ5B«kaJai»*AAlJl  of  economists,  market  players, 
id  policymakers  at  the  Federal  Reserve  is:  How  much 
the  economy  slowing  down?  The  answer  is  crucial  to 
le  outlooks  for  both  inflation  and  interest  rates. 
So  far  in  the  third  quarter,  the  only  thing  that's 
ear  is  that  growth  is  not  matching  the  second  quar- 
t's robust  4.2%  clip.  In  fact,  that  pace  might  well  be 
;vised  upward,  based  on  a  sharp  nan-owing  in  the 
me  trade  deficit.  A  wider  trade  gap  for  the  quarter 
ill  sapped  second-quarter  growth,  but  not  by  as  much 
3  the  Commerce  Dept.  first  estimated. 

Right  now,  the  data  sug- 
gests that  growth  is  slowing 
enough  that  the  markets  and 
the  Fed  can  put  their  inflation 
worries  on  hold,  at  least  for 
the  moment.  That's  why  the 
Fed  left  interest  rates  un- 
changed at  its  policy  meeting 
on  Aug.  20.  However,  it's  still 
unclear  whether  the  economy 
is  slowing  to  a  pace  that  will 
keep  inflation  worries  at  bay — 
id  the  Fed  on  the  sidelines. 

Looking  at  the  current  quarter,  trade  is  again  likely 
be  a  drag  on  growth,  as  healthy  domestic  demand 
ntinues  to  draw  in  cheaper  imports,  partly  as  a  result 
the  stronger  dollar  (chart).  And  housing,  which  sup- 
ied  a  big  boost  in  the  second  quarter,  appears  to 
ive  topped  out.  On  growth's  plus  side,  consumer 
•ending  seems  to  have  picked  up  in  August.  Capital 
•ending  for  equipment  looks  solid.  And  factory  output 
ill  appears  to  be  accelerating,  suggesting  that  inven- 
ry  rebuilding  also  is  giving  growth  a  lift. 

NE  REASON  THAT  CONSUMER  SPENDING  in  An- 

ist  appears  to  be  bouncing  back  from  July's  lackluster 
!  owing  could  be  the  continued  strength  in  the  labor 
!  arkets.  The  Johnson  Redbook  Report  shows  receipts 
department  and  discount  stores  through  mid-Au- 
,  1st  up  a  solid  1.2%  from  July. 
At  the  same  time,  the  four- week  average  of  initial 
bless  claims  through  the  week  ended  Aug.  10  has 
anged  to  a  seven-year  low  of  313,000.  That  level  is 
nsistent  with  rapid  job  growth  and  could  well  fore- 
adow  a  big  gain  in  August  payrolls,  to  be  reported  on 
pt.  6,  and  a  further  decline  in  the  jobless  rate. 


THE  PICKUP  IN 
FACTORY  OUTPUT 


Healthy  consumer  spending,  which  helped  cut  ex- 
cessive inventories  in  the  first  half,  is  now  helping  to 
fuel  a  pickup  in  maniu°acturing  output.  Overall  industrial 
production  rose  a  scant  0.1%  in  July,  but  that  reflected 
a  steep  1.8%  drop  in  utility  output,  because  July  was 
unusually  cool.  Output  in  manufacturing  advanced  0.3%, 
led  by  a  big  gain  in  car  and  truck  output  (chart). 

Factory  production  increased  at  a  6.5%  annual  rate 
in  the  second  quarter,  the  fastest  pace  in  a  year  and  a 
half,  and  in  July,  output  had  already  grown  at  a  4.3% 
rate  ahead  of  the  second-quarter  level.  Even  moderate 
increases  in  August  and  September  should  yield  a 
faster  third-quarter  pace,  barring  a  lengthy  strike  by 
the  United  Auto  Workers  this  fall. 

The  pickup  in  factory  pro- 
duction also  extends  to  busi- 
ness equipment,  a  sector  that 
is  speeding  up  again.  After 
growing  only  4.6%  all  of  last 
year,  down  from  a  10.7%  pace 
in  1994,  equipment  production 
in  the  first  seven  months  of 
1996  rose  at  a  12.1%  annual 
rate.  That  could  signal  two 
things:  First,  U.  S.  capital 
spending  may  be  firming  up 
in  response  to  a  stronger  economy,  and  second,  capital 
spending  abroad  may  be  picking  up  as  well — to  the 
benefit  of  U.  S.  exporters. 

INDEED,  EXPORTS  ARE  NOT  THE  REASON  for  the 

second-quarter  deterioration  in  the  trade  deficit.  That 
blame  goes  to  imports.  Exports  dipped  0.3%  in  June,  to 
$69.7  billion,  but  much  of  the  decline  reflected  a  drop  in 
volatile  aircraft  shipments.  For  the  quarter,  total  ex- 
ports rose  at  a  7.3%  annual  rate,  up  from  2.6%  in  the 
first  quarter. 

So  far,  the  dollar's  recent  strength  has  not  forced  ex- 
porters to  raise  prices.  Export  prices  fell  0.5%  in  July, 
and  excluding  farm  products  and  the  soaring  cost  of 
grains,  prices  are  down  1.6%  from  a  year  ago.  That, 
plus  improving  economies  in  Mexico  and  Canada,  should 
continue  to  lift  exports  in  coming  months. 

The  story  for  imports  is  much  less  encouraging  for 
growth.  Despite  a  3.3%  drop  in  imports  in  June,  goods 
and  services  from  abroad  in  the  second  quarter  still 
soared  at  a  13.9%  annual  rate,  up  from  an  already 
rapid  11.7%  gain  in  the  first.  Although  the  June  trade 
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deficit  narrowed  to  $8.1  billion  from  $10.5  billion  in 
May,  the  gap  for  the  second  quarter  still  widened.  A 
large  increase  in  the  U.  S.  trade  deficit  with  China 
bears  watching.  That  bilateral  deficit  hit  $3.3  billion 
in  June,  eclipsing  the  $3.2  billion  gap  with  Japan  for  the 
first  time. 

Trade  is  likely  to  remain  a  drag  on  third-quarter 
economic  growth,  mainly  because  the  outlook  for  im- 
ports is  little  changed.  The  dollar's  strength  is  allow- 
ing foreign  producers  to  cut  import  prices.  Excluding 
fuels,  import  prices  in  July  were  down  2%  from  a 
year  ago,  at  a  time  when  domestic  demand  has  been 
strong. 

As  a  result,  foreigners  continue  to  increase  their 
share  of  U.  S.  markets.  Excluding  oil,  imported  mer- 
chandise satisfied  a  record  26.5%  of  domestic  goods 
demand  in  the  second  quarter.  Foreigners  may  well  see 
the  current  U.  S.  climate  as  an  opportunity  to  regain 
some  markets  lost  when  the  dollar  was  weaker.  Ward's 
Automotive  Reports  expects  U.  S.  auto  makers'  market 
share  to  decline  in  August  to  its  lowest  level  in  sever- 
al months. 

ANOTHER  DRAG  on  third-quarter  growth  will  be 
housing.  Residential  investment  soared  at  an  annual 
rate  of  15.1%  last  quarter,  the  largest  gain  in  2'A  years. 
In  July,  however,  housing  starts  dipped  for  the  third 
consecutive  month.  They  fell  1.3%,  to  an  annual  rate  of 
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1.45  million,  from  1.47  million  in  June.  Starts  of  singl|i 
family  homes  fell  a  sharp  5.7%,  to  1.13  million. 

Homebuilding  began  the 
third  quarter  well  below  the 
second-quarter  level,  a  fact 
that  is  echoed  by  the  latest 
survey  of  builders  by  the  Na- 
tional Association  of  Home 
Builders.  The  trade  group's 
Housing  Market  Index — a 
composite  of  builders'  re- 
sponses about  current  sales, 
expected  demand,  and  buyer 
traffic  through  model  homes — 
also  fell  for  the  third  month  in  a  row  in  August,  siil- 
gesting  continued  deterioration  in  demand  (chart).  Tfi  I 
August  reading  of  57%  is  still  above  50%,  the  dividif: 
line  between  rising  and  falling  housing  activity,  b|' 
conditions  clearly  have  softened  compared  with  Ms, 
when  the  index  stood  at  63%. 

Right  now,  housing  and  foreign  trade  are  the  two  ml 
impediments  to  third-quarter  growth.  Larger  sect(jl| 
such  as  consumer  and  capital  spending  appear  to  II 
holding  their  own,  suggesting  the  economy  is  coolilj 
down.  But  if  major  sectors  show  more  pickup  in  comit} 
months,  growth  may  not  be  slowing  as  much  as  tip* 
Federal  Reserve  would  like.  If  that's  the  case,  then  tiki 
about  a  rate  hike  may  begin  to  resurface  this  fall. 


WEAK  OUTPUT,  QUEASY  MARKETS 


The  latest  second-quarter  data 
confirms  that  France's  real 
gross  domestic  product  fell  in  the 
spring,  perhaps  by  more  than  the 
official  forecast  of  0.3%.  Worse, 
the  second-half  bounce  may  be 
milder  than  expected— 
meaning  real  GDP  for 
1996  will  grow  by  less 
than  the  government's 
target  of  1.5%,  thus 
snarling  efforts  to 
meet  Maastricht 
Treaty  criteria. 

The  July  business 
survey  by  the  French 
national  statistics  of- 
fice shows  that  compa- 
nies expect  little  improvement  in 
future  demand,  especially  at 
home,  but  inventories  remain  high 
(chart).  Also,  growth  in  output  for 
exporting  will  come  from  produc- 
tivity gains,  not  job  growth. 


HIGH  INVENTORIES 
AMID  WEAK  DEMAND 
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Faster  job  growth,  though, 
would  ignite  weak  consumer 
spending,  which  fell  3%  in  the 
second  quarter.  Only  400  jobs 
were  created  last  quarter,  as  hir- 
ing in  the  service  sector  barely 

offset  losses  in  manu- 
facturing and  con- 
struction. Private 
economists  foresee 
the  unemployment 
rate,  already  a  record 
12.5%,  topping  13%. 
Major  companies  have 
announced  layoffs, 
and  the  government 
of  Prime  Minister 
Alain  Juppe  is  cutting 
back  on  job-creation  programs  as 
it  tries  to  trim  the  deficit.  Budget 
proposals  are  not  due  until  Sept. 
18,  but  unions  already  are  threat- 
ening trouble  in  the  fall  in  an  ef- 
fort to  stem  the  spending  cuts. 


Questions  about  the  deficit  ha\ 
hit  the  French  franc  and  dimin- 
ished chances  for  an  interest-rate 
cut.  After  a  peak  in  April,  the 
franc  has  slipped  1.3%  against  thi 
German  mark,  much  of  the  declir 
coming  since  early  July.  Because  I 
the  Banque  de  France  has  made 
the  franc's  strength  a  key  part  o:a 
monetary  policy,  the  weakness 
makes  it  more  difficult  for  the 
Banque  to  trim  rates  in  the  ab- 
sence of  a  cut  by  the  Bundesban! 

Juppe  has  denied  reports  of  ri| 
ing  tension  over  the  franc  be- 
tween the  government  and  the 
Banque,  calling  the  franc's  fall  "a|| 
tempest  in  a  glass  of  water." 
Even  so,  foreign  investors  sold 
121  billion  francs  ($24  billion)  of 
French  bonds  in  the  first  five 
months  of  1996.  And  the  market i! 
are  still  edgy  over  how  the  clasl 
of  policymakers  will  play  out. 
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Best  Overall  Nameplate 
J.D.  Power  And  Associates 
Sales  Satisfaction  Award 


Walk  into  a  Lexus  dealership  and  you'll  notiee  there's  no  cajoling. 


No  badgering.  No  strong-arming.  In  fact,  apart  from  our  insis- 


tence that  you  have  a  cup  of  freshly  brewed  coffee  or  a  croissant,  there's  very  little  selling  going  on 
at  all.  Perhaps  that's  why  J.D.  Power  and  Associates  ranked  Lexus  Best  Overall  Nameplate  in  their 
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nd  there's  your  future  Lexus.  All  we  have  to  do  is  provide  the  perfect  environment 


>r  that  all-important  first  encounter.  For  more  information,  just  visit  our  web  site  at  www.lexus.com  or  call  1-800 -USA-LEXUS. 


©1996  Lexus.  A  Division  Of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbells  and  obey  all  speed  laws.  For  more  information,  call  800-872-5398. 
'Lexus  is  tied  as  the  highest  ranked  nameplate  in  the  J.I).  Power  and  Associates  1996  Sales  Satisfaction  Study."  Study  based  on  a  total  of 52,066  consumer  responses. 


Bill  Clinton,  golfer,  is  legendary  for 
his  charity.  When  a  chum  hits  a 
particularly  errant  ball,  Clinton 
frequently  allows  a  mulligan — a 
make-good  shot  that  is  the  golfer's 
equivalent  of  a  Presidential  pardon. 
Now,  Bill  Clinton,  President,  could  be  in 
line  for  a  similar  break. 

Although  his  once-lofty  lead  over  Re- 
publican rival  Bob  Dole  has  narrowed, 
Clinton's  strong  approval  ratings  and  a 
solid  economy  still  make  him  the  handi- 
cappers'  favorite  for  reelection.  Given 
the  problems  that  dogged  Clinton's  first 
two  years  in  office — ethics  woes,  the 
demise  of  his  health-reform  plan,  and 
above  all,  his  role  in  the  Democrats'  hu- 
miliating loss  of  Congress  in  1994 — a 
second  chance  would  amount  to  one  of 
the  biggest  mulligans  in  political  history. 

As  the  President  heads  for  his  par- 
ty's Aug.  26-29  convention  in  Chica- 
go, he  carries  a  scaled-back  agenda.  In 
a  second  term,  he  would  keep  striving 
for  the  twin  goals  of  creating  opportu- 
nity for  the  middle  class  and  alleviating 
the  insecurity  of  workers  caught  in  a 
global  economic  transition.  But  the 
grandiose  solutions  of  his  early  years  in 
office  have  been  replaced  by  the  reali- 
ties of  fiscal  restraint.  "It  would  be  a 
historic  achievement  to  balance  the  bud- 
get in  a  way  that  preserved  our  oblig- 
ations to  our  children,  our  parents,  our 
environment,  our  future,"  Clinton  told 
business  week  in  an  Aug.  21  interview 
(page  33). 

The  election's  outcome  may  hinge  on 


Cover  Story 


ELECTION  '9 


whether  voters  think  Clinton  will  stick 
to  the  New  Democrat  script,  the  idea 
that  "the  era  of  Big  Government  is 
over,"  or  whether  they  expect  a  reprise 
of  his  early  forays  to  the  left.  Even  for 
some  Democrats,  it's  an  open  question. 
If  Clinton  wins  a  second  term,  says 
Presidential  scholar  Michael  Beschloss, 
"there  will  be  an  enormous  competition 
for  his  mind  and  soul." 

Republicans  plan  to  spend  the  next 
10  weeks  trying  to  convince  voters  that 
Clinton  would  return  to  his  liberal  roots. 
They'll  argue  that  his  second  term  would 
hit  businesses  and 
middle-class  vot- 
ers with  a  hail- 
storm of  new  tax- 
es, liberal  judges  who  set  convicts  loose 
on  unsuspecting  communities,  and  regu- 
lators run  amok.  "I'm  terrified  of  Al 
Gore,"  frets  a  top  auto  executive.  "In 
his  book,  he  said  we've  got  to  get  rid  of 
the  internal  combustion  engine  by  2025, 
and  he  means  it." 

"LIBERALISM  UNRESTRAINED."  For  now, 
at  least,  Dole  has  eschewed  attacking 
Clinton  on  the  moral  shortcomings  that 
are  suggested  by  the  Whitewater  scan- 
dal. Instead,  Dole  is  hammering  away  at 
the  idea  that  Clinton  can't  be  trusted  to 
exercise  moderation  and  good  sense. 
"Just  imagine  what  he'll  do  if  he  were 
somehow  to  win  a  second  term — his  lib- 
eralism unrestrained  by  the  need  to  face 
the  American  people  in  another  elec- 
tion," Dole  said  recently. 

Even  some  Democratic  moderates 
admit  to  a  few  doubts  about  the 
President's  future  course — particu- 
larly when  they  size  up  some  of 
his  liberal  advisers  (page  36).  But 
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The  GOP  is  telling  voters  he 
would  swing  left  if  reelected, 
But  Clinton's  second-term 
aims  are  pointedly  modest 
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White  House  aide  George  R. 
Stephanopoulos  insists  that  such  sniping 
is  "absurd."  He  adds  that  "to  suggest 
that  everything  Clinton  is  doing  now 
is  just  a  big  con  demonstrates  the 
poverty  of  the  Republicans'  campaign." 


Cover  Story 


But  can  Clinton  stick  to  the  middle? 
To  a  large  degree,  his  shift  away  from 
intervention  is  one  of  expediency.  The 
budget  deficit  and  a  looming  explosion 
in  entitlement  spending  for  aging  baby 
boomers  will  greatly  constrain  his  poli- 
cy options.  Moreover,  if  Dole  runs  a 
competitive  campaign,  chances  are  that 
Republicans  will  retain  control  of  Con- 
gress (page  34).  In  an  era  of  divided 


government,  Clinton  would  be  limited 
to  putting  a  more  humane  face  on  GOP 
initiatives,  as  was  the  case  with  this 
year's  welfare  reform  bill.  Says  White 
House  domestic  policy  aide  Bruce  N. 
Reed:  "The  only  way  to  get  things  done 
will  be  from  the  middle.  Democrats 
won't  have  the  luxury  to  debate 
whether  we  should  have  a  single-payer 
health  system." 

Clintonites  insist  that  in  this  new  era 
of  downsized  expectations  for  govern- 
ment, individual  initiative  and  personal 
responsibility  would  be  the  watchwords 
of  a  second  term.  During  the  campaign, 
the  President,  they  say,  will  use  a  com- 
bination of  small-dollar  incentives  and 
his  considerable  rhetorical  skills  to  drive 
home  the  message  that  the  federal  gov- 
ernment alone  can't  solve  problems. 


Clinton,  says  Housing  &  Urban  Devei 
opment  Secretary  Henry  G.  Cisneros 
"will  offer  a  domestic  policy  that  har 
nesses  communities,  churches,  an( 
neighborhood  institutions."  The  aim  is  <x| 
"make  government  a  partner  rathe 
than  a  funding  leader." 
TAXPAYER  CARROTS.  One  of  the  mail 
challenges  for  Clinton:  how  to  engag 
the  gop  on  its  call  for  radical  tax  refom 
Republicans  want  to  replace  the  currem 
system  with  a  "flatter,  fairer,  and  simplej 
scheme"  that  dramatically  reduces  tal 
preferences  in  favor  of  lower  rates.  Thjj 
key  options  are  some  form  of  two-brack) 
et  tax  or  a  new  levy  on  consumption 
But  Clinton  remains  a  loophole-lover  whi 
believes  that  microtargeted  tax  break 
can  induce  desired  behavior.  That's  whl 
he  favors  a  child-care  credit,  a  $1,50. 
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THE  PLAN 


The  political  climate  has  changed  since  '94,  and  the  best  place  for  Clinton  to  be  now  is  the 
middle  of  the  road.  New  programs  will  come  from  a  smaller  mold,  with  targeted  incentives. 


EDUCATION  Give  families  a 
$10,000  tax  deduction  or  a  $1,500 
tax  credit  for  college  costs.  Provide 
$5  billion  over  four  years  to  help 
pay  for  school  construction  and  ren- 
ovation, plus  $2  billion  to  spur 
schools  to  connect  to  the  Internet. 
Expand  Head  Start. 


FAMILIES  Require  companies  to 
give  workers  24  hours  a  year  of 
unpaid  time  off  for  family  obliga- 
tions. Change  wage  laws  so  workers 
can  forfeit  overtime  pay  for  time  off. 
Allow  families  to  use  IRAs  to  pay  for 
first  homes,  medical  emergencies, 
or  education. 


HEALTH  CARE  Help  the  unem- 
ployed pay  health-insurance  premi- 
ums for  six  months.  Set  up  a  pro- 
gram for  currently  uninsured 
children,  expand  home  services  for 
the  disabled.  Expand  Medicare  ben- 
efits modestly  while  bolstering 
Medicare's  finances. 


Back  targeted  incentives  to 
promote  desired  behavior.  Among 
the   -oposals:  a  $500-per-child 
credi.  for  middle-class  families,  plus 
inner-city  investment  credits.  Trim 
capital-gains  taxes — and  then  paint 
the  cut  as  a  boon  for  middle-class 
investors. 


TRADE  Seek  Presidential  fast-track 
authority  to  negotiate  trade  agree- 
ments without  congressional 
approval.  Try  to  set  tough  conditions 
for  China's  entry  into  the  World 
Trade  Organization.  Renew  trench 
warfare  with  Japan  over  specific 
trade  issues. 


URBAN  GOALS  Expand  number 
of  "empowerment  zones"  to  encour- 
age businesses  to  settle  in 
depressed  communities.  Offer  new 
tax  credit  for  developers  to  redevel- 
op chemically  contaminated  urban 
industrial  sites.  Help  welfare  moth- 
ers connect  with  jobs. 
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x  break  to  help  parents  pay  college 
sts,  and  a  10%  tax  credit  to  small  busi- 
ss  for  training  employees.  "If  you  think 
refully  about  what  you  are  doing,  tar- 
ted  tax  cuts  can  be  a  useful  part  of  an 
onomic  program,"  says  Treasury  Sec- 
tary Robert  E.  Rubin. 
Will   that   message   be  powerful 
lough  to  counter  Dole's  growth- 
rough-tax-slashing  mantra?  Such  ar- 
iments  tend  to  be  won  on  messages  of 
timism,  and  Dole's  is  designed  to  pro- 
:t  Reagan-style  confidence.  The  danger 
r  Clinton:  While  Republicans  talk  of 
ducing  voters  with  tax  cuts,  he'll  be 
guing  for  fiscal  restraint,  which  has 
tie  immediate  payoff  for  most  voters. 
But  Clinton,  his  advisers  insist,  thinks 
ters  are  serious  about  wanting  a 
mller,  less  intrusive  government.  And 
an  acknowledgement 
the  transformation  of 
i  Presidency  from  the 
roic  to  the  minimalist,  he  will  make 
3  centerpiece  of  his  domestic  agenda  a 
;  of  unfinished  oookkeeping:  renew- 
1  his  call  to  balance  the  budget  by 
02.  Thanks  to  the  economic  expan- 
•n  and  his  1993  budget,  Clinton  has 
Iped  cut  the  deficit  by  60%  under  his 
itch,  from  $290  billion  to  $116  billion, 
fe're  going  to  take  the  progress  we 
ve  made,  build  on  it,  and  get  an 
reement,"  says  economic  adviser 
ura  D' Andrea  Tyson. 
If  a  spending  deal  can  be  forged  on 
inton's  terms,  he  will  assert  that 
m,  and  only  then,  can  Americans  get 
;  tax  goodies  that  Dole  is  champi- 
ng. In  contrast  to  the  gop's  call  for  a 
18  billion  tax  cut,  which  includes  a 
7o  across-the-board  rate  reduction, 
nton  favors  a  $100  billion  package 
it  includes  a  narrowly  focused  $500- 
*-child  tax  credit.  A  small  conces- 
n  for  investors:  The  President  will 
)port  a  modest  cut  in  the  capital- 
ns  tax,  either  targeted  to  the  middle 
ss  or  limited  to  small-business  own- 
.  "Anything  I  do  will  be  targeted 
1  paid  for,"  Clinton  says. 
STABLE  PENSIONS.  What  else  would 
llinton  Act  II  consist  of?  There  would 
a  new  education  push  built  around 
breaks  for  college  students,  the 
>mise  of  small-bore  reforms  in  regu- 
ons,  and  a  renewed  drive  by  Gore  to 
n  the  federal  workforce.  To  ease 
rker  anxiety,  the  Administration 
ns  new  steps  to  permit  job-hopping 
fkers  to  bring  pensions  with  them, 
I  it  will  push  health-care  initiatives  to 
•and  coverage  for  children  and  the 
lporarily  unemployed. 
Where  Clinton  once  envisioned  a 
Id-care  network  on  a  scale  of  the 
|  'lie-school  system,  he  now  would  push 
H  a  modest  law  allowing  workers  to 
ip  paid  overtime  for  extra  hours  with 


MEDICARE,  TAXES,  AND  BOB  DOLE: 
A  TALK  WITH  THE  PRESIDENT 


Bob  Dole  may  call 
himself  "the  most 
optimistic  man 
in  America,"  but  Bill 
Clinton  could  be  a 
close  second.  On  Aug. 
21,  the  President 
talked  with  business 
week's  Washington 
Bureau  Chief  Lee 
Walczak,  Senior  News 
Editor  Owen  Ull- 
mann,  and  White 
House  Corre- 
spondent Su- 
san B.  Gar- 
land about  Clinton- 
omics,  the  Sequel.  The 
highlights: 


On  the  prospect  of  having  to  work 
with  a  Republican  Congress  during 
a  second  term: 

"I  just  signed  the  Kassebaum- 
Kennedy  health-care  bill  and  the 
minimum-wage  bill,  so  we've  proved 
we  can  work  together.  I  believe  if 
the  Democrats  won  Congress,  we'd 
have  a  better  chance  to  get  the 
right  kind  of  balanced  budget  and  to 
pass  better  environmental  and  edu- 
cation laws.  What  I  can  achieve  may 
or  may  not  be  affected  by  the  con- 
gressional elections.  But  my  goals 
will  be  the  same.  I'll  just  have  to 
work  harder  with  a  Republican 
Congress." 

On  whether  his  previous  criti- 
cisms of  GOP  Medicare  reform  ef- 
forts will  make  cutting  entitlements 
harder: 

"I  don't  think  so.  My  budget  has 
bigger  savings  in  Medicare  than  any 
adopted  before.  It  would  give  us  a 
decade  of  stability  for  the  trust 
fund,  and  I'm  not  at  all  sure  we 
won't  be  able  to  slow  the  growth  of 
Medicare  through  market  mecha- 
nisms. If  not,  we'll  have  to  deal  with 
it  the  way  we  normally  do:  with  a 
bipartisan  commission." 

On  Bob  Dole's  call  for  a  goal  of 
3.5%  economic  growth: 


"There's  nothing 
wrong  with  [the 
goal].  What's  wrong 
is  his  approach, 
which  is  going  back 
to  what  we  tried  be- 
fore. It  didn't  work 
then  and  won't  work 

now  The  right 

thing  to  do  is  to  in- 
vest in  education, 
technology,  and  re- 
search. Dole  would 
lessen  those  things, 
[and]  that's  a  pre- 
scription for  lower 
growth." 

On  Dole's  "mid- 
dle-class squeeze" 
campaign  theme: 

"Look  at  the  facts.  Average 
wages  are  finally  beginning  to  rise. 
New  jobs  created  since  I've  been 
President  have  been  disproportion- 
ately high-wage.  My  tax  plan  would 
double  income  limits  on  IRA  invest- 
ments and  increase  withdrawal  op- 
tions. We'll  give  tax  cuts  for  chil- 
dren 13  and  under;  we'll  have 
dramatic  tax  relief  for  education. 
Yes,  there  is  still  some  middle-class 
squeeze — but  it's  better  than  it  was 
under  the  Bush  Administration." 

On  hints  that  he  may  sweeten  his 
$100  billion  tax-cut  plan: 

"I  may  do  some  things.  But  any- 
thing I  do  will  be  targeted  and  paid 
for." 

On  his  second-term  agenda: 
"It  would  be  a  historic  achieve- 
ment to  balance  the  budget  Sec- 
ond, I  want  to  make  this  economy 
work  for  ordinary  Americans.  I  will 
put  enormous  emphasis  on  educa- 
tion. Finally,  the  biggest  untapped 
market  for  American  enterprise  is 
the  unemployed  and  underemployed 
Americans  in  our  inner  cities  and 
rural  areas.  I'll  be  proposing  further 
actions  to  make  those  places  attrac- 
tive for  investment  [and]  to  move 
people  from  welfare  to  work." 


"There  is  still  some  middle-class 
squeeze-but  it's  better  than  it  was" 


BUSINESS  WEEK  /  SEPTEMBER  2,  1996  33 


their  kids.  And  rather  than  investing 
big  in  new  technologies,  he  would  pro- 
pose seed  money  to  prod  communities 
and  businesses  to  put  computers  in 
classrooms.  Indeed,  many  second-term 
ideas  would  use  small  public  sums  to 


Cover  Story 


leverage  private  spending.  "We  need  to 
look  at  imaginative  ways  to  deal  with  a 
shrinking  [spending]  pot  so  we  can  pro- 
tect our  investments,"  says  White 
House  Chief  of  Staff  Leon  E.  Panetta. 
But  Clinton  could  make  his  biggest 


mark  if  he  tackles  entitlements.  That 
means  dealing  with  two  separate 
Medicare  problems.  In  the  short  run, 
he  would  have  to  find  $150  billion  in 
Medicare  savings  to  help  balance  the 
budget  and  shore  up  the  trust  fund. 
Both  parties  agree  that  those  changes 
are  needed,  so  Clinton  would  have  to 
broker  an  agreement  among  wary  lib- 
erals and  Republicans  still  smarting 
from  his  campaign  depiction  of  them  as 
Medicare  muggers. 

Longer-term,  the  President  could  opt 
to  address  the  structural  problem 
caused  by  the  graying  of  the  boomers 
by  raising  the  Medicare  eligibility  age, 


hiking  beneficiary  out-of-pocket  costs 
or  forcing  more  retirees  into  managed 
care  plans.  White  House  aides  are  ex 
ploring  the  idea  of  a  bipartisan  commis 
sion  to  fix  the  system.  "There  is  no  wa;l 
to  get  through  the  next  four  years  with 
out  doing  something  on  Medicare,"  conj 
tends  Robert  Greenstein,  director  of  thJ 
'  Center  on  Budget  &  Policy  Priorities,  ;j 
liberal  research  group. 

The  Administration  also  has  modes! 
plans  for  post-'96  trade  policy.  A  sea 
ond  term  would  largely  be  confined  t* 
fine-tuning  nafta  and  gatt  trade  pactfy 
Gone  is  any  notion  that  a  U.  S.  fail; 
trade  policy  can  quickly  transfor: 


CAN  THE  DEMOCRATS  RETAKE  CAPITOL  HILL? 


Bill  Clinton's  second-term  legislative 
agenda  could  be  riding  on  the 
shoulders  of  people  such  as  Michela 
Alioto  and  Catherine  Lee.  They're  not 
exactly  household  names,  but  these  two 
Democratic  challengers  are  precisely  the 
kind  of  candidates  who  must  prevail  in 
hotly  contested  House  races  if  Democ- 
rats are  to  regain  control  of  Congress. 

Alioto,  a  28-year-old  former  aide  to 
Vice-President  Al  Gore,  is  seeking  to 
unseat  GOP  freshman  Representative 
Frank  Riggs  in  a  Northern  California 
district  that  has  ousted  its  incumbent 
member  of  Congress  in  each  of  the  past 
three  elections.  The  Napa  Valley  liberal 
is  counting  on  strong  backing  from  la- 
bor, environmentalists,  and  women's 
groups.  Riggs  has  close 
ties  to  business,  the 
Christian  Right,  and 
gun  owners. 

Lee — an  experienced  entrepreneur 
who  has  run  her  own  consulting  firm — 
is  trying  to  oust  conservative  Illinois 
Representative  Donald  A.  Manzullo  in  a 
traditionally  moderate  district  once  rep- 
resented by  maverick  John  B.  Anderson 
and  former  Labor  Secretary  Lynn  Mar- 
tin. The  Democrat  is  targeting  swing 
voters  in  Chicago's  northwestern  ex- 
urbs  by  running  as  a  fiscal  conservative 
and  social  moderate. 
VULNERABLE.  It  will  take  all  the  skill 
these  and  other  Democratic  challengers 
can  muster — plus  a  dose  of  luck — to 
give  Clinton  the  keys  to  Congress.  De- 
mocrats face  an  uphill  fight  to  win  the 
two  Senate  slots  and  20  House  seats 
needed  to  retake  Capitol  Hill.  More 
than  half  of  the  74  House  Republican 
freshmen  are  vulnerable,  but  Democrats 
have  to  contend  with  their  own  exposed 


flank.  They're  struggling  to  defend  29 
open  House  seats  and  eight  open  Sen- 
ate seats.  Meanwhile,  most  of  the  22 
seats  held  by  retiring  Republicans  ap- 
pear to  be  safely  in  the  GOP  column. 

Things  are  particularly  bad  for  De- 
mocrats in  the  South,  where  Republi- 
cans are  favored  to  pick  up  nine  Demo- 
cratic House  seats  and  as  many  as 
three  Senate  seats.  Republican  incum- 
bents are  flush  with  cash.  And  Republi- 
can Presidential  nominee  Bob  Dole's  se- 
lection of  Jack  Kemp,  a  former  House 
GOP  star,  provides  a  popular  surrogate 
who  will  help  raise  money  and  generate 
enthusiasm  for  Republican  candidates. 


"Dole  couldn't  have  done  any  bett 
grouses  one  Democratic  operative 
Such  sobering  news  from  the  ¥. 
a  reason  Clinton  is  planning  such 
modest  agenda  for  his  second  ten 
Republicans  continue  to  rule  Cap: 
Hill,  Clinton  will  be  forced  to  dea 
entrenched  conservatives  led  by  1  . 
Speaker  Newt  Gingrich  (R-Ga.)  a 
Senate  Majority  Leader  Trent  Lo 
Mississippi.  What's  more,  the  Ref 
can  class  of  '96  appears  to  be  eve 
as  conservative  as  the  current  cr< 
freshmen.  Hard-line  conservative: 
defeated  moderates  in  nearly  eve 
mary  showdown,  including  recent 


Sobering  news  on  the  congressional  front  is  one 
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panese  behavior.  As  long  as  Japan's 
5  billion  trade  deficit  continues  to 
rink,  Clinton  will  push  for  imple- 
mting  existing  agreements  with 
kyo.  And  the  Administration  will  try 
cut  a  deal  to  allow  China  to  enter  the 
w  World  Trade  Organization  under 
ff  commercial  terms.  Meanwhile,  the 
hite  House  would  make  a  major  push 
keep  China's  trade  deficit  with  the 
S.  from  continuing  to  balloon  past 
pan's  by  bargaining  for  greater  ac- 
3S  to  Chinese  markets  and  enforce- 
;nt  of  intellectual-property  rights. 
Freer  trade  and  deficit  reduction  can 
lp  keep  the  economy  growing.  But 


the  agonizing  paradox  is  that  even  in  a 
strong  economy,  anxiety  caused  by  stag- 
nant wages  and  corporate  downsizing 
remains.  And  many  unskilled  poor  are 
jobless  despite  overall  low  unemploy- 
ment. So  aides  are  already  trying  to  de- 
vise ways  to  ease  the  angst.  One  priori- 
ty is  creating  jobs  for  out-of-work 
mothers  who  will  be  knocked  off  the 
rolls  under  the  new  welfare-reform  law. 
Although  Clinton  signed 
the  measure,  he  makes 
no  secret  of  his  distaste 
for  aspects  of  it,  and  in 
a  second  term,  he 
would  try  to  expand 


Democrats  could  retake  nearly 
two  dozen  seats  in  1996 


job- training  and  offer  new  tax  credits 
to  encourage  job  creation  for  the  poor. 
vouchers.  But  the  main  target  of  the 
economic-security  pitch  is  stagnant 
wages.  "What  we've  seen  since  '78  is 
that  male  median  wages  have  declined 
while  female  wages  have  leveled  off," 
says  Labor  Secretary  Robert  B. 
Reich.  "A  lot  of  that  has  to  do  with  ed- 
ucation and  job  skills." 

Clinton  wouldn't  re- 
prise a  Reichian  idea  to 
require  companies  to 
spend  1.5%  of  payrolls 
on  job  training.  Instead, 
he  would  use  incen- 


Wyoming,  Kansas,  Colorado, 
,  and  Michigan.  The  gop's  con- 
rightward  tilt  spells  compromise 
for  most  Clinton  initiatives, 
ot  that  things  are  hopeless  for 
fioerats.  Far  from  it.  The  Re- 
i  Congress  is  viewed  with  dis- 
I  most  Americans,  and  polls 
Gingrich  as  one  of  America's 
popular  politicians.  Moreover,  in 
ton  carried  many  of  the  fresh- 
publicans'  districts.  "We  have  an 
t  chance  this  year,"  insists  De- 
:  Congressional  Campaign  Com- 
3hairman  Martin  Frost  (D-Tex.). 
i  Senate,  Democrats  are  in  con- 
fer 14  of  the  19  GOP-held  Senate 
he  most  vulnerable:  that  of  Sen- 
imerce  Committee  Chairman 
ressler  of  South  Dakota.  The 


REPUBLICANS 
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REPUBLICANS 
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three-termer  is  struggling 
to  overcome  a  challenge 
from  Representative  Tim 
Johnson,  a  moderate 
backed  heavily  by  trial 
lawyers.  Pressler  has 
raised  over  $1.1  million  in 
PAC  money,  more  than  any  other  incum 
bent.  But  the  battle  for  the  Senate 
could  well  be  decided  in  the  Carolinas, 
where  aging  Republican  warhorses 
Strom  Thurmond  (R-S.  C.)  and  Jesse  A 
Helms  (R-N.  C.)  face  stiff  challenges. 

In  the  House,  the  Democrats'  only 
hope  for  taking  control  is  to  decimate 
the  first-term  GOP  class.  Analysts  say 
Democrats  must  topple  at  least  30  of 
the  rookies  if  they  hope  to  compensate 
for  Democratic  losses  elsewhere. 

One  bellwether  race  is  in  the  Re- 
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search  Triangle  area 
of  North  Carolina, 
where  firebrand 
freshman  Republi- 
can Frederick  K. 
Heineman  is  facing 
a  rematch  with 
moderate-liberal  Democrat  David  Price 
after  a  close  '94  race.  Price,  a  Duke 
University  professor,  has  criticized 
Heineman  for  saying  that  workers  mak- 
ing up  to  $750,000  were  "middle  class." 
Heineman,  a  former  Raleigh  police 
chief,  is  counting  on  help  from  Christian 
conservatives  and  tobacco  interests. 

In  the  end,  the  battle  for  Congress 
could  well  be  decided  by  followers  of 
Reform  Party  Presidential  nominee 
Ross  Perot.  Four  years  ago,  Perot's 
backers  divided  their  votes  evenly, 
helping  the  Democrats  retain  control  of 
Congress.  But  in  1994,  Perotistas  cast 
two-thirds  of  their  ballots  for  Republi- 
cans, sweeping  the  gop  into  power. 

This  year,  many  Reform  Party  fol- 
lowers are  skeptical  of  the  GOP.  "I  don't 
think  they've  kept  their  original  promis- 
es," says  Steve  Varga,  owner  of  a 
home-improvement  business  in 
Struthers,  Ohio.  "They  answer  to  Newt 
Gingrich  rather  than  the  constituents." 
Still,  Varga  says  he's  undecided.  And 
gop  pollster  Frank  I.  Luntz  says  his 
surveys  suggest  the  Perotistas  are 
more  likely  to  stick  with  the  gop  than 
they  are  to  return  power  to  the  Democ- 
rats. Says  Luntz:  "While  they  don't 
give  the  Republicans  good  marks,  they 
give  the  Democrats  far  worse  marks." 

Not  exactly  a  ringing  endorsement 
for  the  Gingrich  revolution.  But  it  may 
be  just  the  kind  of  backhanded  compli- 
ment that  keeps  Congress  in  Republi- 
can hands — and  Bill  Clinton's  agenda  in 
legislative  Umbo. 

By  Richard  S.  Dunham 
in  Washington 


ion  is  planning  a  limited  agenda  for  his  second  term 
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tives,  promising  to  give  small  business- 
es tax  credits  to  cover  some  costs  of 
training  their  workers.  And  he  would 
resurrect  a  first-term  proposal  that 
would  consolidate  dozens  of  training  pro- 
grams and  give  $2,600  vouchers  to 


Cover  Story 


workers  to  purchase  training  in  the  pri- 
vate market. 

Although  boosting  education  is  an 
agenda-topper,  Clinton  wouldn't  shower 
billions  on  new  programs.  White  House 
aides  say  some  of  his  education  initia- 


tives may  be  small  in  dollar  terms  but 
will  symbolize  big  ideas.  One  is  the  no- 
tion that  the  best  way  to  boost  long- 
term  earning  potential  is  via  a  college 
education.  So  the  White  House  would 
push  a  $1,500  tuition  tax  credit,  enough 
to  pay  for  two  years  of  community  col- 
lege. "It  would  make  the  first  two  years 
of  college  the  norm,"  says  White  House 
economic  aide  Gene  Sperling.  For 
younger  students,  Clinton  would  put  up 
$2  billion  in  seed  money  to  spur  com- 
munities and  businesses  to  connect  all 
classrooms  to  the  Internet  by  2000. 

Gone  from  the  Clinton  playbook,  how- 
ever, is  a  first-term  proposal  to  set 


mandatory  federal  requirements  fo 
school  performance.  Instead,  Clinto 
plans  to  hit  the  hustings  to  drum  u 
support  in  every  state  to  enact  tou 
standards  for  student  graduation, 
also  wants  to  spend  more  money  to  e: 
courage  "charter  schools,"  which  are 
dependently  run  public  schools. 

As  for  health-care  reform,  Clinto 
first-term  Waterloo,  the  new  bu 
phrase  is  incremental  change.  If 
wins,  the  President  plans  to  propose 
$2  billion-a-year  program  that  wou 
subsidize  insurance  premiums  for 
to  six  months  for  workers  who  are  b 
tween  jobs.  He  also  is  looking  for 


CANT  TELL  THE  PLAYERS  WITHOUT  A  SC0RECARD 


President  Clinton  hardly  has  a  lock 
on  reelection.  But  that  hasn't 
stopped  senior  Administration  of- 
ficials from  stepping  to  that  election- 
year  dance  craze,  the  Cabinet  Shuffle. 
The  jockeying  already  is  fierce  for 
plum  jobs  in  Clinton's  presumed  sec- 
ond term. 

Aides  say  Clinton 
likely  will  let  most 


high-level  hands  stay  if  they  choose. 
That  means  the  new  team  will  prob- 
ably have  many  of  the  same  faces — 
but  often  in  new  jobs.  And  it  should 
be  more  attuned  to  his  current  cen- 
trist style  of  governing.  After  his 
election  in  '92,  Clinton  assembled  a 
diverse,  politically  correct  Cabinet. 
This  time,  the  group  should  be  more 
seasoned  and  pragmatic. 

On  the  economic  side,  several  key 
advisers  want  to  stay  put:  Treasury 
Secretary  Robert  E.  Rubin,  Council 
of  Economic  Advisers  Chairman 
Joseph  E.  Stiglitz,  and  Fannie  Mae 
Vice-Chairman  Franklin  D.  Raines, 
who  is  awaiting  confirmation  as  di- 
rector of  the  Office  of  Management 
&  Budget.  Laura  D'Andrea  Tyson, 
director  of  the  White  House  National 
Economic  Council,  will  probably 
leave  to  teach  economics  at  the  Uni- 
versity of  California  at  Berkeley.  Top 
prospects  to  succeed  her  are  Deputy 
Treasury  Secretary  Lawrence  H. 
Summers,  former  Deputy  White 
House  Chief  of  Staff  Erskine  B. 
Bowles  (now  an  investment  banker), 
and  Ira  C.  Magaziner,  architect  of 
the  '94  health-care  reform  fiasco. 


MOVING  ON:  Christopher  may  leave, 
while  Kantor  may  try  for  Reno's  job 

Clintonites  say  Commerce  Secre- 
tary Mickey  Kantor  wants  out  of  his 
post  and  hopes  to  replace  Attorney 
General  Janet  Reno,  who  is  expected 
to  depart  for  health  reasons.  If  he 
gets  the  job,  Kantor  would  try  to 
break  up  Japanese  and  other  foreign 
cartels  using  U.  S.  antitrust  laws. 
But  Clinton  aides  believe  the  fa- 
vorite to  succeed  Reno  is  her  deputy, 
Jamie  S.  Gorelick.  Should  Kantor 
leave  Commerce,  a  business  exec 
might  well  be  tapped  to  replace  him. 

Colleagues  of  Labor  Secretary 
Robert  B.  Reich,  a  vocal  liberal  in 
the  Cabinet,  expect  him  to  return  to 


Harvard  University.  Possible  replace- 
ments are  Deputy  White  House 
Chief  of  Staff  Harold  Ickes,  a  former 
New  York  labor  lawyer;  ex-AFL-ciO 
President  Thomas  R.  Donahue;  and 
Maria  Echaveste,  a  Reich  deputy. 
SHAKEUPS.  A  top  performer,  acting 
U.  S.  Trade  Representative  Charlene 
Barshefsky,  will  probably  quit.  That's 
because  a  brief  private-sector  stint 
as  a  lawyer  representing  the  Canadi- 
an government  bars  her  under  a  new 
law  from  becoming  permanent  ustr. 
Would-be  successors  are  Commerce 
Under  Secretary  Stuart  E.  Eizenstat 
and  Clyde  V.  Prestowitz  Jr.,  head  of 
the  Economic  Strategy  Institute. 

There  will  be  some  shakeups  if 
Clinton  wins.  Though  the  White 
House  denies  it,  Transportation  Sec- 
retary Federico  F.  Pena  likely  will 
get  the  boot  because  of  his  flip-flops 
on  ValuJet  Airlines  Inc.'s  safety 
record.  Federal  Highway  Adminis- 
tration head  Rodney  E.  Slater  could 
take  over.  Some  Clintonites  say  Sec- 
retary of  State  Warren  M.  Christo- 
pher also  is  likely  to  leave.  Clinton 
could  name  U.  N.  Ambassador 
Madeleine  K.  Albright  as  the  first 
woman  Secretary  of  State.  Alterna- 
tives: Former  Senate  Majority 
Leader  George  J.  Mitchell  (D-Me.), 
Deputy  Secretary  of  State  Strobe 
Talbott,  and  ex- Assistant  Secretary 
of  State  Richard  Holbrooke. 

Of  course,  the  list  is  sure  to 
change.  But  for  now,  Clintonites  who 
hope  to  move  up  can  pray — and  plot. 

By  Owen  Ullmann  in  Washington 


A  Clinton  II  Cabinet  is  likely  to  be  more  pragmatic  than 
the  politically  correct  team  assembled  in  '92  j 
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Got  questions  about  Computer  Telephony  Integration?  For  answers,  <?et  a  copy  of  our 
CTI  White  Paper.  Download  it  at  www.fbcs.fujitsu.com  or  call  us  at  l-888-FBCS-CTI. 
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way  to  cover  children  who  do  not  have 
private  insurance  or  Medicaid.  And  if 
consumer  resistance  to  health-mainte- 
nance organizations  grows,  Clinton 
aides  want  to  propose  new  rules  to  en- 
sure quality  of  care. 


Cover  Story 


Nor  is  he  shying  away  from  bolder 
steps,  such  as  taking  on  Big  Tobacco. 
The  White  House  was  expected  to  an- 
nounce on  Aug.  23  that  it  would  let  the 
Food  &  Drug  Administration  go  ahead 
with  its  comprehensive  plan  to  cut 
youth  smoking  in  half  in  seven  years. 
The  basic  idea:  gain  legal  authority  by 
declaring  nicotine  an  addictive  drug, 
then  impose  some  tough  restrictions  on 
marketing  and  advertising  tobacco  to 
kids.  To  underscore  his  resolve,  Clin- 
ton will  issue  an  executive  order 
declaring  nicotine  to  be  addictive. 


Clinton's  Reinventing  Government 
drive,  which  Republicans  charge  is  a 
pale  imitation  of  their  revolution,  would 
expand  significantly  in  a  second  term, 
partly  to  give  Gore  a  high-profile  gov- 
ernment-reform effort  to  boost  his 
Presidential  ambitions.  According  to 
Gore's  policy  aide,  Elaine  C.  Kamarck, 
the  program  would  shift  in  a  second 
term  "from  experimentation  to  whole- 
sale reengineering."  Functions  of  gov- 
ernment would  be  run  more  like  busi- 
nesses, with  departments  creating 
"performance-based  organizations,"  run 
by  chief  executives.  The  agency  heads 
would  sign  performance-based  contracts 
linking  their  compensation  to  set  goals. 
LAPSES?  Conservatives,  naturally,  don't 
believe  that  Clinton  is  serious  about  ra- 
tionalizing regulations.  "The  principal 
action  of  the  Administration  so  far  has 
been  to  oppose  all  Republican  efforts 
at  deregulation,  particularly  in  the  en- 
vironmental area,"  says  David  Mason, 


an  analyst  at  the  Heritage  Foundation 
Indeed,  Republican  partisans  insis 
that  Clinton  would  be  little  more  than  i 
big-spending  retroliberal  in  his  second 
term.  And  judging  by  past  perfonnance 
they  could  be  partly  right.  A  reelecte< 
Clinton  would  not  be  a  linear  New  De 
mocrat  but  would  be  tempted  to  tak 
the  occasional  crab-wise  skip  toward  hi; 
liberal  base  on  a  few  symbolic  issues 
such  as  providing  a  safety  net  for  poo! 
mothers  affected  by  his  "five  years  anc 
out"  welfare-reform  bill. 

But  despite  the  odd  lapse,  chancej 
are  that  the  New  Clinton  would  striv 
to  stay  in  the  middle  of  the  road.  Fig 
cally,  he  has  no  choice.  And  politically,  i 
is  a  path  that  has  brought  a  pol  one; 
left  for  roadkill  to  the  verge  of  tha 
rarest  of  Democratic  Presidents 
achievements:  a  second  chance. 

By  Susan  B.  Garland  and  Howar\ 
Gleckman  in  Washington,  with  burea 
reports. 


COMMENTARY 


By  Susan  B.  Garland 

I'M  O.K.  YOU'RE  O.K.  ELECT  ME.' 


Dreading  the  prospect  of  four 
days  of  televised  Democratic 
Convention  hoopla?  Wouldn't  it 
be  nice  to  skim  the  Cliffs  Notes  and 
not  sit  through  another  political 
infomercial? 

Problem  solved.  Pick 
up  Bill  Clinton's  Be- 
tween Hope  and  History:  Meeting 
America's  Challenges  for  the  21st 
Century.  Slated  for  release  just  as 
the  convention  begins  on  Aug.  26, 
the  book — which  can  be  completely 
read  on  your  lunch  hour — is  little 
more  than  a  distillation  of  the  De- 
mocrats' platform  and  the  President's 
standard  stump  speech. 
ZlNGERS.  You  would  expect  a  Presi- 
dential book  to  be  weighty  and 
provocative.  Then  again,  this  is  a 
book  written  by  a  sitting  President 
up  for  reelection.  Clinton's  1992  book, 
Putting  People  First,  was  a  useful 
blueprint  that  offered  a  sense  of 
where  Clinton  was  headed.  The  new 
monograph  seems  simply  designed  to 
prove  that  Clinton  is  a  compassion- 
ate centrist.  It  mixes  anecdotes 
about  Clinton's  life  with  boasts  about 
his  accomplishments  and  zingers  at 


ELECTION  '96 


Republicans.  But  mostly,  the  book's 
feel-good  tone  is  reminiscent  of 
Ronald  Reagan's  campaign  slogan, 
"Morning  in  America." 

The  overriding  theme  is  a  vision  of 
government  based  on 
opportunity,  responsibili- 
ty, and  community.  If 
this  sounds  familiar,  it  is.  In  1992,  and 
during  his  1995  State  of  the  Union 
address,  Clinton  talked  about  a  New 
Covenant.  This  vision  assumes  a  gov- 
ernment that  treads  a 
middle  ground  be- 
tween traditional 
Democratic  ideology, 
which  doesn't  demand 
enough  from  its  citi- 
zens, and  a  Republi- 
canism that  doesn't  of- 
fer enough  help. 

In  Between  Hope 
and  History,  Clinton 
demands  responsibili- 
ty from  everyone. 
Business  must  help 
employees  deal  with 
the  dislocations  of  the 
new  economy,  he 
writes.  Young  unwed 


women  must  not  get  pregnant. 
Neighbors  have  to  help  fight  crime. 

This  is  all  well  and  good.  But  there 
are  important  issues  that  the  Presi- 
dent doesn't  address.  What  about 
Clinton's  own  responsibility  to  give 
voters  a  clearer  picture  of  his  plans 
for  a  second  term?  Would  he  finally 
get  serious  about  balancing  the  bud- 
get? Would  he  have  the  courage  to 
reform  middle-class  entitlements? 
How  would  he  navigate  between  the 
liberals  and  conserva- 
tives on  Capitol  Hill? 

Perhaps  novelist 
Joe  Klein  will  an- 
swer these  questions 
in  the  sequel  to  Pri- 
mary Colors.  But 
you  won't  find  them 
in  this  thin  political 
tract.  Maybe  it  takes 
a  village  to  write  a 
good  campaign  book 
while  you're  still  jug- 
gling the  demands  of 
the  Oval  Office. 


Garland  covers  the 
Clinton  Presidency. 


You  can  get  through  this  feel-good 
political  pamphlet  on  your  lunch  hour 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


)ECISIONS  ARE  TOUGHER. 


IME  IS  CRITICAL 


RESOURCES  ARE  LEANER. 


vND  THE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
ot  SAS  Institute  Inc.  Copyright  ©  1996  by  SAS  Institute  Inc. 
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Will  the  board 
make  sure  Allen 
delivers  on  an 
ambitious  plan? 

■  t  took  just  one  day  at  at&t  for  the 
I  waters  to  close  over  Alex  J.  Mandl. 
I  On  Aug.  20,  the  day  after  Mandl  re- 
I  signed  from  the  company's  No.  2  job 
to  head  a  tiny  wireless  startup,  AT&T 
Chairman  Robert  E.  Allen  resumed 
business  as  usual  in  the  monthly  session 
of  AT&T's  Global  Operations  Council.  The 
only  glitch:  an  agenda  that  listed  Mandl 
as  president  and  chief  operating  officer. 
"Alex  made  real  contributions 
while  he  was  here,"  Allen  said 
during  a  meeting  break.  "But 
the  whole  team  is  working  as 
if  that  never  happened.  It's  al- 
most a  rallying  point.  If  any- 
thing, we're  going  to  accelerate 
the  pace  of  our  activity." 

Keeping  chins  up  and  mov- 
ing on  is  becoming  a  familiar 
routine  at  at&t.  Under  Allen, 
the  company  has  been  coping 
with  problem  acquisitions  and 
divestitures  and  repeated  strate- 
gic errors,  ranging  from  the  dis- 
astrous purchase  of  ncr  Corp. 
in  1991  to  the  pain  of  the  ongo- 
ing "trivestiture"  that  will  split 
at&t  into  three  companies  by 
the  end  of  this  year. 

The  strategy  now  is  to  ex- 


ploit at&t's  heft  and  brand  name  to  pro- 
vide customized  packages  of  all  types 
of  communication  services  to  individuals 
and  businesses.  But  does  AT&T's  man- 
agement have  what  it  takes  to  stop 
stubbing  its  toes  and  deliver  on  a  com- 
plex, ambitious  business  plan?  And  will 
the  company's  board  of  directors  keep 
careful  enough  tabs  on  its  progress? 

Mandl's  leaving  was  a  loss.  And  while 
the  board  still  gives  Allen  a  strong  vote 
of  confidence — allowing  him,  for  exam- 
ple, to  manage  the  search  for  Mandl's 
replacement — it's  unclear  how  much 
oversight  it  is  actually  exercising.  Five 
of  the  nine  outside  directors  own  less 
than  $100,000  in  stock — not  much,  given 
their  pay  of  $30,000  a  year  plus  $1,500 
per  meeting.  Such  generous  compensa- 
tion relative  to  directors'  stakes  can 
make  them  overly  friendly  to  manage- 

AT&T's  Quiet  Directors 

Its  outside  directors  are  a  distinguished  group,  but  they 
often  take  a  low-key  approach  to  company  problems 


"KIND  OF  A  LULL."  Allen  concedes !  I 
the  company's  prospects  seem  cloty 
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Senior  Adviser,  SBC  Warburg 
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ment,  says  Charles  M.  Elson,  a  lawrf 
fessor  at  Florida's  Stetson  Universy 
Most  board  members  declined  t  1j 
interviewed,  preferring  to  let  A4 
speak  for  the  company.  But  din  I 
Thomas  Wyman,  a  former  chairmanu. 
CEO  of  cbs  Inc.  who  is  also  a  memb*  r 
General  Motors  Corp.'s  activist  ben 
says  at&t's  directors  are  quiet  onljbt 
cause  they  are  happy  with  Allen's  id 
formance.  "In  terms  of  involvemei  ( 
directors,  AT&T  is  very  much  in  tin 
25%  of  the  class,"  he  says. 
STINGING.  Wyman  and  his  fellow  da 
tors  buy  the  strategy  crafted  by  Alai 
team.  By  providing  both  business  u 
residential  customers  with  one-ic 
shopping,  at&t  aims  to  develop  la;in 
relationships  and  escape  rdi 
wars  for  its  products. 

Executing  that  plan  wii  I 
tougher  without  Mandl,  thcgi 
Abrasive  at  times,  he  broil 
valuable  energy  to  the  exel 
tive  suite.  And  his  deparari 
stung  harder  because  h 
chucking  a  chance  to  lead  ois  < 
the  world's  biggest  teleconni 
nications  companies  to  joinn 
of  the  smallest.  Associated  (»r 
munications  llc  has  less  aa 
$1,000  in  revenues  to  date  I 
main  assets  are  airwave  ler* 
ses.  Mandl  is  its  first  emplo'e- 
Yet  as  chairman  and  CECi'-li 
will  receive  a  $20  million  sigir 
bonus,  a  $1  million  salary,  um 
stock  that  could  become  wlrt) 
hundreds  of  millions  of  do'ir 
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hat's  more  than  anyone  at  AT&T  stands 
i  make,  including  Allen,  who  still  stings 
om  criticism  that  he  should  not  have 
?en  awarded  a  large  raise  while  laying 
if  tens  of  thousands  of  employees. 
AT&T  watchers  say  that  flap  has  made 
quiet  manager  even  quieter.  "Allen 
is  become  a  behind-the-scenes  guy, 
id  what  we've  been  looking  for  is  the 
ill  in  the  china  shop,"  says  Berge  Ay- 
izian,  executive  vice-president  of  mar- 
it  researcher  Yankee  Group  Inc. 
Don't  count  on  AT&T  recruiting  a  bull 
replace  Mandl,  either.  The  board  will- 
g,  Allen  plans  to  remain  until  he  reach- 
65  in  January  2000.  That  could  scare 
f  some  top  candidates — especially  since 
e  board  is  unlikely  to  make  any  new 
re  the  heir  apparent  unless  Allen  him- 
lf  advocates  such  a  commitment,  says 
rector  Wyman.  "We  just  couldn't  know 
ough  to  do  that  responsibly,"  he  says. 
JLTITUDE  OF  SINS.  Allen  sees  AT&T  as 
ised  for  great  things.  It  is  the  na- 
m's biggest  provider  of  long-distance 
d  cellular  service.  It  owns  a  piece  of 
recTV,  the  direct-broadcast-satellite 
evision  service.  It  now  offers  Internet 
cess.  And  it  aims  to  become  the 
?gest  player  in  local  phone  service 
thin  10  years.  But  AT&T  still  needs  to 
ure  out  the  best  way  to  package 
jse  components  for  various  types  of 
stomers.  Yankee  Group's  Ayvazian 
yrs  that  if  AT&T  provides  them  with 
)  many  options,  "what  they'll  end  up 
th  is  a  Chinese  menu." 
Booming  growth  and  stable  pricing  in 
!  long-distance  industry  have  hidden  a 
Jtitude  of  sins  at  AT&T.  The  Baby  Bells 
i  to  break  up  the  cozy  oligopoly  that 
es  at&t,  mci,  and  Sprint  more  than 
%  of  the  market.  Already,  pricing  pres- 
ses in  consumer  long  distance — a  busi- 
es Mandl  ran — have  pushed  at&t's 
ck  price  back  where  it  was  before  last 
itemberis  trivestiture  announcement — 
around  54. 

Allen  concedes  that  the  company's 
ispects  may  seem  cloudy.  "We're  in 
s  kind  of  a  lull  period  where  our 
ns  are  not  clear  because  it's  just 
ij  ssy  work,"  he  says.  The  messiness 
i  ludes  hammering  out  dozens  of  deals 
h  local  phone  companies  for  reselling 
vices.  "One  of  these  days,  we'll  break 
i,"  he  says.  "One  has  to  look  at  a 
liness  like  at&t  over  a  longer  period 
time  than  just  a  year  in  which  the 
ale  industry  is  in  turmoil." 
[riie  enough,  at&t  sits  astride  some 
he  fastest-growing  businesses  in  the 
*ld.  But  the  company  needs  to  exe- 
e.  Allen  is  giving  himself  3!4  more 
rs  to  make  it  happen.  Shareholders, 
3  have  seen  a  $23  billion  decline  in 
t's  market  value  this  year,  may  not 
that  patient. 

By  Peter  Coy  in  New  York 
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WHY  EGGHEAD 
HAD  A  GREAT  FALL 

Its  secrecy  turned  Wall  Street  off.  Now,  the  chain  is  buyout  bait 


Wall  Street  can  get  ornery  when  it 
feels  ignored.  Egghead  Inc.,  a 
software  retailer  in  Spokane, 
Wash.,  is  finding  that  out  in  spades. 

In  March,  Egghead  raised  some  $95 
million  by  selling  off  its  corporate  and 
government  direct-sales  operation.  By 
May,  when  the  deal  was  completed,  its 
cash  position  jumped  to  an  estimated 
$89  million,  or  $5.40  per  share.  By  mid- 
June,  its  share  price  had  topped  $12  on 
speculation  that  Egghead  would  do 
great  things  with  the  money.  Today,  an- 
alysts and  investors  are  griping  that 
management  since  has  clammed  up,  fail- 
ing to  enunciate  a  clear  strategy. 

The  result:  Egghead  shares  have 
dropped  below  $8,  and  the  retailer,  trad- 
ing below  book  value,  is  clearly  takeover 
bait.  Company  watchers  say  potential 
buyers  of  the  nation's  No.  3  software 
retailer  include  competitor  CompUSA, 
video  store  giant  Blockbuster,  and  Soft- 
bank, the  acquisitive  Japanese  conglom- 
erate that  on  Aug.  15  said  it  would  pay 
$1.5  billion  for  PC  memory  board  maker 
Kingston  Technology  Corp.  It's  unclear 
whether  management  is  shopping 
Egghead  around:  In  faxed  replies  to 
business  week  queries,  the  company 
didn't  respond  to  that  question. 

It's  not  that  Egghead  hasn't  been 
working  to  address  its  problems.  After 
constant  management  shuffles,  its  board 
three  years  ago  brought  in  Terence  M. 
Strom,  a  former  marketing  vice-presi- 


dent at  No.  2  software  retailer  Best  Buy 
Co.,  as  ceo.  His  challenge:  to  upgrade 
Egghead's  small,  convenient  stores — 
which  had  been  losing  ground  to  re- 
lentless rivalry  from  such  superstores  as 
No.  1  CompUSA  and  Best  Buy.  Strom's 
solution  was  to  open  19  bigger  Egghead 
outlets  around  the  country — 5,000 
square  feet  vs.  Egghead's  traditional 
2,000  and  the  20,000  or  so  of  super- 
stores. The  new  stores  cany  a  mix  of 
leading-edge  hardware  and  software, 
with  software  titles  organized  by  cate- 
gory— like  books  in  a  bookstore. 
sputtering.  The  results,  however,  have 
been  mixed:  Egghead  claims  that  in  the 
quarter  ended  June  29,  11  of  the  new 
stores  had  average  30%  sales  increases 
over  the  same  period  a  year  ago,  but 
sales  stayed  flat  at  the  others.  Overall, 
the  chain  is  still  sputtering:  In  the  June 
29  quarter,  it  lost  $7.6  million  on  sales 
that  fell  7%,  to  $78.6  million. 

Enter  George  P.  Orban,  who  was  ap- 
pointed chairman  in  May.  Orban,  50,  an 
early  Egghead  investor  and  board  mem- 
ber, is  an  experienced  corporate  fixer.  He 
founded  Ross  Stores  Inc.,  a  discount  cloth- 
ing chain  and  helped  other  companies, 
such  as  Florida's  Office  Mart  Inc.,  which 
were  later  sold  off.  Orban  and  Strom  are 
evaluating  Egghead's  new  stores. 

Whether  Egghead  can  succeed  in  the 
cutthroat  world  of  software  retailing  is 
open  to  question.  Some  analysts  say  its 
best  prospects  he  elsewhere.  Last  year, 
in  partnership  with  Lotus 
Development  Coip.  and  at&t, 
its  Elekom  electronic  com- 
merce unit  created  Eletrade, 
software  that  lets  desktop 
users  browse  electronic  cata- 
logs and  make  purchases. 
With  the  backing  of  IBM  and 
American  Express  Co., 
Elekom  is  now  ready  to  sign 
up  corporate  customers.  "The 
potential  is  huge,"  says 
Thomas  Carley,  a  Jensen  Se- 
curities analyst. 

If  so,  that  would  make 
Egghead  even  more  valuable. 
The  questions  now:  Will  buy- 
out rumors  drive  the  shares 
back  up?  Or  will  a  bargain 
hunter  swoop  in  and  confirm 
all  the  talk? 

By  Seanna  Browder 
in  Seattle 
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EXECUTIVE  SUITE 


HOW  NATIONAL  STEEL 
GOT  SO  BENT  OUT  OF  SHAPE 

The  Japanese  replace  the  CEO  as  the  outlook  darkens 


Just  two  years  ago,  the  Japanese 
owners  of  National  Steel  Corp. 
rocked  the  Rust  Belt  with  a  bold 
raid  on  a  rival:  They  hired  away  the 
entire  management  team  from  the  U.  S. 
Steel  Group's  flagship  plant  in  Gary, 
Ind.,  and  put  the  six  men  in  charge 
of  the  underperforming  National,  the 
country's  fourth-biggest  integrated  steel 
company.  The  new  team  quickly  went 
to  work,  hammering  out  accords  with 
the  union  and  taking  steps  to  boost  pro- 
ductivity. It  seemed  they  just 
might  produce  the  Mishawakt 
(Ind.)  company's  long-awaited 
turnaround. 

Didn't  happen.  So,  in  mid-Au- 
gust, with  earnings  still  lacklus- 
ter, the  Japanese  yanked  V.  John 
Goodwin  from  his 
post  as  chief  execu- 
tive of  the  $2.7  bil- 
lion steel  outfit,  re- 
placing  him  with 
67-year-old  Chair- 
man Osamu  Sawara- 
gi,  an  emissary  from 
the  Tokyo  headquar- 
ters of  nkk  Corp., 
which  has  controlled 
National  since  1984. 
Subsequently,  at  an 
Aug.  20  board  meet- 
ing, Goodwin  refused  to  stay 
on  as  chief  operating  officer  and 
resigned. 

MORE  TO  COME?  His  departure 
leaves  National  scrambling  for 
leadership.  Sawaragi,  who  speaks 
English  through  an  interpreter, 
and  acting  chief  operating  officer 
John  A.  Maczuzak,  who  only 
joined  the  company  in  May,  im- 


with  Goodwin,  is  now  miffed  that  he 
was  dumped.  "It's  not  in  the  company's 
best  interest  to  change  top  managers 
during  contract  negotiations,"  says  Jack 
Parton,  the  union's  district  director  for 
Illinois  and  Indiana. 

In  many  ways,  nkk  has  itself  to 
blame  for  National's  woes.  In  its  eager- 
ness to  hire  away  U.  S.  Steel  talent,  the 
company  put  a  clique  of  plant  managers 
in  charge  of  a  complex  corporation. 
Goodwin's  team  effectively  boosted  pro- 


NKK'S  MISTAKES 

MANAGEMENT  APPOINTMENTS  Rather  than  hire 
experienced  top  executives,  the  Japanese  company 
turned  National  over  to  former  plant  managers  with 
no  experience  running  a  whole  company.  Operations 


improved,  but  strategy  suffered. 


ductivity  but  struggled  at  headquarterSi 
The  U.  S.  Steel  managers  battled  witl 
outsiders,  Japanese  and  American  alike 
says  one  source  close  to  the  company.  Ii 
two  years,  two  chief  financial  officer 
■  came  and  went,  rattling  investors.  Anc 
when  nkk  placed  its  own  executives  ii 
Mishawaka,  they  could  not  penetrat 
Goodwin's  inner  circle.  National's  num 
bers  also  were  disappointing.  Although 
tonnage  is  up,  the  company  lost  $10, 
million  in  the  first  six  months  on  sale 
that  fell  a  fraction,  to  $1.4  billion. 

Even  in  his  area  of  expertise,  opera 
tions,  Goodwin  was  hamstrung  by  err 
ployment  guarantees  in  the  labor  agree 
ment  the  company  had  signed  with  th 
United  Steelworkers  shortly  after  nk] 
took  control.  National's  rivals  signe 
employment  guarantees  five  years  lai 
er — after  slashing  then-  hourly  payrolls 
As  a  result,  National  still  employs  9,50] 
workers  to  produce  its  6  millio 
tons  of  steel  a  year.  Minimij 
startup  Steel  Dj 
namics  Inc.,  based 
Butler,  Ind.,  will  soo 
be  producing  2  mi 
lion  tons  with  a  scaij 
300  employees. 

The  big  problem 
that  Goodwin  ref<| 
cused  National 
producing  high  vo 
umes  of  commodit;  | 
grade    steel.  Tl 
result  is  record  toi 
nage,  but  low  ope 
ating  profits,  barely  $9  per  to 
only  one-sixth  of  ak  Steel  Corp! 
industry-leading    total.  No1! 
Maczuzak,  55,  a  U.  S.  Steel  ve  - 
eran,  must  figure  out  a  way 
shift  production  to  higher-marg 
gauges  of  steel.  The  turnaroui 
he  faces,  says  Peter  F.  Marcu 
steel  analyst  at  PaineWebb 
Inc.,  "is  hard  as  hell  to  do." 

For  National's  Japanese  ow 
ers,  who  have  plowed  $2  billi< 
into  the  company  over  10  yeai 
the  Mishawaka  headaches  she 
no  signs  of  abating.  While  a 


mediately  began  touring  Nation-   '   nounced  price  hikes  could  hoc 


al's  facilities.  They  hope  to  con- 
vince workers  and  managers  that 
the  company  is  in  stable  hands. 

But  the  turmoil  may  not  be 
over.  Analysts  figure  other  mem- 
bers of  Goodwin's  team  may  de- 
fect now  that  their  leader  is 
gone.  Meanwhile,  National  is  in 
the  middle  of  hammering  out  new 
wage  and  pension  agreements 
with  the  United  Steelworkers. 
The  union,  which  got  along  well 


LABOR  CONTRACT  National  signed  a  1986 
union  contract  guaranteeing  employment — but  did 
so  before  necessary  downsizing.  The  result:  a 
bloated  workforce  of  9,500  and  few  opportunities 

to  cut  costs. 

PRODUCT  MIX  With  a  product  line  geared  toward 
cheaper  steels,  National  only  earns  $9  per  ton 
shipped,  less  than  half  the  industry  average.  The 
stock  languishes  at  $10,  near  its  five-year  low. 

DATA  COMPANY  REPORTS,  BUSINESS  WEEK 


earnings  in  the  second  half  of  t 
year,  the  respite  will  be  temp 
rary.  Within  a  year,  a  spate 
new  minimills  should  sink  pric< 
turning  the  steel  market  into 
dogfight.  For  National  to 
ready,  nkk  has  precious  litli 
time  to  clear  up  the  manageme 
muddle  in  Mishawaka. 

By  Stephen  Baker  in  Pit 
burgh,  with  Nancy  Pieters 
Terre  Haute,  Ind. 
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COMMENTARY 


By  Amy  Barrett 

LEAVE  AUTO  INSURANCE  TO  THE  STATES-NOT  BOB  DOLE 


On  the  face  of  it,  Bob  Dole's  pro- 
posal to  overhaul  auto  insur- 
ance looks  like  a  sure  winner. 
The  plan  promises  to  cut  an  average 
of  $221  from  each  car's  annual  insur- 
ance bill  by  putting  the  brakes  on 
auto-injury  lawsuits. 

But  Dole's  overhaul  is  politics 
masquerading  as  policy — and  bad 
policy  to  boot.  The  scheme,  included 
in  the  candidate's  eco- 
nomic plan,  is  an  easy 
slap  at  the  nation's  trial 
lawyers — some  of  Presi- 
dent Clinton's  most  gen- 
erous contributors — for 
their  part  in  driving  up 
car  insurance  rates.  That 
may  play  well  with  vot- 
ers. But  it  is  highly  hyp- 
ocritical. Dole  is  pushing 
for  a  bigger  federal  role 
in  auto  insurance,  even 
as  his  party  pushes  for 
less  federal  involvement 
on  just  about  every  other 
issue.  "This  ought  to  be 
determined  at  the  state 
level  rather  than  with  a 
one-size-fits-all  federal 
solution,"  contends  John 
C.  Lobert,  senior  vice- 
president  for  government 
relations  at  the  National 
Association  of  Indepen- 
dent Insurers. 

Several  states  have 
been  experimenting  for 
years  with  auto  insur- 
ance reform.  But  the  Dole  proposal 
is  more  radical  than  any  of  their  ef- 
forts. Under  the  Dole  plan,  car  dri- 
vers around  the  country  would  have 
two  options: 

They  could  buy  a  low-cost  auto 
I  policy — covering  medical  outlays, 
j  lost  wages,  and  other  "economic 
i  costs" — that  resembles  the  no-fault 
i  policies  which  are  offered  in  some 
1  states.  If  they  were  hit  by  someone 
i  else  and  the  associated  costs  exceed 
j  ed  their  insurance  coverage,  they 
1 20uld  then  sue  the  other  driver  to 
j  recover  the  excess  expenses.  But 
j  3nly  in  rare  circumstances — when 
I  the  other  driver  was  using  drugs 
1 3r  alcohol  or  intended  to  hurt 
j  :hem — could  they  sue  for  pain  and 
suffering. 

The  second  choice  would  be  a 
;  nore  expensive  policy,  a  traditional- 


insurance-style  plan  that  would  allow 
recovery  of  money  for  pain  and  suf- 
fering. But  victims  would  collect 
from  their  insurer,  not  the  other  dri- 
ver's. Drivers  without  this  broader 
coverage  couldn't  sue  or  be  sued  for 
more  than  the  direct  cost  of  an  acci- 
dent they  caused. 

Proponents  of  the  Dole  plan  claim 
that  this  would  slash  the  number  of 


COLLISION  COURSE? 


Many  states 
don't  need  insurance  relief.  Dole's 
plan  would  create  a  logistical 
headache  they  would  rather  avoid 


auto  injury  lawsuits,  and  they  pre- 
dict the  resulting  savings  would  be 
passed  on  to  consumers  in  the  form 
of  lower  insurance  premiums.  "The 
pain-and-suffering  money  recovery  is 
largely  cash  that  goes  into  the 
lawyer's  pocket,"  explains  the  Hud- 
son Institute's  Michael  Horowitz,  an 
architect  of  the  plan. 

Sounds  good.  But  in  reality,  many 
states  don't  need  relief.  Most  rural 
states  aren't  plagued  by  excessive 
auto  injury  suits  because  costs  at 
rural  hospitals  tend  to  be  lower  and 
rural  drivers  tend  to  be  less  litigious. 
And  while  Dole's  plan  would  give 
states  the  right  to  repeal  or  alter  the 
federal  law,  it  would  create  a  logisti- 
cal headache  that  many  would  rather 
avoid.  "The  system  we  have  works," 
says  Darla  L.  Lyon,  director  of  the 
South  Dakota  Insurance  Div.  "This 


has  the  potential  of  making  things 
worse  for  us." 

What's  more,  states  such  as  Mary- 
land, Pennsylvania,  and  New  Jersey 
have  already  implemented  insurance 
reforms.  For  instance,  New  Jersey 
offers  drivers  the  choice  between 
policies  with  full  legal  rights  and 
those  with  restrictions  on  lawsuits. 
In  Pennsylvania,  a  similar  scheme 
caused  car  insurance 
rates  to  rise  only  3.3% 
from  1990  to  1994,  com- 
pared with  a  12.6%  in- 
crease for  the  nation.  It 
makes  more  sense  to 
learn  what  works  from 
such  experiments  than 
to  plunge  ahead  with  an 
untried  national  system. 
"There  is  no  system  ex- 
actly like  the  Dole  plan, 
so  there  just  isn't  a 
track  record  for  it,"  wor- 
ries David  F.  Snyder,  as- 
sistant general  counsel 
for  the  American  Insur- 
ance Assn. 
THIN  SUPPORT.  Of 
course,  the  plan  may 
simply  be  an  attempt  by 
Dole  to  needle  Clinton 
about  the  help  he  gets 
from  trial  lawyers.  The 
Dole  camp  has  done  lit- 
tle to  line  up  support  for 
the  proposal.  The  plan 
also  has  powerful  oppo- 
nents. For  example,  the 
Consumer  Federation  of  America  ar- 
gues that  it  would  allow  negligent 
drivers  to  avoid  responsibility  for  the 
injuries  they  cause.  Most  insurance 
companies  are  also  loath  to  endorse 
it,  fearing  loss  of  the  clout  that  they 
wield  in  state  legislatures.  "The  fed- 
eral government  just  isn't  close 
enough  to  the  disparate  needs  of  the 
states,"  says  a  spokesman  for  Na- 
tionwide Mutual  Insurance  Co.,  the 
nation's  fourth-largest  auto  insurer. 

Dole  may  be  at  least  partly  hoping 
that  the  mere  existence  of  the  pro- 
posal and  its  attack  on  ambulance- 
chasing  lawyers  will  be  another 
boost  to  his  campaign.  But  it  will  be 
tough  for  him  to  get  much  mileage 
out  of  this  one. 

Barrett  covers  finance 
from  Washington. 
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{  IT  Overview  } 


j 


OPTIMIZED 
32-BIT 
PERFORMANCE. 


■  Pentium*  processor  166  MHz 

■  Pentium  processor  200  MHz 

H  Pentium*  Pro  processor  180  MHz 
H  Pentium  Pro  processor  200  MHz 


Pentium®  Pro  processor-based 
systems,  Windows*  NT,  and 
the  right  desktop  manageability 
tools  can  save  you  money  on 
support  and  maintenance. 


T 


5.5  Million  Transistors. 
(Go  ahead,  count  'em.) 


T 


L2  cache  brings  most 
frequently  used  data 
closer  to  the  processor  unit. 
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Power,  power, 
and  more  power. 


Systems  loaded  with 
the  latest  tools,  like  Intel's 
LANDesk®  Management 
Suite,  give  you  increased 
manageability. 
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TRUE  MULTITASKING. 
Not  only  fast,  but 
capable  of  doing  many 
things  at  once. 


Pentium  Pro  processor 
helps  build  a  stronger, 
healthier  Intranet. 


PROUD  PARTNFR 


The  dependability 
of  Intel  architecture. 


1S46-1996 
Smithsonian 


www.intel.com 


Faster  Web  searches 
powered  by  ODen  Text* 

and  Pentium  Pro 
processor-based  systems. 


I'Wfi  Intel  Corporation.  'Indicated  names 
e  trademarks  of  other  companies. 


The  Pentium®  Pro  proces 
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{  Executive  Summary  } 


Combined  with  Windows  NT  and  desktop 
manageability  tools,  the  Pentium®  Pro  processor 
(notice  the  "PRO")  can  save  you  money. 

Just  ask  IT. 


t  of  ownership  diagram. 


intel. 

The  Computer  Inside." 
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FADS 


I'M  ROLLING 
AS  FAST  AS  I  CAN 

Cigar  demand  is  smokin',  and  manufacturers  can't  keep  up 


day,  and  is  now  at  about  11.  Ronald  0. 
Perelman's  Consolidated  Cigar  Holdings 
Inc.,  the  nation's  No.  1  maker,  opened 
at  26Yi  on  its  first  day  of  trading  on 
Aug.  16,  climbed  to  28%  by  the  closing 
bell,  and  now  trades  at  about  28)4 

Demand  has  created  incredible  order 
delays.  Consolidated  finished  1995  with  a 
backlog  of  4.3  million  cigars.  Even  with 
production  increases,  it  now  has  18  mil- 
lion on  back  order.  "Three  years  ago, 


Chrysler  President  Robert  A.  Lutz 
has  endured  his  own  case  of  sticker 
shock  lately — on  the  price  of  his 
favorite  cigar.  Just  18  months  ago,  he 
says,  La  Gloria  Cubanas  cost  $1.75  each. 
Since  then,  prices  have  climbed  to  $2.25, 
then  $4,  and  now  $5.  "If  a  shortage 
comes,  I'm  prepared,"  says  Lutz,  who 
has  a  huge  stock  in  a  walk-in  humidor 
at  his  house  in  Ann  Arbor,  Mich. 

Lutz  is  lucky.  "It's  terrible,"  com- 
plains Eddie  E.  Gil, 
who  has  been  scram- 
bling to  keep  his 
three  South  Florida 
Cigar  Box  stores 
stocked.  "You  cannot 
cover  the  demand  for 
high-quality  premi- 
ums." Indeed,  Ellis 
Turner,  a  Washington 
(D.  C.)  private  school 
administrator  orders 
his  favorite,  also  La 
Gloria  Cubana,  di- 
rectly from  the  Mia- 
mi company.  But  the 
normal  three-month 
wait  is  now  six  to 
eight  months. 

The  story  is  the 
same  throughout  the 
industry.  The  surge 
of  interest  in  stogies 
is  straining  the  sup- 

baccf  gJow^Tan'd  A  flock  of  converts  is  lighting  up  stogies.  But  a 

cigar  factories  to  box 
makers  and  band  en- 


5ood  cigar  can't  be  hurried:  One  maker  in 
Pemiun? 'dgars-  Miami  ages  tobacco  leaves  for  two  to  five  years 


2  million  back-ordered.  Oscar  L.  Be; 
ruchin,  president  of  Mike's  Cigars  Dis 
tributors  Inc.  in  Bay  Harbor,  Fla.,  isn 
taking  on  new  customers  for  the  thre 
brands  it  makes.  Mike's  can  barely  suj: 
ply  current  customers  and  has  1  millioi 
cigars  on  back  order.  Also  one  of  th! 
nation's  largest  cigar  wholesalers,  Mike 
business  has  increased  300%  in  the  pas 
three  years.  "It's  a  good  problem  tj 
have;  it  beats  the  alternative,"  Boruchi 
says.  "But  it's  painful  to  look  for  supplj 
to  keep  the  market  satisfied." 
WORKING  NIGHTS.  Keeping  pace  is  ej 
hausting  for  other  segments  of  the  su{ 
ply  chain.  Guillermc  M.  Cruz,  an  own? 
of  Wood  Perfect,  has  added  a  night  shi 
at  his  Hialeah  (Fla.)  cigar-box  factor 
He's  working  16  hours  a  day,  seven  daj 
a  week,  to  meet  demand.  Besides 
tablished  brands,  entrepreneurs  launcl 
ing  new  brands  ai 
asking  for  1,000 
2,000  boxes  a  wee. 
Bandmaker  Enriqi; 
R.  Carpinteiro,  owi 
er  of  Artistic  E 
gravers,  has  add 
night  and  weeker 
shifts  to  try  to  met 
the  demand  for  tl 
18  million  ban 
on  back  order — i 
months'  worth. 

All  of  this, 
course,  has  meai 
adjustments  for  Ion. 
time  smokers.  Miai 
audio  technician  St 
phen  LoMonaco  h 
successfully  taken 
the  Internet  to  fii 
stashes  of  his  f 
vorite  Hondura 
Meanwhile,  the  cig 
craze  has  mac 
Cuban  cigars — illeg 
in  the  U.  S.— a  h 
item,  even  at  $! 


handmade  with  long, 
not  chopped,  filler  leaf  and  retailing  for 
$1  and  up — is  fueling  the  industry.  After 
growing  at  2.4%  since  1976,  consumption 
on  a  compound  annual  growth  rate  rose 
to  8.9%  from  1991  to  1994  and  zoomed 
to  30.6%  from  1994  to  1995.  And  thanks 
to  the  rise  of  cigar  bars,  cigar  maga- 
zines, and  Hollywood's  preoccupation 
with  stogies,  there's  no  letup  in  sight. 
EVEN  BURN.  Such  popularity  has  sent 
stocks  of  two  recent  cigar-company  ini- 
tial public  offerings  skyrocketing. 
Caribbean  Cigar  Co.  went  public  on 
Aug.  1  at  7,  doubled  on  its  first  trading 


we  said  this  could  be  a  fad  and  the  mar- 
ket can't  possibly  expand  as  rapidly  as  it 
was  expanding,"  says  coo  Richard  L. 
DiMeola.  "We  were  wrong." 

One  problem  is  that  a  good  cigar  can't 
be  hurried.  It  takes  about  a  year  for  a 
cigar  roller  to  become  proficient  at  pack- 
ing the  tobacco:  The  outer  leaf  wrap- 
ping must  not  be  marred,  and  the  cigar 
must  burn  evenly.  And  increasing  the 
supply  of  tobacco  leaf  isn't  easy.  Mia- 
mi's Padron  Cigars,  for  instance,  ages 
its  tobacco  for  two  to  five  years.  It  pro- 
duces 3  million  cigars  a  year-  and  has 


and  more  a  pop.  Oi 
Wall  Street  inves 
ment  banker  sa: 
that  Cuban  cigars  are  now  harder 
find  abroad  because  of  hiked  demai 
and  the  island's  uneven  production. 

Yet  veteran  cigar  smoker  and  Miai 
journalism  professor  Chuck  Green  not 
that  the  newfound  popularity  of  cig 
smoking  does  have  its  upside.  "I  doi 
feel  like  I'm  an  outcast,"  he  says.  "I 
willing  to  pay  a  premium  to  be  able 
sit  in  a  restaurant  and  smoke  a  go 
cigar-  after  a  meal."  Now,  if  he  can  ji 
find  his  favorite  brand. 

By  Gail  DeGeorge,  with  Ivette  Du 
in  Miami  and  bureau  reports 
 1 
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CROSOFT  VS. 
TSCAPE,  PART  TWO 

E   BATTLE  CONTINUES. 

'  the  second  time  in  a 
:ith,  Netscape  Communi- 
ons has  accused  Microsoft 
iolating  antitrust  laws.  In 
itter  made  public  on  Aug. 

Netscape  lawyer  Gary 
sack  asked  the  Justice 
3t.  to  restrain  Microsoft 
ctices  he  contends  are  il- 
al.  Reback  says  Microsoft 
e  discounts  to  computer 
iers  that  offer  its  World 
le  Web  browser  instead  of 
;scape's  and  paid  some  In- 
let service  providers  up 

$400,000  in  marketing 
is  for  not  selling  Netscape 
;ware.  The  allegations  fol- 

earlier  Netscape  com- 
ints  that  Microsoft  was 
ing  to  prevent  customers 

POP  FIZZLE 

ipst's  challenge  in  Latin 
nerica  is  spooking  Wall 
reet.  On  Aug.  16,  its  main 
nezuelan  bottler  said  it  had 
rmed  a  joint  venture  with 
ica-Cola.  The  news  came 
st  after  Pepsi's  top  Latin 
nerican  bottler  reported  a 
g  loss  and  its  Puerto  Rican 
ittler  reported  a  still  unde- 
ted  accounting  misstate- 
ent.  Pepsi  is  challenging  the 
nezuelan  bottler's  move  with 
inezuelan  regulators,  and 
ay  take  action  in  the  U.S. 
lat  hasn't  aided  the  stock:  It 
II IX,  to  30%  after  the  Vene- 
lela  flap  was  announced. 


AUG.  13,  '96  AUG.  20 
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from  using  inexpensive  Win- 
dows software  with  Netscape 
programs.  Microsoft  calls  the 
allegations  "wild  and  untrue." 
.Justice  won't  comment. 


GREEN  LIGHT  FOR 
A  HEALTH  MEGADEAL 

it's  official:  holders  of 
Blue  Cross  &  Blue  Shield 
Ohio  policies  have  approved 
the  sale  of  most  of  the  insur- 
er to  Columbia/HCA  Health- 
care. The  deal  would  merge 
the  nation's  biggest  hospital 
chain  with  an  insurer  that 
covers  1.5  million  people.  Blue 
Cross  has  spent  more  than 
$500,000  on  ads  to  promote 
the  deal.  But  opponents  have 
attacked  the  proposed  payout 
to  Blue  Cross  executives  and 
one  of  their  lawyers,  which 
could  reach  $19  million,  and 
questioned  whether  the  sale 
will  reduce  competition.  The 
transaction  still  is  under 
review,  and  suits  challenging 
parts  of  it  are  pending. 

A  LOAD  OF  SUGAR 
TO  PERK  UP  JAVA 

SUN  microsystems'  red- 
hot  Java  software  is  getting 
another  big  boost.  On  Aug. 
21,  venture-capital  firm  Klein- 
er Perkins  Caufield  &  Byers 
announced  the  creation  of  a 
$100  million  fund  aimed  at  fi- 
nancing 25  or  so  companies 
using  Java  and  related  tech- 
nologies. Java  helps  create 
programs  that  can  be  sent 
over  the  Internet  and  run  au- 
tomatically. Investors  include 
Sun,  Netscape,  Compaq,  and 
IBM.  Microsoft,  though,  still 
wary  of  Java's  ability  to  run 
on  all  brands  of  computers, 
not  just  Windows  pes,  de- 
clined to  invest. 


THESE  SP0RT-UTES 
ARE  A  BIT  TOO  JUMPY 

MILLIONS  OF   CAR  BUYERS 

have  flipped  for  sport-utility 
vehicles.  But  Consumers  Union 


HEADLINER:  JILL  BARAD 


TOYS  R'  HER 


ONE  OF  JILL  BARAD'S  FIRST 

big  jobs  at  Mattel  was  cre- 
ating She-Ra,  Princess  of 
Power.  On  Aug.  22,  the  . 
woman  who  gave  us 
the  female  action 
hero  was  ex- 
pected to  be 
named  ceo  of 
Mattel,  effec- 
tive Jan.  1,  re- 
placing John 
Amerman,  who  is 
set  to  retire. 

Barad,  45,  credits  her 
15-year  climb  through  the 
ranks  at  Mattel — which  in- 
cluded more  than  tripling 
Barbie  sales,  to  $1.5  bil- 
lion, in  eight  years — to  un- 
relenting hard  work.  "I 
never  looked  up.  I  just 
kept  going,"  she  says.  She 
will  be  one  of  a  handful  of 
women  running  major 


American  corporations. 

Her  first  move:  expand- 
ing abroad.  She  expects 
overseas  business  to 
eventually  account 
for  more  than 
50%  of  sales,  up 
from  40%.  "The 
business  is 
there  for  the 
taking,"  she 
says.  That's 
good,  because 
^*      Mattel's  growth  in 
the  U.  S.  is  slipping.  And 
the  company  suffered  a 
major  public-relations  blow 
this  year  when  a  planned 
merger  with  archrival  Has- 
bro fell  through. 

Barad  must  hustle  to 
keep  growth  on  track — but 
she's  used  to  adversity.  She- 
Ra  ultimately  flopped. 

By  Eric  Schine 


warns  that  two  suvs  could  flip 
for  them.  On  Aug.  20,  cu's 
Consumer  Reports  magazine 
gave  the  '95  and  '96  Isuzu 
Trooper  and  '96  Acura  slx  rare 
"not  acceptable"  ratings,  say- 
ing the  models  may  roll  over 
on  sharp  turns  at  low  speeds. 
"We're  not  talking  about  these 
vehicles  tripping  over  a  curb," 
says  Consumer  Reports  tech- 
nical director  David  Pittle. 
"We're  talking  about  a  vehicle 
that  trips  over  its  own  tires." 
Some  35,000  of  the  models  are 
in  use.  An  Isuzu  spokesman 
says  the  Trooper  meets  federal 
safety  standards.  Both  compa- 
nies say  they  have  had  no  re- 
ports of  rollovers. 

JAPAN'S  AIDS  RIDDLE 
IS  STILL  UNRAVELING 

japan's  aids  scandal 
has  taken  another  twist.  On 
Aug.  21,  Japanese  prosecu- 
tors raided  Osaka-based 
Green  Cross  looking  for  evi- 
dence  that   the  company 


knowingly  distributed  hiv- 
tainted  blood  products  in  the 
mid-'80s.  It's  one  of  four 
pharmaceutical  companies 
suspected  of  selling  non-heat- 
treated  blood  products  de- 
spite widespread  warnings 
about  the  risk  at  the  time. 
Some  2,000  hemophiliacs  in 
Japan  have  been  infected 
with  the  hiv  virus  from  such 
products,  and  400  have  died 
from  aids  complications.  The 
company  has  denied  inten- 
tionally circulating  tainted 
blood  products. 

ET  CETERA . . . 

■  PanAm  got  tentative 
approval  to  resume  service 
on  three  routes  to  New  York. 

■  ValuJet  is  unlikely  to  start 
flying  again  before  Sept.  1, 
the  dot  says. 

■  CyberCash  co-founder 
Magdalena  Yesil  left  to  start 
a  new  E-commerce  venture. 

■  Charles  Sanford,  retired 
Bankers  Trust  Chairman,  got 
a  $2  million  cash  parting  gift. 
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THE  NERDS  AND  HOLLYWOOD 
VS.  THE  BOOB-TUBE  CROWD 


For  the  Federal  Communications  Commission,  it  started  as 
a  technology  debate  about  how  to  handle  the  transition  to 
digital  television,  with  its  crisp  images  and  increased 
program  capacity.  But  suddenly,  the  FCC  finds  itself  caught  in 
a  titanic  struggle  that's  pitting  broadcasters  and  TV  manu- 
facturers against  Silicon  Valley  and  Hollywood  honchos  such 
as  Bill  Gates  and  Steven  Spielberg. 

After  nine  years  of  study,  the  FCC  hoped  to  complete  a  dual 
mission  by  yearend,  to  issue  a  new  digital  transmission  stan- 
dard and  award  new  airwave  space  to  broadcasters.  But  a  be- 
lated lobbying  blitz  by  Silicon  Valley  threatens  to  sink  the 
agency's  plans.  At  stake  is  a  market  po- 
tentially worth  billions  for  the  next-gen- 
eration tv — a  "smart  box"  that  is  part 
personal  computer,  part  entertainment 
device.  Some  computer  designers  fear 
the  fcc  ruling  could  tie  their  feet  as 
they  race  for  a  chunk  of  that  market. 
"It  delays  the  time  when  there  will  be 
natural  competition  between  the  tv  and 
pc  industries,"  argues  Microsoft  Senior 
Vice-President  Craig  Mundie. 

The  key  issue  is  how  signals  are  re- 
ceived. TVs  use  an  older  "interlace"  scan- 
ning, while  pes  operate  on  a  higher-qual- 
ity "progressive"  scanning.  Eventually,  " 
all  broadcasts  will  probably  use  the  progressive  method.  But 
the  proposed  fcc  standard — influenced  by  foreign  tv  mak- 
ers— would  let  broadcaster's  beam  programs  by  either  means. 
The  TV  folks  say  this  is  a  flexible  approach.  But  computer  crit- 
ics gripe  they  will  have  to  install  costly  equipment  in  PCs  to 
handle  interlace.  "It's  like  Protestants  and  Catholics  in  North- 
ern Ireland  arguing  religion,"  says  former  fcc  Chairman 
Richard  E.  Wiley,  head  of  an  FCC  panel  that  oversaw  devel- 
opment of  the  standard.  "You  won't  get  agreement." 

For  broadcasters,  who  have  been  aligned  with  TV  makers, 
the  primary  objective  is  to  get  the  fcc  to  allot  the  new  air- 


GATES:  High-level  arm-twisting 


wave  space  as  soon  as  possible.  The  broadcasters  expect 
get  the  new  spectrum  for  free  so  they  can  transmit  their  p 
grams  in  both  digital  and  current  analog  formats.  But  th 
could  have  leftover  room  on  the  spectrum  to  offer  new  sho 
or  other  lucrative  services,  gop  Presidential  nominee  B 
Dole  wants  broadcasters  to  pay  billions  for  the  airwav 
The  broadcasters  are  pressing  for  an  fcc  ruling  before  E\f 
tion  Day  in  case  underdog  Dole  becomes  President. 
SCRAMBLING.  The  politically  powerful  broadcasters  are  bact 
by  Republican  and  Democratic  leaders  in  Congress,  who 
urging  fcc  Chairman  Reed  Hundt  to  move  ahead  on 
plan.  But  Hundt  wants  the  market— 
the  fcc — to  set  a  standard.  He  symj 
thizes  with  Silicon  Valley  and  has  adon 
a  Microsoft  Corp.  executive  to  the  cow 
mittee  reviewing  the  standard.  In  Jij^ 
he  warned  Microsoft  that  the  Whe 
House  seemed  to  be  siding  with  the  v 
makers.  That  triggered  some  high-ttBa 
lobbying,  including  a  phone  call  from  Mi- 
crosoft Chairman  Gates  to  Commel 
Secretary  Mickey  Kantor. 

Hollywood  officials  have  also  joined  le 
Gates  crowd.  In  June,  DreamWorks  kd 
co-founder  Spielberg  arranged  for  Vifr- 
President  Al  Gore  to  meet  with  moie 
execs,  who  favor  the  progressive  standard  on  artistic  grours. 

The  llth-hour  outcry  has  the  Administration  scramblig. 
Kantor's  team  recently  met  with  the  feuding  parties  to  sek 
a  compromise.  One  possibility  is  to  set  a  deadline  for  movj 
to  the  progressive  system  favored  by  Silicon  Valley.  But 
ther  side  budged. 

That  raises  the  prospect  of  no  decision  until  after 
election.  Sweating  broadcasters  may  conclude  they're 
ter  off  dealing  with  Gates  now  than  betting  that  Dole  w<| 
win  the  White  House  this  fall. 

By  Amy  Bat 


CAPITAL  WRAPUP 


JUST  A  FREE-TRADE  FLUB? 

►  gop  nominee  Bob  Dole  followed  the 
script  of  his  convention  acceptance 
speech  almost  word  for  word — but  for 
one  notable  exception.  In  a  passage 
on  trade,  he  omitted  a  pledge  to 
"negotiate  effective  trade  agree- 
ments." That  surely  pleased  the  par- 
ty's vocal  protectionist  wing,  which 
has  been  pressuring  Dole  to  back 
away  from  his  support  for  free  trade. 
Campaign  aides  claim  the  trade  sec- 
tion was  a  late  addition  to  the  speech 
and  Dole  probably  just  flubbed  it. 


WE'RE  ALL  HYPOCRITES 

►  Voters  have  long  believed  that 
promise-'em-anything  pols  are  hyp- 
ocrites. But  a  new  poll  suggests  that 
voters  may  be  two-faced  themselves 
when  it  comes  to  taxes.  A  new  survey 
by  Aragon  Consulting  Group  in  St. 
Louis  found  that  only  21%  of  Ameri- 
cans believe  a  candidate  who  pledges 
to  cut  taxes.  Still,  52%  say  they  are 
"much  more  likely"  to  support  a  can- 
didate who  favors  lower  taxes.  A  pos- 
sible reason  for  this  contradiction: 
63.5%  say  they're  overtaxed. 


CONSERVATIVES  MAY  TAKE  GAS 

►  Conservatives  are  mounting  a  can 
paign  against  a  global  pact  abolishin 
chemical  weapons.  With  a  Senate  vol 
scheduled  for  September,  hard-liner 
hope  to  spark  business  opposition  b; 
painting  the  accord's  record-keeping 
and  inspection  rules  as  expensive  ar. 
intrusive.  But  getting  business  on 
board  could  be  tough:  The  Chemical 
Manufacturers  Assn.  figures  compli 
ance  will  cost  less  than  the  sanction 
that  will  be  slapped  on  countries  th; 
don't  sign. 


48  BUSINESS  WEEK  /  SEPTEMBER  2,  1996 


Now  Avis  Offers 


he  employees  of  Avis  introduce  a  future  with  more  frequent  flyer  miles.  When  you  fly 
ny  of  these  10  major  airlines,  you  can  multiply  the  frequent  flyer  rental  miles  you  would  normally 
^ceive  from  Avis.  You'll  get  TRIPLE  MILES  when  you  rent  for  a  week  and 
'OUBLE  MILES  with  weekend  rentals*  An  advance  reservation  is  required, 
nd  other  restrictions  apply  For  more  information  and  reservations,  call 
vis  at  1-800-831-8000,  or  call  your  travel  consultant  today.  You  can  also 
isit  us  at  the  Avis  Galaxy  Web  site,  http://www.avis.com. 


AV'S 


>ffer  good  on  qualifying  rentals  at  participating  locations  within  24  hours  of  your  flight,  September  1  through  December  31,  1996. 
stomer  must  present  airline  ticket  or  boarding  pass  and  frequent  flyer  membership  number  Miles  awarded  for  consecutive  paid  days 
2  days  or  more  for  weekend  rentals  that  occur  Thursday  9:00am  through  Monday  11 :59PM,  and  7  days  or  more  for  weekly  rentals. 
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Milan  Monte  Carlo  and  Montego  are  trademarks  of  Fujitsu  PC  Corporation  and  Fujitsu  and  the  Fujitsu  logo  are  trademarks  of  Fujitsu.  Ltd  The  Intel  Inside 
Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  Microsoft,  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft 
Corporation  All  other  trademarks  01  registered  trademaiks  are  property  of  thru  respective  companies  ^1996  Fujitsu  PC  Corporation  All  rights  reserved 
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rhe  power  to  present.  In  color,  in  stereo,  with  sharp  text  and  with  video.  This  is  the  Monte  Carlo" 


notebook  from  Fujitsu.  It  is  a  multimedia  notebook  with  a  six-speed  CD-ROM  and  full  16-bit 


stereo  sound  with  Sound  Blaster  - compatible  audio.  The  Monte  Carlo  notebook  delivers  the 


full  power  of  a  desktop  in  a  fraction  of  the  size.  Operating  with 


up  to  a  133MHz  Intel  Pentium*  processor  and  16MB  expandable  EDO  RAM  that  is  built  on 


32-bit  PCI  bus  architecture,  the  Monte  Carlo  notebook  produces  processing  speeds  guaranteed  to 


impress.  It  features  a  large  12.1"  SVGA  active-matrix  color  display 


and  MPEG  1  support.  At  every  point,  Fujitsu  has  maximized  multimedia 


performance  by  using  premium  components.  The  reason  is  simple. 


With  operations  in  more  than  100  countries,  Fujitsu  is  a  global  leader  in  a 


wide  range  of  information  technologies,  including  PCs,  enterprise 


systems,  communications,  software  and  services.  Fujitsu  has  earned  this 


position,  and  $36  billion  in  annual  revenue,  by  focusing  closely  on 


the  user  and  exceeding  expectations.  Each  Fujitsu  notebook  is  supported 
by  this  philosophy — in  the  use  of  quality  components,  in  precision  manufacturing,  and  in  design 
that  maximizes  mobile  comfort.  Its  standards  of  service  and  support  are  equally  far-reaching. 
The  Monte  Carlo  notebook  is  backed  by  a  three-year  limited  warranty,  including 
24-hour,  7-day,  toll-free  technical  assistance.  Ultimately,  on  whichever  stage  your 
business  chooses,  the  Monte  Carlo  notebook  delivers  a  premiere  performance. 


133MH2.  120MH2  OR  100MH2  INTEL  PENTIUM  PROCESSOR 


8MB  OR  16MB  EXPANDABLE  EDO  RAM 


UP  TO  12  1"  SVGA  ACTIVE-MATRIX  COLOR  DISPLAY 


1GB  OR  810MB  HARD  DRIVE 


IRDA-COMPLIANT  PORT  FOR  WIRELESS  DATA  TRANSFER 
TWO  TYPE  II  OR  ONE  TYPE  III  PCMCIA  SLOT 


call  1-888-4-ON-THE-GO  ext.2001 

Visit  us  at  www.fujitsu-pc.ctim  or  call  QuikFacts  fax  on  demand:  1-800-936-5209 
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JAPAN 


HIGH-WATER 
MARK? 


As  foreign 
investors  bolt, 
the  Nikkei  may 
have  peaked 

For  the  first  half  of  1996,  it  looked 
as  if  the  days  of  fast  money  had 
returned  to  the  Tokyo  Stock  Ex- 
change. Ever  since  the  Nikkei 
stock  average  finally  snapped  out  of  its 
five-year  funk  last  summer,  a  stampede 
of  big  Japanese  companies  has  issued 
new  shares  to  raise  much-needed  cash. 
At  the  same  time,  smaller  companies 
have  rushed  to  market  with  public  of- 
ferings. Snapping  up  the  new  shares 
was  a  seemingly  endless  stream  of  for- 
eign investors.  Betting  on  Japan's  eco- 
nomic rebound,  they  helped  boost  the 
Nikkei  to  21,275  on  Aug.  21,  from  last 
year's  low  of  14,485. 

But  now,  the  dash  for  cash  by  Japan 
Inc.  may  be  about  to  create  a  massive 
share  glut  just  as  the  foreign  money 
has  started  leaving  town.  After  pouring 
$65  billion  into  Japanese  stocks  since 
last  fall,  foreigners  have  turned  net 
sellers  in  the  last  12  weeks  or  so.  That 
is  one  reason  the  Nikkei  has  tumbled 
6%  since  June  26  (chart  ). 

Nobody  is  forecasting  a 
meltdown  on  the  Nikkei.  rpl~>  ^ 

But  if  foreign  money  heads  1  Ilv5 

for  the  exits  in  a  big  way, 
predictions  earlier  this  year  that  the 
benchmark  index  could  reach  25,000  by 
yearend  will  look  fanciful.  Overseas  in- 
vestors now  own  an  all-time  high  10%  of 
Japanese  outstanding  shares.  Aid  "there 
has  been  a  huge  reliance  on  foreign  in- 
vestors" during  the  rally,  says  ubs  Se- 
curities Inc.  equity  strategist  Neil 
Rogers.  Should  more  of  them  bolt, 
"there  will  be  a  very  nasty  supply- 
demand  relationship,"  he  warns. 


What's  driving  the  foreigners  out? 
Although  most  economists  believe 
Japan's  economy  will  expand  by  2.7% 
or  so  in  1996,  the  outlook  for  1997  and 
beyond  looks  dicey.  Last  September's 
$131  billion  government  spending  pack- 
age will  lose  its  stimulative  punch  later 
this  year,  and  an  expected  boost  in  the 
sales  tax  next  April,  from  3%  to  5%,  is 
likely  to  put  a  damper  on  consumer 
spending. 

The  exodus  couldn't  come  at  a  worse 
time — right  in  the  middle  of  an  equity 
financing  boom.  During  the  first  half  of 
1996,  Japanese  companies  raised  $24  bil- 
lion via  share  offerings  and  convertible 
bond  issues  that  eventually  will  morph 
into  additional  shares.  That's  already 
more  than  in  all  of  1995,  and  ubs's 
Rogers  figures  that  an  additional  $22 
billion  will  be  raised  by  yearend. 
FEW  TAKERS.  The  problem  is  partly 
pent-up  demand.  With  the  Nikkei's  long 
slide  since  1989,  few  cash-hungry  com- 
panies were  allowed  by  the  Finance 
Ministry  to  go  to  market  with  more 
shares  until  recently.  So  they're  making 
up  for  lost  time.  Also  contributing  to 
supply  is  the  fraying  of  Japan's  cross- 
shareholding  system,  in  which  compa- 
nies take  equity  stakes  in  one  another 
to  ward  off  raiders  and  cement  busi- 
ness ties.  A  new  study  by  Daiwa  Insti- 
tute of  Research  noted  that  cross-hold- 
ing networks  accounted  for  49%>  of  all 


mura  Securities  Co.,  for  instance,  hs 
started  offering  customers  a  chancel* 
win  $300  certificates  just  for  showip 
up  at  a  branch  office  and  filling  oula 
questionnaire  on  their  financial  need:  • 
The  buyers  had  better  material  e 
soon.  Big  money-center  banks  suchw 
Sakura  Bank  Ltd.  and  Nippon  CreM 
Bank  Ltd.  also  have  announced  masrj 
preferred-share  offerings — perhaps  |6 
billion  over  the  next  two  years— §( 
shore  up  their  capital  bases  and  pay  ff 
post-bubble  bad  debts. 


recent  exodus  of  overseas  money  com 


outstanding  shares  last  year.  It  was  the 
first  time  the  amount  had  fallen  below 
50%  since  the  early  1970s. 

Trouble  is,  besides  Japanese  trust 
banks  and  life  insurers,  there  have  been 
few  takers  at  home  to  soak  up  all  of 
these  shares.  Major  brokerages  are  us- 
ing wild  gimmicks  to  lure  back  individ- 
ual investors,  who  fueled  the  late-1980s 
bull  market,  bailed  out  when  it  implod- 
ed, and  never  returned  en  masse.  No- 


Even  the  Japanese  governmet,1 
which  has  a  ballooning  budget  defiL 
is  dipping  into  the  stock  market.  Coic 
October,  the  government  will  take  cs 
first  step  toward  selling  off  Osaka-baid 
West  Japan  Railway  Co.,  or  JK  W(t. 
one  of  six  rail  companies  spun  off  frtn 
the  bust-up  of  Japanese  National  Rl- 
ways  (jnr)  in  1987. 

In  one  of  the  highest-value  stock  lf-i 
ferings  of  the  year,  some  1.7  millin 
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ires  will  be  sold  at  major  exchanges, 
e  plan  was  to  cash  in  on  the  rally  to 
p  pare  the  debt  of  jnr  Settlement 
rp.,  a  holding  company  formed  to  as- 
ne  the  debts  of  the  six  railways  that 
:e  formed  Japanese  National  Rail- 
ys.  The  company  inherited  a  stag- 
ing $255  billion  in  debt  from  the  six 
Iroads.  But  with  so  many  shares  com- 
ing for  fewer  investors,  analysts  fig- 
i  the  government  may  need  to  price 
;m  at  a  20%  discount  compared  with 
imilar  jr  East  offering  in  1993. 


lative.  Take  the  heralded  Aug.  30  initial 
public  offering  of  Takefuji  Corp.,  Japan's 
biggest  consumer-finance  lender.  It  ex- 
tends a  maximum  of  $5,000  in  unse- 
cured loans — at  interest  rates  of  up  to 
27% — primarily  to  young  middle-  and 
low-income  salarymen  short  on  yen.  By 
procuring  funds  cheaply  and  charging 
borrowers  dearly,  Takefuji  has  made  a 
killing.  Pretax  earnings  last  year  were 
up  56%,  to  $1.03  billion,  on  a  par  with 
blue-chip  Nintendo  Co.  profits. 

So  Tokyo  fund  managers  are  betting 


TOKYO  FACES  A  SHARE  GLUT... 

►  Japanese  companies  issued  $24 
billion  worth  of  stock  and  convert- 
ible bonds  in  the  first  half  of  1996, 
and  $22  billion  more  is  in  the 
pipeline 

►  Cross-holdings  among  keiretsu, 
which  lock  up  shares,  have  dropped 
from  56%  in  the  late  1980s  to 
49%  now 

►  Banks  are  expected  to  issue  $46 
billion  worth  of  new  preferred  shares 
in  the  next  two  years  to  shore  up 
balance  sheets 

►  Some  $3.1  billion  worth  of  small- 
company  stocks  hit  the  market  from 
April  to  June — while  last  year's 
entire  total  was  $3.2  billion 
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t  in  the  middle  of  an  equity  financing  boom 


The  story  is  the  same  in  Japan's 
oming  over-the-counter  market. 
'Ughly  $3.1  billion  in  small-company 
blic  offerings  hit  the  market  from 
>ril  to  June  alone — just  shy  of  the 
1-year  total  for  1995,  $3.2  billion.  Why 
i  rush?  Companies  fear  that  the  Bank 
Japan  will  raise  the  nation's  near- 
"o  interest  rates  later  this  year,  which 
•uld  probably  shake  up  the  market. 
Some  such  issues  are  heavily  specu- 


that  the  $50-a-share  stock  price  in  Take- 
fuji's  5  million-share  offering  could  rise 
as  much  as  40%  when  trading  begins. 
Yet  the  lender  is  heavily  exposed  to 
Japan's  still-sinking  real  estate  market. 
Some  9.2%,  or  $1.1  billion,  of  its  assets 
are  tied  up  in  a  Kyoto  site  that  devel- 
opers won't  touch. 

The  fate  of  such  IPOs  depends  in  part 
on  whether  the  foreign-money  exodus 
continues.  For  now,  overseas  investors 
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are  jittery  about  the  earnings  outlook. 
Japan's  flagship  semiconductor  giants 
probably  will  suffer  from  this  year's 
60%  drop  in  memory-chip  prices.  And  if 
the  economy  grows  by  only  1.7%  in 
1997,  as  Salomon  Brothers  Inc.  predicts, 
then  an  earnings  rebound  by  manufac- 
turers that  lifted  share  prices  earlier 
this  year  could  be  cut  short. 

Foreign  investors  might  be  lured 
back  if  Prime  Minister  Ryutaro 
Hashimoto's  coalition  government  deliv- 
ers an  expected  $30  billion-plus  supple- 
mentary budget  this 
fall  to  stoke  Japan's 
economic  engine.  That, 
plus  a  modest  pickup 
in  corporate  investment  and  consumer 
demand,  could  strengthen  the  recovery. 

Yet  with  companies  of  every  stripe  is- 
suing new  shares,  foreign  investors  de- 
parting, and  domestic  players  still  wary, 
something  has  to  give  eventually.  A 
tsunami  of  new  shares  with  not  enough 
buyers  is  hardly  the  recipe  for  a  return 
to  the  good  old  days  on  the  Tokyo 
bourse. 

By  Brian  Bremner  in  Tokyo 
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PEARSON  MAY  BE 
POISED  FOR  A  BREAKUP 

Management  has  fluffed  its  move  to  create  a  media  heavyweight 


M 


liehael  Blakenham,  chairman  of 
London-based  Pearson  plc,  and 
his  managing  director,  Frank 
1  Barlow,  want  to  be  remembered 
as  media  executives  who  have  wisely 
prepared  for  the  future.  For  Pearson, 
that  has  meant  shedding  the  oil  ser- 
vices company  and  Royal  Doulton  china 
business  and  adding  television  produc- 
tion to  its  media  holdings,  which  already 
included  the  Financial  Times,  50%  of 
The  Economist  (both  competitors  of 
business  week),  and  Penguin  Publishing 
Co.  To  throw  some  multimedia  sexiness 
into  the  mix,  the  pair  also  acquired 
Mindscape  Inc.,  a  California-based  mak- 
er of  electronic  games. 

The  result  of  this  three-year  flurry 
of  buying  and  selling  has  been  exactly 
what  Blakenham  and  Barlow  did  not 
expect.  The  biggest  problem  is  Mind- 
scape.  A  $00  million  loss  there  con- 
tributed to  Pearson's  40%  earnings  drop 
in  the  first  half,  announced  Aug.  5.  An- 
gry investors  now  question  how  focused 
this  $2.9  billion  company  really  is. 
Adding  to  the  pressure,  rumors  of 
takeovers  and  big  asset  sales  are  dog- 
ging the  C(  >mpany,  which  finds  itself  vul- 
nerable at  a  time  of  major  transition. 
Barlow,  66,  is  on  his  way  out,  joining 
other-  retiring  senior  managers.  The  sta- 


bilizing influence  of  the  Pear-son  family  is 
waning  as  well.  Blakenham,  a  descen- 
dant of  the  founder,  is  58  and  will  prob- 
ably not  be  succeeded  by  a  Pearson 
family  member.  Blakenham  pegs  family 
shareholdings  at  between  7%  and  12% — 
not  much  of  a  takeover  deterrent. 

Despite  some  real  achievements, 
Blakenham  and  Barlow  still  have  to 
prove  the  sound- 
ness of  their-  strat- 
egy. The  Mind- 
scape  deal  has 
stung  the  compa- 
ny. Pearson  paid 
$484  million  for 
Mindscape  in  1994, 
roughly  70  times 
earnings.  The 
price  was  justified, 
board  members 
convinced  them- 
selves, because 
Mindscape  was  the 
ticket  to  the  new 
media  age.  It 
could  help  dream 
up  cd-roms  and 
other  electronic 
vehicles  for  every- 
thing from  Finan- 
cial Times  articles 


BAD  NEWS:  Barlow  and  Blaken-  j 
ham  way  overpaid  for  Mindscape 

to  Penguin's  Beatrix  Potter  books 
But  Mindscape  bet  too  much  on  aj 
expansion  into  action  games  thaj 
fizzled. 

There's  no  longer  a  lot  of  tali 
about  synergy.  Andrea  M.  Kirby,  aj 
analyst  at  Daiwa  Europe  Ltd.,  saj| 
Mindscape  may  now  be  worth  jua 
half  what  Pearson  paid  for  it.  Undti 
a  new  boss,  former  Penguin  execvi 
tive  John  Moore,  Mindscape  is  corj 
centrating  on  teaching  and  wal 
strategy  games,  such  as  ilj 
well-rated  Panzer  General  anl 
Chessmaster  series. 

The  Mindscape  pratfalls  come  al 
ter  two  years  of  lackluster  perfoj 
mance  for  Pearson  stock  and  a  drci 
in  operating  profits  in  1995.  Thl 
record  has  prompted  investors  1 
wonder  if  Pearson  is  out  of  touch  will 
the  fast-changing  media  environmeil 
where  it  has  such  huge  ambitions.  Corl 
pany  insiders  are  acutely  aware  of  till 
criticism.  The  problems  at  Mindscajl 
"dented  the  group's  reputation  for-  beirjjj 
reasonably  skillful  at  acquisition  and  dil 
posal,"  says  John  Makinson,  Pearsoii 
group  finance  director. 

Pearson's  stock  did  pop  up  after  til 
earnings  announcement,  as  the  mark! 
noticed  signs  of  improvement  at  PeM 
guin  and  the  Financial  Times,  wheB 
results  had  been  spotty.  But  serioM 
questions  remain,  including  who  will  r« 
the  company.  Pearson  has  said  thatn 
will  likely  name  a  successor  to  BarkM 
by  next  May's  annual  meeting,  but  ta 
City  would  like  to  see  the  uncertain!} 
ended  sooner. 


Pearson's  Parcel 
of  Businesses 


INFORMATION 


Includes  the  Financial 
Times  and  50%  of  The 
Economist,  Spanish  pub- 
lishing group  Recoletos,  FT 
Information,  medical  and 
legal  publisher  Pearson 
Professional 
Revenues:  $1.2  BILLION 


EDUCATION 


Includes  Addison  Wesley 
Longman,  publisher  of 
school  textbooks  and  other 
works 

Revenues:  $556  MILLION 


Madame  Tussaud's  is  a 
prime  sell-off  candidate 


ENTERTAINMENT 


Includes  Penguin,  soap 
opera  and  games  show  pro 
ducer  Grundy  Worldwide, 
Thames  Television,  24%  o 
Britain's  Channel  5, 
Madame  Tussaud's,  and 
computer-games  maker 
Mindscape 

Revenues:  $1.1  BILLION 

DATA  COMPANY  REPORTS 
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rhere  is  strong  pressure  to  bring  in 
outsider,  perhaps  an  American,  with 
)erience  managing  a  diversified  media 
pire.  Inside  candidates  include  Makin- 
i,  41;  David  Bell,  49,  a  former  jour- 
ist  and  Financial  Times  chief  who 
v  heads  up  the  Information  Div.;  and 
3g  Dyke,  49,  a  respected  media  exec- 
ve  who  was  brought  in  to  head  up 
irson's  television  interests.  If  one  of 
i  ex-Financial  Times  men  wins  out, 
irson  could  be  expected  to  continue 
build  up  its  business  information  ser- 
es. Such  an  executive  would  probably 
3  authorize  a  major  new  internation- 
)ush  for  the  Financial  Times.  In  con- 
st, a  recruit  from  a  company  such 
Walt  Disney  Co.  or  Time  Warner 
:.  might  prefer  to  invest  in  television 
1  Penguin. 

LUNG  TALK.  Until  the  issue  is  re- 
ved,  the  City  will  keep  chiding  Pear- 
i  for  a  lack  of  focus.  The  fact  that 
arson  stock  has  lagged  other  Lon- 
i-traded  media  shares  has  triggered  a 
ite  of  takeover  rumors.  The  theory  is 
it  shareholders  might  see  a  signifi- 
itly  greater  return  under  different 
nagement.  A  recent  study  by  Nick 
ird  of  Credit  Lyonnais  Laing  in  Lon- 
l  pegs  Pearson's  breakup  value  at 
5  billion,  well  above  its  recent  $5.7 
ion  market  cap.  Such  talk  is  galling 
Blakenham.  "I  think  we  have  been 
ng  in  a  very  clear  direction,"  he  says, 
ecutives  point  out  that  by  buying 
ames  TV  in  1993,  Pearson  got  what  is 
iv  Britain's  largest  independent  tele- 
ion  producer,  as  well  as  a  6%  share  in 
>  very  profitable,  Luxembourg-based 
ellite  company,  ses. 
Still,  management  concedes  that  fur- 
;r  slimming  down  may  be  necessary, 
e  frequently  mentioned  disposal  can- 
tate  is  Madame  Tussaud's,  the  wax 
iseum  and  theme  park  business.  An- 
ler  is  the  stake  in  Lazard  Freres  & 
.,  the  investment  firm.  Yet  Makin- 
i  says  that  it  would  be  difficult  to 
d  a  better  profit  generator  than 
zard,  which  contributed  $20  million  in 
5  first  half.  The  TV  business  could 
o  be  easily  sold  for  a  rich  price,  but 
it  would  mean  undoing  years  of  care- 
acquisitions. 

These  difficult  choices  suggest  that 
5  key  question  is  not  so  much  what 
arson  should  sell  as  who  replaces  Bar- 
f.  If  Pearson  directors  get  that  right, 
3  City  will  calm  down,  and  whatever 
ategy  is  settled  on  will  make  sense.  If 
sy  don't,  they  could  find  themselves 
;ssured  into  parting  with  irreplace- 
e  gems. 

By  Stanley  Reed,  with  Katherine 
>n  Miller,  in  London 


SWEDEN 


SAAB:  WHY  GM 

SENT  IN  ITS  ACE  MECHANIC 

After  seven  years,  quality  is  up  but  losses  are  mounting 


There  is  nothing  like  red  ink  to  focus 
the  mind.  Mounting  losses  at  Saab 
Automobile  have  prodded  General 
Motors  Corp.,  which  owns  half  of  the 
Swedish  company,  to  send  in  top 
troubleshooter  Robert  W.  Hendry  as 
ceo.  For  Hendry,  a  close  confidant  of  gm 
Chairman  John  F.  Smith  Jr.,  Saab's 
problem  is  one  of  basic  math.  Con- 
sumers buy  only  about  100,000  Saabs 
every  year,  even  with  heavy  discounting 
in  key  markets  such  as  the  U.S.  Sales 
need  to  hit  140,000  a  year  before  Saab 
turns  a  reasonable 
profit.  The  latest  loss- 
es: $64.6  million  for 
the  1996  first  half  on 
sales  of  $1.5  billion. 

Hendry,  51,  took 
over  on  Aug.  1  from 
former  gm  executive 
Keith  O.  Butler- 
Wheelhouse.  He  con- 
cedes that  mending 
Saab  "is  going  to  be 
a  big  challenge."  But 
it's  no  pipe  dream.  Af- 
ter seven  years  under 
gm's  wing,  Saab's  fac- 
tory productivity  is 
much  improved  and 
quality  has  jumped.  A  luxury  replace- 
ment for  the  aging  9000  model,  whose 
price  starts  at  $32,200  in  the  U.S.,  is 
due  in  the  U.  S.  next  fall.  It  will  give 
Saab  its  freshest  line-up  in  over  a  decade. 
rebuilding.  The  new  car  is  code-named 
C640  and  targeted  at  rivals  such  as  the 
hot-selling  bmw  5  series.  Analysts  say 
its  success  is  crucial  to  Saab.  With  prod- 
uct development  almost  prohibitively 
costly  for  a  small  player  such  as  Saab, 
the  company  has  had  to  dip  into  gm's 
pails  bin — without  losing  the  quirky  flail' 
that  is  Saab's  trademark.  It  will  share  an 
estimated  45%  of  its  components  with 
Opel  models  such  as  the  $27,000  Omega. 
After  the  sedan  debuts  next  year,  a  sta- 
tion wagon — Saab's  first — comes  in  1998. 

With  fresh  products  on  tap,  Hendry's 
main  chore  is  to  rebuild  Saab's  sputter- 
ing dealer  network.  His  first  target  is 
the  U.  S.,  where  Saab  sells  30%  of  its 
cars.  He's  brought  in  marketing  execu- 
tives from  gm's  Saturn  division  to  make 
it  happen.  Saab's  new  chief  in  the  U.  S. 


is  Joel  Manby,  a  former  regional  man- 
ager at  Saturn.  He  wants  to  inspire  in 
Saab  customers  the  cultlike  enthusiasm 
generated  at  Satum.  He  intends  to  in- 
troduce a  key  Saturn  technique:  Give 
each  dealer  a  large  geographic  area, 
cutting  down  on  competition  between 
Saab  retailers  and  boosting  their  profits. 
Manby  also  plans  to  emulate  some  of 
Saturn's  selling  techniques,  such  as  no- 
haggle  pricing. 

Saab's  problems  have  resisted  solution 
for  years.  Since  1990,  Saab  has  shut 


ON  SALE:  Discoimting  doesn't  help  much  in  the  U.S. 


two  factories,  sold  two  others,  and 
slashed  the  workforce  by  half,  to  8,000. 
It  has  laboriously  reduced  the  number 
of  hours  it  takes  to  make  a  car  from 
about  100  in  1987  to  40  in  1995.  gm, 
which  has  spent  $1.4  billion  on  Saab 
since  buying  in  in  1989,  desperately 
wants  to  avoid  a  fiasco.  In  June,  gm  and 
Sweden's  Investor,  gm's  partner  in  Saab, 
signed  a  refinancing  agreement  that  will 
inject  $524  million  into  Saab. 

Skeptics  note  that  Saab  still  won't 
have  much  product  to  sell.  Other  mak- 
ers of  expensive  European  cars,  such 
as  Volvo  and  Mercedes-Benz,  are  racing 
to  broaden  their  model  ranges.  "[Reach- 
ing] 140,000  is  just  not  going  to  hap- 
pen with  a  two-line  range,"  says  Nigel 
Griffiths,  European  auto  analyst  at 
DRi/McGraw-Hill.  Maybe  so,  but  give 
gm  credit  for  finally  moving  decisively  to 
save  a  failing  franchise. 

By  Heidi  Dawley  in  London,  with 
David  Woodruff  in  Bonn  and  Keith 
Naughton  in  Detroit 
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MEXICO 


MEXICAN  BANKS 
PULL  OUT  OF  A  DIVE 

Tough  action  and  fiscal  restraint  head  off  a  full-scale  collapse 


At  Mexico  City's  glass-domed  stock 
exchange,  financial  analysts  packed 
a  conference  room  recently  for  a 
briefing  on  Banca  Serfin,  Mexico's  third- 
largest  bank.  The  news  certainly  sound- 
ed bad:  Serfin  lost  $50  million  in  the 
second  quarter,  and  45%  of  its  loan 
portfolio  was  uncollectible.  Yet  Serfin's 
share  price  rallied  11.5%,  to  4.35  pesos 
a  share. 

How  so?  Investors  finally  were  con- 
vinced that  the  bank's 
new  management  had 
started  taking  tough 
steps  to  clean  up 
Serfin's  books,  toss  out 
inept  executives,  and 
find  a  savvy  foreign 
bank  as  a  partner. 
"The  bank  finally  rec- 
ognized the  extent  of 
its  problems,"  says 
Jose  A.  Garria-Can- 
tera,  Latin  American 
banking  analyst  at  Sa- 
lomon Brothers  Inc.  in 
New  York. 

Serfin  isn't  alone. 
More  than  a  dozen  oth- 
er Mexican  banks  are 
saddled  with  massive 
problems.  Even  so, 
Mexico's  worst-ever 
hanking  crisis  may  be 
easing  faster  than  had  been  expected. 
The  National  Banking  &  Securities 
Commission,  headed  by  veteran  central 
banker  Eduardo  Fernandez  Garcia,  has 
done  a  good  job,  most  analysts  say,  in 
preventing  the  banking  crisis  triggered 
by  the  peso  devaluation  of  1994  from 
reaching  the  depths  of  Chile's  1982 
banking  collapse,  which  crippled  Chilean 
banks'  lending  ability  for  four  years. 

In  the  past  20  months,  Fernandez 
seized  seven  banks  for  mismanagement 
or  fraud,  while  a  government  agency 
shored  up  others  by  buying  $6  billion 
worth  of  uncollectible  loans.  Fernandez 
has  also  offered  incentives  such  as  low 
prices  and  government  cleanups  of  trou- 
bled banks  to  attract  foreign  buyers, 
winning  investments  totaling  more  than 
$1  billion  so  far. 

Now,  Mexico's  reviving  economy  is 
stirring  hope  that  a  business  upturn 
will  buoy  the  banking  system.  Gross 
domestic  product  in  the  second  quarter 
rose  7.2%,  thanks  to  renewed  industri- 


al activity,  mostly  linked  to  exports. 
With  interest  rates  above  24% — kept 
high  by  the  Central  Bank's  anti-infla- 
tionary monetary  curbs — most  busi- 
nesses still  can't  afford  to  borrow,  and 
most  banks  are  focused  on  boosting 
their  capital  and  setting  aside  bigger 
reserves.  But  by  the  second  half  of 
1997,  Garcia-Cantera  predicts,  bank 
profits  will  return  to  pre-crisis  levels 
as  rates  fall,  some  past-due  loans  be- 


come current,  and  business 
es  start  borrowing  again. 


Serfin  is  getting  into  better  Adolf°  LagOS  ended 


shape  to  share  in  such  a  re-  rollovers  and  set  aside 

covery.  It  is  Mexico's  oldest  reserves  to  Cover  all 
bank  founded  in  1864  but  bad  loang  «mat  haw 
had  detenorated  into  a  sham- 

bies.  Driving  its  turnaround  we  changed?  he  asks, 
is  Adolfo  Lagos  Espinosa,  "Everything" 

who  was  recruited  as  chief 
executive  in  March  from  his  job  as  con- 
sumer banking  chief  at  Bancomer,  Mex- 
ico's No.  2  bank. 

"What  have  we  changed?  Every- 
thing," says  Lagos.  In  six  months,  he 
has  replaced  half  of  Serfin's  top  man- 
agers and  laid  off  nearly  10%  of  its 
18,000  employees.  He  ended  all  loan 
rollovers,  even  though  that  aggravated 
the  bank's  past-due  tally,  and  set  aside 
reserves  to  fully  cover  bad  loans — the 
main  reason  for  the  $50  million  second- 
quarter  loss.  He  also  returned  Serfin's 
headquarters  to  Mexico  City  from  Mon- 
terrey, where  majority  shareholder 


Adrian  Sada,  of  the  powerful  Monterre 
business  clan,  had  moved  it  after 
group  he  headed  bought  control  in  1991 
Market  sources  say  banking  author 
ties  had  pressured  Sada — who  held  th 
posts  of  chairman  and  ceo  although  h 
had  little  banking  experience — to  bring  i 
new  management  as  a  condition  for  off 
cial  aid.  Lagos  bristles  at  any  suggesj 
tion  that  he  was  the  government's  choic 
to  ran  Serfin.  But  he  sees  the  chance  t 
turn  it  around  as  "the  professional  cha 
lenge  of  a  lifetime." 
TEAMING  UP.  In  May,  Lagos  negotiate 
a  second,  $2.6  billion  government  pu 
chase  of  bad  loans,  following  a  $5$ 
million  purchase  last  year.  And  he  hi 
raised  \\\'/,  of  $1.:;  billion  in  new  capit 
that  he  pledged  to  obtain  as  part 
the  deal.  J.  P.  Morgan  &  Co.  advance 
$291  million  of  that  through  a  conver 
ible  debt  issue  back* 
by  the  Mexican  go' 
ernment's  guarantej 
Morgan  is  searchir 
for  an  investor  to  tal 
a  20%  equity  stake  j 
Serfin  and  pay  off  tl 
bridge  loan.  "We'i 
looking  for  a  tn 
strategic  alliance  wi 
a  global  bank,"  sa; 
Lagos. 

If  Mexico's  econon 
continues    to  men 
other  banks  that  ha 
teamed  up  with  fo 
eign  partners  may  e 
joy  turnarounds 
well.  Spain's  Banco  B 
bao  Vizcaya  (bbv)  h 
invested  $476  milli 
for  a  70%  share 
Mercantil  Probur 
and  just  plunked  do^ 
$22  million   for  t\ 
smaller  banks,  wh 
Canada's  Bank  of  Mc 
treal  bought  a  1( 
stake,  worth  arou 
$450  million,  in  Btf 
comer.  On  July  25, 
Bank  of  Nova  Sco'l 
agreed  to  pay  $l| 
million  for  an  eventual  55%  of  wl 
had  been  Mexico's  fourth-largest  fin;| 
cial  group,  Inverlat.  Scotia  has  assur 
management  control  and  will  hand  o\\ 
bad  assets  to  the  government.  MeJ 
while,  Spain's  Banco  Santander,  Bankl 
Boston,  and  ge  Capital  are  conduct! 
due  diligence  on  several  Mexican  ban| 

"We've  been  very  flexible  with 
vestors  who  we  think  will  strengtll 
the  banking  system,"  says  FernandJ 
But  if  bank  profits  start  to  recover, 
price  of  entry  into  Mexican  bankjj 
will  go  up. 

By  Geri  Smith  in  Mexico  CI 
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TED  BY  PAULA  DWYER 


/HY  THE  MIDEAST  PEACE  DIVIDEND 

EMAINS  A  MIRAGE  

rael,  the  Lebanon  bombing  campaign,  and  the  election  of 
hardliner  Benjamin  Netanyahu  have  moved  officials  on  all 
sides  to  rethink  cooperative  projects. 

Some  aid  never  materialized.  A  regional  development  bank 
has  yet  to  get  off  the  ground,  largely  because  the  U.  S.  Con- 
gress has  stalled  the  authorization  of  $262  million  in  startup 
funds.  The  Overseas  Private  Investment  Corp.  (opic)  has 
made  just  one  $1.1  million  loan  from  its  $125  million  fund  to 
underwrite  business  in  the  West  Bank  and  Gaza.  And  money 


I  ■hen  Middle  East  politicians  mark  the  third  anniversary 

■  of  the  historic  White  House  handshake  by  the  late 

■  Yitzhak  Rabin  and  Palestinian  leader  Yassir  Arafat 
sept.  13,  it  will  be  a  wistful  ceremony.  Despite  the  hoopla, 
■e's  still  no  Mideast  free-trade  zone,  major  projects  haven't 
en  off  the  ground,  and  most  of  the  region's  economies  are 
)ing  along.  Euphoria  has  given  way  to  the  realization 
j  the  peace  dividend  is  a  long  way  off. 
Consider  Jordan,  often  viewed  as  one  of  the  region's  most 
)le  countries.  A  weekend  of  riots  on 
%  16-18,  in  which  residents  of  the  city 
Karak  burned  schools,  government 
dings,  and  banks,  was  a  stark  reminder 
idiat  happens  when  governments  can't 
ver  jobs  and  growth.  Amman  blamed 
side  agitators,  but  most  experts  pointed 
rustration  over  the  spiraling  cost  of 
lg.  Bread  prices  had  doubled  after  the 
eminent  withdrew  subsidies, 
ordan  isn't  alone.  Egypt  and  the  Pales- 
in  territories  also  have  yet  to  see  a  pay- 
from  new  investment.  The  situation  is 
1  severe  in  Gaza,  where  joblessness  tops  MAKING  NICE; 

and  gross  domestic  product  is  half  of  its  ~ 
1  level.  Only  Israel  is  enjoying  a  boom.  "There's  a  pressure 
cer  building  up  in  the  territories,"  says  Commerce  Under 
retary  for  International  Trade  Stuart  E.  Eizenstat,  who 

with  officials  in  Israel,  Jordan,  Gaza,  and  Egypt  recently, 
'he  dismal  outlook  is  far  from  what  the  Clinton  Adminis- 
ion  expected  three  years  ago,  when  it  sought  to  cement 
peace  accord  with  cash.  The  $1.05  billion  doled  out  so  far 
id  has  failed  to  jump-start  infrastructure  projects  and  lure 
sstment.  Says  University  of  Virginia  Professor  William  B. 
tndt:  "The  notion  that  you  can  pave  the  way  for  peace 
n  economic  cooperation  has  been  debunked." 
VTiat  happened?  Political  instability  surely  cooled  the  in- 
tment  climate.  Rabin's  murder,  terrorist  attacks  in  Is- 


for  energy  and  transportation  deals  has 
been  diverted  to  pay  for  Arafat's  Pales- 
tinian Authority. 

"STONEWALLING."  Israeli  policies  have  wor- 
sened the  situation.  When  Israel  closed  off 
the  territories  after  attacks,  it  threw  Pales- 
tinians out  of  work  and  drove  up  business 
costs.  Some  barriers  seem  aimed  at  shield- 
ing Israel's  monopoly  of  West  Bank  and 
Gazan  markets.  Jordanian  trackers,  for  ex- 
ample, must  unload  goods  at  the  Allenby 
Bridge,  where  they  are  reloaded  onto  oth- 
er trucks  for  delivery  to  the  territories. 
"The  Israelis  are  stonewalling  Jordan  on 
trade,"  says  a  Western  diplomat. 
A  few  cooperative  deals  are  moving  ahead.  Jordan's  Cen- 
tury Investment  Group  assembles  garments  with  Israel's 
Delta  Galil  Industries,  which  exports  them  to  U.  S.  retailers 
such  as  Gap.  And  Clintonites  are  crossing  their  fingers  that  an 
Egyptian-Israeli  gas  pipeline  and  a  free-trade  zone  for  Gaza 
will  win  Israeli  approval  before  a  November  economic  summit 
in  Cairo.  U.  S.  officials,  worried  they're  losing  momentum,  are 
lobbying  American  CEOs  to  attend  the  summit. 

But  hopes  for  the  promised  new  era  of  economic  cooper- 
ation are  fading.  Until  political  mistrust  abates,  they  are  not 
likely  to  revive. 

By  Amy  Borrus  in  Washington, 
with  Kirk  Albrecht  in  Amman 


tat  and  Arafat 


GLOBAL  WRAPUP 


U WAN  TESTS  CHINA 

Taiwan's  President  Lee  Teng-hui  is 
aying  hardball  with  China  again, 
ae  has  slapped  a  temporary  freeze 
i  major  investments  in  China.  And 
ee's  Vice-President  and  Prime  Min- 
ter,  Lien  Chan,  made  a  surprise 
opover  in  Kiev  after  visiting  the 
ominican  Republic.  Chan  was 
■arching  for  new  investment  outlets 
id  seeking  to  enhance  Taiwan's  glob- 
image.  China,  a  major  trading  part- 
sr  of  Ukraine,  immediately  canceled 
trade  mission  to  the  country. 


But  Lee's  moves  could  backfire  if 
China  lashes  back.  On  Aug.  20,  China 
floated  its  plans  for  direct  shipping 
with  Taiwan,  ignoring  a  previous  Lee 
proposal.  And  business  leaders  may 
not  cooperate  for  long.  Companies 
such  as  Formosa  Plastics,  which 
agreed  to  postpone  plans  for  a  $3  bil- 
lion power  plant  in  China,  could  by- 
pass Taiwanese  authorities  and  invest 
on  the  mainland  via  a  U.  S.  unit. 

MEXICO'S  MURDER  PROBE 

►  Mexican  authorities  aren't  giving 
up  on  attempts  to  track  down  alleged 


conspirators  behind  the  1994  assassi- 
nation of  presidential  candidate  Luis 
Donaldo  Colosio.  Ten  people  tied  to 
the  case,  from  suspects  to  prosecu- 
tors, have  been  killed.  The  govern- 
ment in  mid-August  fired  its  third 
special  prosecutor,  who  was  unable  to 
win  the  conviction  of  a  suspected  sec- 
ond gunman,  and  is  expected  to  name 
a  fourth  prosecutor  soon.  But  pres- 
sure is  growing  for  a  more  aggressive 
investigation.  Catholic  church  officials 
in  Mexico  are  now  calling  on  the  gov- 
ernment to  summon  ex-President 
Carlos  Salinas  de  Gortari  to  testify. 
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GROWTH 


SOMETHING  DOESN'T 
ADD  UP  HERE 

Income  is  outpacing  output.  Has  growth  been  understated? 


GOP  Presidential  nominee  Bob  Dole 
charges  that  the  U.  S.  is  stuck  in 
the  slow-growth  doldrums.  And 
the  official  numbers  appear  to 
bear  out  Dole's  charge.  Even  with  a 
surge  of  growth  this  spring,  the  gov- 
ernment's numbers  show  only  a  1.9% 
growth  rate  since  the  beginning  of 
1995 — hardly  the  stuff  that  dreams  are 
made  of. 

But  are  things  that  bad?  A  new  look 
at  the  data  suggests  that  growth  over 
the  past  couple  of  years  may  be 
stronger  than  it  appears.  The  usual 
measure  of  growth  is  gross  domestic 
product,  which  is  figured  by  adding  up 
the  output  of  the  economy.  But  govern- 
ment statisticians  also  calculate  gross 
domestic  income— the  total  of  wages, 
profits,  interest,  and  rents  in  the  econo- 


my— and  this  number  tells  a  very  dif- 
ferent story. 

Over  the  past  18  months,  personal 
and  business  income,  adjusted  for  infla- 
tion, has  grown  at  a  rate  of  2.7%,  almost 
a  full  percentage  point  faster  than  out- 
put. These  income  gains 
are  being  powered  by 
the  unlikely  combination 
of  soaring  corporate 
profits  and  rising  wages. 
Indeed,  incomes  grew 
by  $70  billion  more  than 
output  in  the  year  end- 
ed in  June,  boosting  GDI 
growth  to  a  3.5%  rate 
compared  with  the  2.6% 
gain  in  reported  gdp. 

The  discrepancy  can't 
last  forever.  In  theory, 


INCOMES  ARE  RISING 
FASTER  THAN  OUTPUT 


GROSS  DOMESTIC 
PRODUCT 
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incomes  and  output  should  be  equsj 
This  time  next  year,  the  Commen 
Dept.  will  revise  its  numbers  and  brxq 
the  economy's  books  as  close  to  balan; 
as  imperfect  statistics  allow.  Yet  tl 
unusual  income  gains  suggest  that  I 
the  final  analysis,  the  economy  of  t  ■ 
mid-1990s  will  look  stronger  than  cu 
rent  statistics — or  gloomy  campaii 
rhetoric — indicate.  "When  the  rei 
*     sions  are  finished,  I  suspect  wa 
find  M>mi'\vh;u  nn.tv  <;nr  than  we' 
got  now,"  says  Christopher  Probji 
director  of  forecasting  for  dri/jVI 
Graw-Hill. 

"WE  HAVE  HOLES "  Not  surprising!; 
President  Clinton's  economists  think  # 
too.  "We  know  that  we  aren't  adequap 
ly  measuring  the  growth  of  this  ecoi* 
my,"  says  Joseph  E.  Stiglitz,  chairmanj 
the  White  House  Council  of  Econor 
Advisers.  "When  we  see  gross  domes 
income  growing  a  point  faster  than  G] 
that  suggests  that  we're  underestimatij 
both  actual  and  potential  growth." 
economy's  potential  is  the  rate 
rently  pegged  at  around  2.3% — at  wh 
it  can  grow  without  increasing  in 
tion  over  the  long  term. 

Other  economists — including 
keepers  of  the  statistics — downp 
the  gap's  importance.  'We  rely  more 
the  expenditure  figures  because  hist* 
cally  they've  been  more  accurate," 
J.  Steven  Landefeld,  director  of 
Commerce  Dept.'s  Bureau  of  Econo 
Analysis.  "We  have  holes  on  the  incc 
side  on  the  order  of  hundreds  of 
lions  of  dollars."  One  example:  The 
reau  estimates  small  corporations'  p 
its  based  on  the  reported  earning 
large  companies,  then  checks  those 
jections  against  tax-return  data, 
the  bureau  still  hasn't  received  tax 
ures  to  check  its  1994  statistics, 
mates  of  the  incomes  of  sole  proprie 
and  other  small  businesses  are 
shakier,  since  the  Internal  Revenue 
vice  hasn't  done  the  intensive  au 
needed  to  measure  under-reporting 
sole  proprietors  since  1988. 

But  the  recent  gains  in  income-r 
sured  growth  are  li] 
to  resist  statistical 
forts  to  scrub 
away.  The  strengtl 
corporate  profits  cc 
as  no  surprise  to  i 
one  who  has  watc 
Wall  Street  for  the 
year.  Profits  sui 
16.5%  before  infla 
over  the  12  mo; 
ended  in  March,  theat) 
est  government  rfl 
bers  available. 
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abor  compensation — which  makes  up 
jst  60%  of  GDI — is  on  the  rise  as 
.  Real  wages  are  up  slightly,  while 
number  of  jobs  has  increased  by  a 
I  2.2%  since  last  summer.  If  growth 
faster  than  realized,  that  would  help 
lain  how  wages  and  profits  could 
i  be  up — and  how  stocks  can  be  so 
when  the  economy  seems  so  cool, 
[ore  evidence  of  faster  growth  can 
bund  in  the  government's  tax  col- 
ons, which  are  coming  in  stronger 
1  expected.  Federal  tax  revenues 
;nd  on  the  amount  of  income  flowing 
ugh  the  economy — the  more  wages 
profits,  the  bigger  the  take  for  the 
collector.  This  fiscal  year,  revenues 
beating  projections  by  $22  billion, 
fhile  government  statisticians  may 
er  the  data  on  the  output  side  of  the 
er,  those  figures  seem  to  miss  plen- 


ty of  growth.  For  example,  the  official 
numbers  have  a  tough  time  measuring 
output,  quality  gains,  and  productivity 
growth  in  the  rapidly  expanding  ser- 
vice-producing side  of  the  economy.  As  a 
result,  some  economists  believe  that  real 
economic  growth  could  be  understated 
by  a  full  percentage  point. 

None  of  these  numerical  arguments 
will  matter  on  the  campaign  trail.  Vot- 
ers respond  to  what  they  feel  in  their 
wallets,  not  to  statistics.  Dole  is  hop- 
ing his  call  for  a  15%,  $548  billion  cut  in 
personal  taxes  will  resonate  with  voters 
worried  about  their  own  jobs  and  in- 
comes. But  if  the  income  statistics  are 
telling  the  true  story  of  a  faster-growing 
economy,  the  Republican  candidate  may 
find  a  lot  less  anxiety — and  a  harder 
time  collecting  votes — than  he  expects. 
By  Mike  McNamee  in  Washington 


MISSING  FROM  THE  NUMBERS: 
SOFTWARE'S  BOON 


■  ■hat's  the  most  dynamic  indus- 
jWjftry  in  the  economy?  Soft- 
I W  ware,  probably.  Fueled  by  the 
jrsonal  computer  boom  and  by  the 
se  of  the  Internet,  software  com- 
mies are  generating  billions  of 
jllars  of  salaries  and  profits  for 
teir  employees  and 
lareholders. 

Yet  little  of  this 
rowth  shows  up  in 
ross  domestic  product, 
le  most  frequently  used 
easure  of  economic  per- 
irmance.  The  reason: 
tuck  with  an  out-of-date 
;atistical  scheme,  the 
ommerce  Dept.  does 
at  count  software  pur- 
lased  by  businesses, 
hether  shrink-wrapped 
f  custom,  as  part  of  fi- 
al  output.  As  a  result,  the  output 
umbers  undercount  the  impact  of 
le  software  industry  on  economic 
rowth. 

The  amount  of  income  thrown  off 
y  software  companies  suggests  that 
le  understatement  could  be  sub- 
;antial.  Compared  with  a  year  ago, 
Derating  income  at  the  three  largest 
)ftware  companies — Microsoft,  Com- 
titer  Associates,  and  Oracle — is  up 
y  45%.  That's  a  combined  profit  in- 
case of  $1.7  billion. 

Labor  compensation  in  the  soft- 
are  industry  is  not  far  behind.  The 
imber  of  jobs  at  software  compa- 

es  is  up  by  12%  over  the  past 


year.  And  wage  gains  are  comfort- 
ably exceeding  inflation.  For  exam- 
ple, the  salary  for  software  engi- 
neers is  up  by  6%  this  year, 
according  to  a  nationwide  salary 
survey  provided  by  DataMasters,  an 
information  systems  services  compa- 
ny. In  addition,  many 
employees  receive 
substantial  bonuses 
and  stock  options. 
VIGOR.  But  look  at 
the  economic  output  num- 
bers. The  Commerce 
Dept.  counts  investment 
goods,  such  as  computers 
or  machinery,  in  national 
output.  However,  the  pur- 
chase of  a  piece  of  soft- 
ware is  treated  as  an  in- 
termediate good.  As  a 
result,  it  is  not  part  of 
gdp.  "If  a  business  goes  out  and 
buys  100  copies  of  WordPerfect  to 
load  on  its  PCs,  that's  not  counted" 
in  investment,  concedes  Richard  P. 
Parker,  chief  statistician  at  the 
Commerce  Dept.'s  Bureau  of  Eco- 
nomic Analysis. 

bea  hopes  to  start  treating  soft- 
ware as  an  investment  by  the  end  of 
the  decade,  says  Parker.  But  until  it 
does,  the  vigor  of  the  software  in- 
dustry will  show  up  far  more  clearly 
in  the  income  data  than  the  output 
numbers. 

By  Michael  J.  Mandel  in  New 
York,  with  Mike  McNamee  in 
Washington 


THE  KEY  TO 
CORPORATE 
INNOVATION 
COULD  BE 
HANGING 
ON  YOUR 
REFRIGERATOR 
DOOR 

Educating  for 
the  Workplace 
Through  the  Arts 

A  Business  Week 
Special  Advertising  Section 


Find  out  how  arts  in  education 
today  can  help  foster  a  better 
workforce  for  tomorrow.  Don't 
miss  this  opportunity  to  show 
your  support  for  this  critical  issue 
and  reach  a  national  audience  of 
business  and  political  leaders. 


For  more  information, 
please  contact: 

Kathy  Goggin 
Project  Manager 
Phone:213-480-5215 

Fall  Issue  Date: 
October  28,  1996 

Ad  Closing  Date: 
September  16,  1996 


BusinessWeek 


Beyond  news.  Intelligence. 


A  Division  of  The  McGraw-Hill  Companies 


Industries 


AUTOS 


GET  BIG 
-OR  GET  OUT 

How  Detroit  is  driving  consolidation  in  the  auto-parts  biz 


M 


I  asland  Corp.  was  being  hounded 
to  death  by  the  world's  auto  gi- 
ants, who  piled  demand  atop  de- 
Imand.  Hoping  to  satisfy  its 
overseas  customers,  the  Carlisle  (Pa.)- 
based  maker  of  automotive  carpets 
formed  a  manufacturing  joint  venture 
last  year  in  Britain.  But  Masland  soon 
realized  its  British  thrust  wasn't  enough 
to  assure  long-term  survival. 

Enter  Lear  Corp.  in  Southiield,  Mich., 
the  world's  largest  auto-seat  maker  and 
a  voracious  player  in  the  buying  binge 
sweeping  the  auto-parts  industry.  Since 
1991,  Lear  has  gobbled  up  the  seating 


only  $500  million.  Lear  will  carve  out 
room  in  its  overseas  factories  for 
Masland  to  set  up  operations  quickly 
and  cheaply. 

To  meet  the  demands  of  auto  makers, 
top-tier  suppliers  such  as  Lear  don't 
just  supply  widgets.  They  design  them, 
too,  and  integrate  them  into  big,  com- 
plex assemblies.  And  they  do  it  globally. 
The  number  of  major  parts  makers  will 
shrink  from  5,000  to  2,000  over  the  next 
five  years,  predicts  International  Busi- 
ness Development  Corp.,  a  consultancy 
in  Westport,  Conn.  Lear,  with  revenues 
of  $4.7  billion  in  1995,  sees  the  shakeout 


Coming 
Together 


.uto  makers  want  suppliers  to 
mild  chunks  of  cars.  Lear  Corp., 
lies  all  of  the  parts  highlighted 


□  FUNCTIONAL 
COMPONENTS,  SUCH  AS 
DUCTS  AND  COOLANT 
RESERVOIRS 


■  SEAT  SYSTEMS 

□  DOOR,  SIDEWALL,  AND 
OVERHEAD  TRIM  SYSTEMS 


LJ  FLOOR  SYSTEMS 

□  REAR  COMPARTMENT 
SYSTEMS 


businesses  of  Fiat,  Ford,  Volvo,  and 
Saab.  And  last  year,  it  stunned  com- 
petitors with  its  $900  million  acquisi- 
tion of  interior-parts  supplier  Automo- 
tive Industries  Inc. 

STEEP  PRICE.  With  Masland  looking  for 
a  white  knight,  Lear  Chairman  Ken- 
neth L.  Way  was  ready  to  take  another 
bold  step  toward  becoming  the  first  sup- 
plier capable  of  producing  the  entire  in- 
terior of  an  automobile.  In  July,  Lear 
paid  $384  million  for  Masland,  a  steep 
price  for  a  supplier  with  annual  sales  of 


as  a  golden  opportunity  to  grow.  "Our 
focus  is  on  the  $40  billion-a-year  global 
interior  market,"  says  Way.  "We  think 
we  can  get  a  third  of  that." 

Growth  is  not  always  easy.  As  they 
expand,  first-tier  suppliers  are  being 
forced  by  auto  makers  to  assume  com- 
plicated new  responsibilities,  such  as 
systems  design,  without  being  fully  com- 
pensated for  the  extra  risk  and  cost. 
What's  more,  Wall  Street  analysts  are 
wondering  whether  the  feeding  frenzy 
will  load  debt  and  bureaucracy  onto  an 


industry  that  has  traditionally  bee 
fiercely  independent.  "The  feeling  is  th 
suppliers  have  to  get  bigger — or  gi 
out,"  says  John  A.  Casesa,  managir 
director  at  Schroder,  Wertheim  &  C 
"But  in  seeking  critical  mass,  they  an 
making  some  very  expensive  deals." 

The  price  tags  are  steep  indee; 
British  parts  maker  Lucas  Industrie 
PLC  has  agreed  to  acquire  a  U.  S.  mak| 
of  antilock  brake  systems,  Varity  Corf, 
for  $2  billion,  pending  regulatory  a.4 
provals.  This  spring,  German  supplir 
Robert  Bosch  acquired  the  brake-ma- 
ufacturing  operations  of  AlliedSigrtf 
Inc.  for  $1.5  billion.  And  in  July,  Johns* 
Controls  Inc. — a  major  rival  of  Lear's  i 
seats — announced  a  $1.35  billion  pis 
chase  of  interior-parts  powerhom 
Prince  Corp.  of  Holland,  Mich. 

For  Prince,  pummeled  by  the  saif 
demands  as  Masland,  selling  out  toj 
bigger  supplier  was  inevitable  given  ts 
worldwide  sourcing  demands  of  its  cil 
tomers.  Together,  the  companies  c| 
share  research  and  development,  factcjfi 
space,  and  marketing  worldwide.  "Prhs 
doesn't  need  a  lot  of  help  to  run  gj 
business,  but  we  need  help  to  taket 
around  the  globe,"  says  Prince  Chfi 
Executive  John  Spoelhof. 
NO  EXTRA  PAY?  Who's  driving  the  cJ 
solidation?  In  their  efforts  to  cut  cosi 
the  Big  Three  auto  makers  have  shifli 
design  and  engineering  work  to  tha 
top  suppliers,  even  requirB 
them  to  supervise  smalH 
suppliers  as  wl| 
Chrysler  Corp.,  for  i 
ample,  entrusted  m 
auto-parts  unit  of  Tm 
tron  Inc.  with  the  ij 
ordination  of  the  wS 
of  other  suppliers  on  m 
interior  of  its  new  mi« 
vans — yet  didn't  ffjj 
Textron  any  extra  cm 
for  the  service.  Induslf 
sources  say  Canadji 
parts  maker  Magna  B> 
temational  Inc.  will  jo-, 
duce  the  complete  hM 
rior  for  a  new  Ft& 
Motor  Co.  sport-utility  vehicle  thagl 
scheduled  to  debut  in  the  2000  m<i.efc 
year,  and  Lear  is  bidding  on  similarioj 
tal-interior  projects. 

Escaping  unions  is  generally  no  at; 
the  top  of  the  Big  Three's  priority  lit  'it' 
outsourcing  to  the  likes  of  Lear  « 
Johnson  Controls.  For  one  thing,  he 
unions  are  going  where  the  actioiH 
organizing  workers  at  first-tier  auto  ip 
pliers  that  are  adding  jobs  even  asm 
Big  Three  shrink.  Johnson  Controls*^ 
example,  recently  recognized  the  UrjeJ 
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PENTIUM  PROCESSOR 

How's  this  for  computing 
brawn?  133MHz  processing 
power  and  lightning-quick 
PCI  architecture. 


VILT-IN  28.8Kbps  MODEM 
Vith  a  built-in  voice/fax  modem 
vou  can  stay  in  touch  with  the 
world  quickly  and  efficiently 
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800  x  600  RESOLUTION 

Considering  its  small  size, 
the  Portege  has  a  large 
11.3"  screen  with  brilliant 
active-matrix  color. 


POWERFUL  DOCKING 

Combine  the  Portege  with  the 
optional  Desk  Station  V  Plus. 
You'll  get  stereo  speakers,  hot 
docking  and  SelectBay"  with 
optional  6X  CD-ROM. 


BIGGER  KEYBOARD 

Keys  are  now  larger  and  more  economically  shaped  to  fit  your  fingertips 


ML  THE  MUSCLE.  NONE  OF  THE  FAT 
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INTRODUCING  THE  POWERFUL  NEW  PORTEGE! 

Far  smaller  than  a  standard  notebook,  the  new  Portege  offers  exceptional  performance 
and  power.  The  Portege  features  a  blazing  1 33MHz  Pentium  processor  with  D"J^i^ 
PCI  architecture,  a  gigantic  1.3  billion  byte  hard  drive  and  up  t<  >  SOM  B  c  it  "&XX 
fast  EDO  memory.  You'll  also  find  full-motion  video  and  stereo  sound  to  wlnawfll 
give  your  multimedia  presentations  a  lot  more  punch.  It's  the  best 
yet  from  Toshiba's  award-winning  Portege  line.  Pound  for  pound, 
no  other  notebook  can  touch  it.  For  more  information,  visit  the 
Toshiba  website  at  http://coinputers.toshiba.com,  or  for  a  dealer 
near  you,  call  1-800-457-7777. 


pentium 


PORTEGE 


650CT 

•  113'  color  active-matrix  TFT 
display.  800  x  600  resolution 

•  133MHz  (2  9»)  Pentium'  processor, 
256KB  L2  cache 

•  PCI  system-bus  architecture 

•  16MB  ot  EDO  DRAM  expandable 
to  80MB 

•  1.3  billion  byte  (=1 26GB)  hard  drive 

•  Built-in  28  8Kbps  voice/fax  modem 

•  HiQVideo"  PCI  graphics  controller 

•  16-bit  Sound  Blaster"  Pro 
compatible  audio  system 
with  speaker  and  microphone 

•  Lithium  Ion  battery 


Supports  two  Type  II  or  one 
Type  III  16-bit  PC  Cards,  ZV 
Cards  or  32-bit  CardBus  Cards 
4  8  lbs 

Optional  Desk  Station  V  Plus 
PCI  architecture.  SelectBay" 
PCI/ISA  and  PC  Card  slots 
Optional  NoteDock"  II 
Enhanced  Port  Replicator 
Windows"  95  or  Windows' 
lor  Workgroups  included 
3-year  limited  warranty 
Toll-tree  technical  support  - 
7  days  a  week,  24  hours  a  day 


In  Touch  with  Tomorrow 

TOSHIBA 
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Auto  Workers  at  its  plants  in  Plymouth, 
Mich.,  and  Oberlin,  Ohio. 

The  savings  come  elsewhere.  Casesa, 
the  analyst,  says  Lear  and  rivals  are 
more  focused  and  have  larger  economies 
of  scale.  He  figures  they  can  produce 
seats  at  one-third  the  cost  that  Chrysler 
and  Ford  used  to  spend.  "The  interior 
systems  now  cost  about  $900,"  he  says. 
"If  the  same  one-third  formula  applies,  a 
total-interior  supplier  could  save  $300 
a  car,  and  that's  serious  money." 

The  Big  Three  can  save  on  design 
and  engineering  as  well.  "At  one  time, 
we  had  250  engineers  here,  just  design- 
ing seat  covers,"  says  Thomas  T.  Stall- 
kamp,  Chrysler's  executive  vice-presi- 
dent for  procurement  and  supply.  "Now, 
the  suppliers  are  the  experts." 
"SPECIALIZATION."  But  Stallkamp  wor- 
ries that  suppliers  may  go  overboard 
in  their  rush  to  provide  more  content. 
"Guys  who  do  instiument  panels  want 
to  do  whole  interiors,  and  that  might 
not  work,"  he  says.  "We  think  that  spe- 
cialization can  be  lost."  Way  frets  about 
diluting  the  expertise  of  companies  Lear 
acquires.  "We  want  to  preserve  their 
entrepreneurial  spirit,"  he  says. 

Sometimes  getting  bigger  means  the 
departure  of  the  managers  who  pro- 
duced the  growth.  For  example,  the 
president  of  Automotive  Industries, 
Frederick  F.  Sommer,  decided  Lear  has 
become  too  big  for  his  likes.  So  he  quit 
in  July  to  head  a  smaller,  independent 
supplier:  Citation  Corp.  of  Birmingham, 
Ala.,  a  maker  of  forgings  and  castings. 

No  U.  S.  supplier  has  ridden  the 
wave  of  consolidation  as  Lear  has.  For- 
merly a  unit  of  Lear  Siegler  Inc.,  the 
company  went  private  in  a  leveraged 
buyout  in  1987.  Management  acquired 
the  business  a  year  later,  and  since  then 
Lear's  content  per  vehicle  in  North 
America  has  skyrocketed  from  an  aver- 
age of  $60  to  $285,  and  from  $7  per  ve- 
hicle in  Europe  to  $111.  Lear  went  pub- 
lic two  years  ago,  and  its  stock  has 
doubled  in  value,  to  about  $36  a  share, 
since  the  initial  public  offering. 

Lear  already  makes  parts  ranging 
from  seats  to  floor  mats  to  door  panels 
to  window-washer  reservoirs.  With 
Masland  and  Automotive  Industries,  it 
can  now  supply  virtually  the  entire  pas- 
senger compartment  except  dash- 
boards— and  that's  the  next  acquisition 
target.  "We  want  to  be  able  to  supply 
the  total  interior  product  to  an  assembly 
plant  on  a  just-in-time  basis,"  Way  says. 
"I  don't  think  there's  any  question  that's 
where  the  industry  is  going."  The  same 
trends  are  evident  in  brakes,  fuel  sys- 
tems, and  exterior  trim.  And  if  the  Big 
Three  want  more,  Lear  and  its  rivals 
will  oblige.  As  the  auto  industry  races 
to  cut  costs,  they  have  little  choice. 

By  Bill  Vlasic  in  Detroit 
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USAIR'S  EUROPEAN 
SQUEEZE  PLAY 

Why  Steve  Wolf  is  suing  partner  British  Airways 


No  one  ever  said  Stephen  M.  Wolf 
doesn't  know  how  to  come  out 
swinging.  But  seven  months  after 
the  aggressive  ceo  took  over  the 
controls  at  troubled  usAir,  the  biggest 
surprise  has  been  his  first  choice  of 
punching  bag.  While  investors  have  ex- 
pected a  run  at  uSAir's  high-cost  labor, 
Wolf  has  cozied  up  to  USAir's  unions.  In- 
stead, his  first  blow  has  hit  British  Air- 
ways PLC,  its  partner  and  erstwhile  sav- 
ior. In  an  unexpected  move  on  July  30, 
Wolf  filed  an  antitrust  suit  aimed  at  stop- 
ping a  recently  announced  alliance  that 
would  link  ba,  which  owns  24.6%  of  US- 
Air,  with  American  Airlines. 

Still,  the  move  bears  all  the  hallmarks 
of  the  55-year-old  Wolf's  go-for-broke 
style.  After  turning  around  United  Air- 
lines, Republic  Airlines,  and  now-defunct 
freight  carrier  Flying  Tiger  Line,  Wolf 
has  become  the  airline  industry's  Mr. 
Fixit.  Although  he  declined  business 
week's  request  for  an  interview,  compa- 
ny sources  say  the  suit  is  the  first  sign  of 
Wolfs  strategy  to  fix  the  ailing  carrier. 
Another  big  clue:  On  Aug.  21,  usAir  filed 
for  route  authority  to  fly  directly  to  Lon- 
don's Heathrow  airport  from  the  U.S. 
BALANCE.  Why?  While  reducing  USAir's 
costs  is  a  must,  Wolf  also  believes  usAir 
must  grow  internationally  to  survive. 
That's  likely  to  mean  a  full  merger  or  far 
deeper  partnership  with  another  earner 
down  the  road — and  insiders  say  Wolf 
has  concluded  that  the  somewhat  lop- 
sided deal  with  ba  may  hinder  usAir.  So, 
just  as  Wolf  has  gone  after  union  con- 
tracts in  the  past,  he  figures  he  can  tear 
up  USAir's  current  partnership  with  BA  in 
hopes  of  a  better  deal.  "The  partnership 
is  not  a  great  thing  for  uSAir;  whether 
it'll  be  able  to  survive  as  is,  it's  an  open 
question,"  says  a  company  source.  "An 
alliance  must  have  more 
balance." 

It's  risky — but  the  Ar- 
lington (Va.)  airline  is  far 
less  dependent  on  ba 
than  it  was  just  two 
years  ago.  After  losses 
totaling  $3.1  billion  over 


six  years,  USAir  posted  net  income 
$119  million  for  1995  on  revenues  of  $7] 
billion.  With  passenger-load  factors  hi 
ting  record  highs  this  summer,  Morga 
Stanley  &  Co.  analyst  Kevin  Murphy  e: 
peets  1996  profits  of  $280  million,  befoi 
preferred  dividends. 

Won  over  by  Wolfs  track  record — ar 
the  1.3  million  options  he  has  riding  on  u 
Air's  fortunes — shareholders  are  optimist 
The  stock  now  trades  at  around  18,  trip 
its  early-1995  level.  "Wolf  has  the  ince 
tives  to  get  the  job  done,"  says  Russell 
Thompson,  manager  of  United  Incon 
Fund,  which  holds 
roughly  5  million 
shares.  For  the  mo- 
ment, Wolf  also  ap- 
pears to  be  riding  an 
industry-wide  updraft. 
A  strong  economy 
and  a  temporary  halt 
to  the  10%  federal  tax 
on  U.  S.  airfares  have 
boosted  all  airlines. 
Wolf  is  also  benefiting 
from  $500  million  in 
cuts  by  predecessor 
Seth  E.  Schofield. 

Those  gains  can't 
hide  the  considerable 
hurdles  Wolf  still 
faces:  USAir's  outlays 
remain  the  highest  in 
the  industry — and 
they're  going  up 
(chart).  For  the  first 
half,  high  fuel  costs 
and  a  brutal  winter 
helped  drive  USAir's 
unit  operating  costs 
up  14.3%,  the  indus- 
try's biggest  jump. 

Moreover,  both 


FUTURE  SHOCK? 
As  Wolf  looks  to  London,  South- 
west is  encroaching  on  USAir's 
current  routes.  If  he  doesn't  cut 
costs,  analysts  expect  a  bloodbath 
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;a  Air  Lines  Inc.  and  Southwest  Air- 
5  Co.  are  rapidly  expanding  into  us- 
i  East  Coast  strongholds  with  cut- 
fares.  Now  flying  out  of  Florida  and 
ridence,  "at  some  point,  we'll  probably 
n  a  lot  more  of  their  cities,"  says 
>  McGlade,  Southwest's  vice-president 
schedule  planning.  Analysts  expect  a 
dbath  if  Wolf  doesn't  get  costs  down. 

0  far,  Wolf  has  moved  gingerly.  In- 
rs  and  union  officials  credit  Wolfs 
n — including  two  deputies  who  were 

1  him  at  United,  President  Rakesh 
gwal  and  General  Counsel  Lawrence 
^agin — for  opening  dialogue  between 
ir's  unions  and  managers.  The  infi- 
xed atmosphere  led  to  a 
lagement-labor  task 

e  dedicated  to  end- 
costly  delays.  One 
y  victory:  In 
e,  L'SAir's  on- 
:-arrival  record 
ped  to  second 
e,    up  from 
th  a  year  ago. 
[ore   gains  are 
[y.  In  late  July, 
group  offered 
jestions  on  every- 
g  from  speeding  re- 
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fueling  to  improving 
food  preparation. 
Just  as  important, 
Gangwal  is  closely 
tracking  progress. 
Insiders  say  that's  a 
big  shift  from  the 
past.  "They've  put 
accountability  into 
the  process,"  says 
William  Dalton,  a 
veteran  usAir  pilot. 

Wolfs  wooing  of  labor 
also  appears  to  be  improving  morale. 
Company  officials  and  union  leaders  say 
optimism  is  growing.  The  Wolf  team  "will 
be  able  to  steer  us  in 
the  right  direction  if 
anyone  can,"  says 


BUT  COSTS  KEEP  RISING 


PERCENT  INCREASE 
OVER  1995  FIRST  HALF 
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William  Freiberger, 
assistant  general 
chairman  at  usAir 
International  As- 
sociation of  Ma- 
chinists &  Aero- 
space Workers, 
long  a  harsh 
usAir  critic.  Still, 
no  one  has  forgot- 
ten Wolfs  penchant 
for  playing  hardball,  and 
union  leaders  know  they  haven't  touched 
the  tough  cost  issues.  "At  some  point,  he 
may  go  back  to  his  old  adversarial  ways, 
and  then  we'll  react,"  says  Freiberger. 

Elsewhere,  too,  Wolf  and  Gangwal 
have  cast  a  sharp  eye  on  operations. 
They  quickly  reversed  a  failing  plan  to 
spend  $50  million  retrofitting  planes  to 
expand  or  shrink  business-class  sections 
according  to  demand.  The  program  alien- 
ated business  passengers,  who  like  being 
bumped  up  to  first  class.  And  Wolf  has 
upgraded  the  analysis  used  by  usAir  to 
detei-mine  which  flight  schedules  produce 
the  greatest  revenues — one  reason 
uSAir's  flights  are  now  flying  fuller. 

But  the  biggest  shift  is  Wolfs  plan  to 
move  the  carrier  away  from  the  short- 
haul,  regional  routes  it  flies — primarily  in 
the  Northeast.  Company  insiders  say  he's 
shifting  aircraft  to  coast-to-coast  and  over- 
seas routes.  Such  routes  are  more  prof- 
itable than  short  hops  and  less  vulnerable 
to  cheny-picking.  In  the  past  year,  TJSAir 
has  added  Madrid,  Munich,  and  Rome. 
Still,  foreign  routes  bring  in  just  6.1%  of 
revenues,  up  from  3.8%  in  1994. 

Wolf  believes  uSAir  needs  to  1  olster 
those  routes  with  direct  flights  to  Lon- 
don's coveted  Heathrow  Airport.  That 
explains  the  lawsuit  against  ba:  Under 
the  three-year-old  code-sharing  agree- 
ment between  the  two  airlines,  USAir  is 
kept  out  of  London.  No  longer  content  to 
fill  ba's  London-bound  flights  with  USAir 
passengers,  Wolf  really  aims  to  capture 
some  of  ba's  valuable  London  slots,  in- 
siders and  airline  rivals  say.  USAir  execs 


complain  that  it  re- 
ceives few  benefits 
from  its  deal  with 
ba,  while  ba  adds 
roughly  $100  mil- 
lion in  revenue 
picking  up  USAir's 
passengers.  USAir 
"wants  to  fly  to 
Heathrow,"  says  one 
company  source.  "If 
that  means  USAir 
can't  dance  with  ba,  so 
be  it."  How  might  that  happen?  Wolf 
may  be  counting  on  forcing  ba  to  yield 
some  of  its  U.S.-London  routes,  though 
both  U.  S.  and  British  authorities  would 
have  to  approve. 

OPEN-SKY  IMPASSE.  But  USAir  insiders 
say  Wolf  may  want  to  sever  the  partner- 
ship with  ba;  in  its  suit,  USAir  asks  the 
court  to  order  ba  to  sell  its  holding.  That's 
because  the  real  stakes  may  lie  in  the 
"open  skies"  talks  now  under  way  be- 
tween the  U.S.  and  Britain.  The  U.S. 
won't  allow  ba's  link  with  American  to  go 
through  unless  more  Heathrow  slots  open 
to  U.  S.  carriers.  To  have  a  chance  of  win- 
ning slots  that  become  available,  industry 
sources  say,  Wolf  has  to  break  from  ba. 

Of  course,  Wolfs  power  play  involves 
huge  risks,  not  the  least  of  which  is  irri- 
tating USAir's  biggest  shareholder.  Ex- 
ecs at  the  British  carrier  appear*  unfazed. 
"We  don't  want  the  relationship  to  be 
severed,"  says  one  top  ba  executive.  "We 
have  no  intention  of  relinquishing  our 
shareholdings."  Nor  does  ba  plan  to  re- 
move its  three  directors  from  USAir's 
board.  And  with  the  open-sky  talks, 
which  reopen  Aug.  28,  currently  at  an 
impasse.  Wolfs  efforts  may  yield  little. 

Industry  observers  also  scoff  at  Wolfs 
global  ambitions.  Few  are  making  money 
over  the  crowded  Atlantic  these  days, 
and  every  U.  S.  airline  wants  into 
Heathrow.  Slots  elsewhere  are  few  and 
far  between,  and  given  USAir's  still-shaky 
finances,  it  can  hardly  muscle  into  com- 
petitive foreign  markets.  Many  in  the 
industry  think  Wolf  s  ultimate  goal  in 
breaking  away  from  ba  is  to  be  able  to 
sell  or  merge  USAir,  as  he  has  done  at  his 
previous  three  airlines.  Indeed,  despite 
the  failure  of  earlier  merger  talks,  one 
United  source  says  Wolf  called  ceo  Ger- 
ald C.  Greenwald  regularly  through 
spring  to  revive  his  interest  in  buying 
USAir. 

USAir  sources  agree  Wolf  spoke  to 
Greenwald  early  on.  But  they  say  both 
sides  pushed  the  talks,  and  that  they 
stopped  months  ago.  Until  he  tackles  costs, 
they  concede  he'll  have  no  taker's.  With 
his  suit  against  ba,  Wolf  has  shifted  course. 
But  it  isn't  likely  to  be  any  smoother. 

By  Christina  Del  Valle  in  Washington, 
with  Wendy  Zellner  in  Dallas  and  Su- 
san Chandler  in  Chicago 
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WHAT'S  NEXT, 
BRIDGE  TOLLS? 

Almost  any  risk  can  be  securitized-but  quality  may  be  iffy 

w 


hat  do  credit  cards,  security- 
alarm  contracts,  student  loans, 
mutual-fund  fees,  and  delin- 
quent child-support  payments 
have  in  common?  The  answer:  securiti- 
zation, one  of  those  ugly  words  that  in- 
vestment bankers  come  up  with. 
Through  the  wonders  of  this  red-hot  fi- 
nancing technique,  companies — and  even 
local  governments — are  creating  mar- 
ketable securities  out  of  just  about  any- 
thing but  the  kitchen  sink,  as  long  as  it's 
sitting  on  a  balance  sheet. 

Corporations  issued  $75  billion  worth 
of  asset-backed  securities  (abs)  in  1994, 
$108  billion  in  1995,  and  are  on  track  to 
chum  out  a  record  $140  billion  in  1996 
(chart).  According  to  Securities  Data 
Co.,  abs  offerings  are  growing  at  nearly 
twice  the  rate  of  corporate  bonds. 
"There  is  a  huge  investment-banking 
community  going  after  this  business  and 
an  insatiable  demand  from  investors," 
says  Calvin  R.  Wong,  head  of  Standard 
&  Poor's  New  Assets  group. 
HIGHER  YIELDS.  And  it's  not  just  the 
same  old  assets  showing  up  on  the 
scene.  Not  long  ago,  deals  involving 
credit-card,  auto,  and  home-equity  loans 
dominated  the  abs  landscape.  But  as 
those  deals  become  a  high-volume,  low- 
margin  business,  investment  bankers 
are  targeting  new  asset  types  where 
they  can  charge  higher  fees  and  where 
investors  can  find  higher  yields.  This 


new  generation  of  securities  is  backed 
by  aircraft  leases,  royalty  streams  from 
films,  home-improvement  loans,  proper- 
ty tax  liens,  student  loans,  and  auto 
loans  to  people  with  poor  credit  histo- 
ries. New  York  City  may  even  securitize 
delinquent  child-support  payments.  Mu- 
nicipalities in  New  Jersey  and  New 
York  have  already  securitized  tax  liens, 
and  others  may  follow.  Parking  tickets 
and  bridge  tolls  may  be  next. 

Wall  Street's  latest  burst  of  creativity 
may  bring  new  risks  to  a  market  that 
has  experienced  few  setbacks  since  its 
inception  in  1985.  "When  everybody 
wants  to  securitize,  and  everyone  is 
willing  to  buy,  and  everyone  thinks 
nothing  will  go  wrong,  there  gets  to  be 
a  feeding-frenzy  atmosphere,  and  you 
have  to  remain  cautious,"  says  Paul 
Stevenson,  managing  director  of  Moody's 
Investors  Service  Inc.'s  Asset-Backed 
Finance  group.  The  new  generation  of 
assets  are  piggybacking  on  the  reputa- 
tion of  traditional  asset-backed  securities 
as  safe  investments,  but  many  of  them 
have  little  or  no  track  record.  Even 
tried-and-true  assets  such  as  credit 
cards  have  some  investors  jittery,  since 
the  combination  of  weakening  consumer 
credit  quality  and  a  slowing  economy 
could  result  in  a  lot  more  delinquencies. 

So  how  does  this  financial  alchemy 
work?  Say,  for  example,  xyz  Finance 
Co.  wants  capital  to  make  more  loans  to 


low-income 
families  but  finds 
bank  financing  too  ex- 
pensive or  doesn't  have  a 
high  enough  credit  rating  to 
make  a  corporate  bond  offering  ec 
nomical.  The  company,  which  is  ra 
BB,  finds  that  an  abs  deal  will,  in  eff 
allow  it  to  borrow  funds  at  about 
same  cost  as  an  AAA  borrower.  It 
cides  to  turn  to  the  abs  market. 

After  picking  which  loans  on  its  bo 
to  package  together,  xyz's  underw 
ers  and  lawyers  work  with  rating  ag 
cies  to  figure  out  how  to  structure 
deal  so  that  it  gets  a  good  rating, 
may  have  to  buy  insurance  in  orde] 
make  the  rating  agencies  happy, 
securities  are  then  sold  and  xyz  j 
the  money.  The  assets  are  even  tr; 
ferred  to  a  separate  corporation  so 
in  the  unlikely  event  that  xyz  g 
bankrupt,  creditors  can't  touch  ther 


ANATOMY  OF  A 
SECURITIZATION 


Citicorp  Securities  recently  lead-managed  the  first  public  securitization  of  monthly  electric 
utility  bill  receivables.  The  issuer  of  the  $150  million  deal,  Centerior  Energy  Corp.,  would 
have  paid  about  $5  million  more  in  yearly  interest  had  it  issued  corporate  bonds. 


Residential,  com- 
mercial, and  indus- 
trial'customers  pay 
monthly  electric 
utility  bills  to  two 
Ohio  utilities  owned 
by  Centerior  Energy 
Corp. 


Centerior  works 
with  investment 
bankers  and  rating 
agencies  to  bundle 
together  accounts 
receivable  (the  pay- 
ments due)  from  a 
pool  of  customers. 


A  separate  corpora- 
tion is  created  to 
buy  the  receivables 
from  the  two  BB 
rated  utilities.  The 
receivables  are 
transfered  into  a 
trust. 

DATA:  CITICORP  SECURITIES 


The  trust  issues 
five-year  certificates 
that  get  an  AAA 
rating.  Part  of  the 
receivables  flowing 
into  the  trust  pay 
the  certificate's 
7.20%  coupon. 


Centerior  gets  the 
proceeds  of  the 
offering,  which  was 
met  with  heavy 
investor  demand. 
Centerior  intends  to 
use  some  proceeds 
to  pay  down  debt. 
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he  assets  then  go  to  their  final  rest- 
place,  a  trust.  Now,  when  loan  pay- 
,ts  come  in,  they  flow  into  the  trust 
>ay  the  interest  on  the  securities, 
securities  are  set  up  to  mature  in, 
three  years,  when  investors  get 
r  principal  back. 

BLED  UP.  Securitization  has  been  a 
aver  for  banks.  "In  1990  and  1991, 
biggest  impetus  for  banks  to  do  abs 
to  get  assets  off  the  balance  sheet 
nprove  their  capital  ratio,"  says  Tra- 
ran  Eck,  who  is  a  senior  managing 
ctor  at  Bear,  Stearns  &  Co.  "Now, 
>anks  continue  to  see  core  deposits 
j  out,  they  need  to  replace  that  fi- 
eing,  and  they've  chosen  to  do  it  in 
abs  market." 

•n  the  other  hand,  the  growth  of  the 
market  is  taking  business  away 
a  banks.  Finance  companies  such  as 
en  Tree  Financial  Corp.,  a  manufac- 
;d-housing  lender,  use  asset-backed 
irities  to  fuel  their  rapid  growth, 
s  Martin  P.  Harding,  co-head  of 
man  Brothers  Inc.'s  Asset  Backed 
irities  group:  "These  companies  are 
ling  their  business  through  accessing 
capital  markets  rather  than  through 
i  lines  of  credit  and  other  forms  of 
icing." 

istitutional  investors  are  gobbling 
iBS  deals.  Insurance  firms  and  pen- 
funds  like  the  mix  of  a  top  rating 


and  a  yield  that  is 
a  lot  higher  than  they 
can  get  on  Treasuries  of 
comparable  maturities.  Insurance 
companies,  which  have  to  hold  cash  in 
reserve  against  investments,  are  big 
fans  because  the  top  ratings  on  deals 
minimizes  the  cash  that  needs  to  be 
held  against  them — and  yet  they  get 
those  higher  yields.  Also,  since  asset- 
backed  securities  have  shorter  maturi- 
ties than  many  other  fixed- 
income  securities,  they're 
not  as  sensitive  to  interest- 
rate  swings. 

One  risk  to  abs  investors 
is  that  the  payments  flow- 
ing into  the  trust  don't  fol- 
low then-  historical  pattern. 
That  could  extend  the  life 
of  the  security.  Another 
concern  is  whether  a  deal 
is  properly  structured  so 
that  the  assets  are  actually 
isolated  from  a  bankruptcy 
of  the  issuer. 

A  more  pressing  worry  for  investors 
in  deals  backed  by  consumer  loans  is  the 
decline  in  consumer  credit  quality.  In 
June,  aggregate  charge-offs  in  the  pool  of 
$150  billion  in  credit-card  deals  tracked 
by  Moody's  rose  to  5.5%,  40%  higher 
than  a  year  ago.  As  losses  rise,  some  is- 
suers, such  as  First  Chicago,  have  added 
more  assets  into  their  trusts  to  main- 
tain their  deal's  AAA  rating — which  rais- 
es the  cost  of  the  financing  significantly. 

Strengthening  a  deteriorating  pool  of 
assets  avoids  a  more  costly  prospect — 
having  to  repay  investors  early.  If  a 


THE  BOOM  IN 
ABS  OFFERINGS 
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credit-card  deal  had  big  losses,  investors 
might  have  to  be  repaid  ahead  of  sched- 
ule. A  bank  issuer  might  have  to  put 
those  previously  securitized  receivables 
back  on  its  balance  sheet,  says  Edward 
Bankole,  a  vice-president  in  Moody's 
Structured  Finance  Group.  That  would 
hurt  the  bank's  ratio  of  capital  to  assets, 
which  is  closely  watched  by  regulators. 
TIP  OF  THE  ICEBERG.  There  have  been 
few  high-profile  abs  blowups.  The  deals 
that  have  soured  tend  to  be  small  pri- 
vate placements  backed  by  nontradi- 
tional  assets.  "People  don't  know  about 
the  deals  in  trouble  because  people  don't 
want  to  talk  about  them,"  says  David 
Evans  Katz,  managing  director  of  Iron- 
wood  Capital  Partners  Ltd.  in  Hartford. 

Problems  have  arisen  with  a  number 
of  deals  involving  "subprime  auto 
loans" — auto  loans  made  to  people  with 
poor  credit  histories.  Securitization  is 
the  main  source  of  funding  for  these 
lenders,  and  their  loan  volume  has  ex- 
ploded in  the  past  18  months.  These  is- 
suers typically  do  private  placements, 
but  many  are  now  moving  into  the  pub- 
lic market.  Subprime  auto  loans  can 
make  excellent  securities,  says  Katz, 
but  investors  have  to  do  a  lot  of  re- 
search on  the  deals.  Patricia  Young,  who 
manages  a  number  of  Alliance  Capital 
Management's  mutual  funds,  has  stayed 
away.  "It's  clear  to  me  that  it's  a  very 
good  opportunity  for  the  issuer,"  she 
says.  "It's  not  as  clear  to  me  that  it's  as 
good  an  opportunity  for  investors." 

Investment  bankers  are  working  hard 
to  avoid  any  problems  in  another  fast- 
growing  area — global  asset-backed  se- 
curities. "We're  seeing  the 
global  emergence  of  secu- 
ritization across  asset  class- 
es, markets,  currencies,  and 
countries,"  says  Alvin 
Hageman,  head  of  securiti- 
zation for  Citicorp.  Many 
deals  are  based  in  Latin 
America  and  involve  "op- 
erating assets" — assets 
such  as  a  prospective  soy- 
bean crop,  or  oil  in  the 
ground,  that  exist  but 
haven't  yet  been  turned 
into  a  marketable  product  with  a  cash 
flow.  Insurance  companies  may  also  be- 
come big  securitizers.  Wall  Streeters 
are  working  feverishly  to  figure  out  a 
way  to  securitize  the  reserves  that  in- 
surers hold  against  catastrophic  risks. 

Investment  bankers  have  high  hopes 
for  securitization.  "The  growth  in  the 
past  decade  will  be  seen  as  the  tip  of  the 
iceberg,"  says  Michael  Normile,  head  of 
Merrill  Lynch  &  Co.'s  Structured  Prod- 
ucts group.  And  investors  will  have  to 
work  a  lot  harder  to  navigate  around 
the  unseen  perils  in  the  new  abs  market. 
By  Suzanne  Woolley  in  New  York 
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A  BULL  MARKET- 
IN  MONEY  MANAGERS 

High  profit  margins  and  economies  of  scale  fuel  liaisons 


I 


n  August,  the  pace  usually  slows  at 
Berkshire  Capital  Corp.,  an  invest- 
ment bank  that  specializes  in  bro- 
kering deals  between  money  man- 
agers. But  not  this  year.  That's  because 
earlier  this  summer,  Morgan  Stanley  & 
Co.,  the  global  investment  bank,  agreed 
to  pay  $1.1  billion  for  mutual-fund  man- 
ager Van  Kampen/ American  Capital  Inc. 
Berkshire  wasn't  involved  in  that  deal, 
but  it  has  stirred  up  business  anyway. 
"People  are  saying,  'If  a  knowledgeable 
buyer  like  Morgan  Stanley  is  buying  a 
big  fund  family,  maybe  we  should,  too,' " 
says  H.  Bruce  MacEver,  president  of 
Berkshire  Capital.  "Morgan  raises  the 
ante  for  everyone." 

Actually,  the  stakes 
have  been  rising  for 
some  time.  In  1995, 
mergers  and  acquisi- 
tions activity  in  the 
investment  manage- 
ment business — in- 
cluding not  only  mu- 
tual funds  but  also 
institutional  manage- 
ment— hit  a  record  78 
deals  worth  $5.9  bil- 
lion. Through  Aug.  5, 
54  deals  worth  $4.8 
billion  have  been  an- 
nounced or  completed, 
leaving  little  doubt 
that  1996  will  set  a 
record. 


Lothar  Gries,  a  spokesman  for  Ger- 
many's Dresdner  Bank,  which  purchased 
institutional  money  manager  rcm  Capi- 
tal Management.  "It's  too  expensive  and 
would  take  too  long." 

U.  S.  buyers  show  no  sign  of  backing 
off,  either.  Brokerage  firms  are  expected 
to  plow  bull  market  profits  into  money 
management  because  of  its  steady  rev- 
enue stream.  First  Union  Corp.,  a  North 
Carolina-based  superregional  bank  that 
bought  Evergreen  Funds  several  years 
ago,  is  also  said  to  be  in  the  market. 
And  of  course,  so  are  most  of  the  pub- 
licly traded  companies,  which  can  pay 
with  stock  or  partnership  units.  Among 


Some  Recent  Buyouts 


No  question,  the 
bull  market  is  feeding 
this  merger  wave.  But 
there's  more.  Buyers 
are  attracted  by  the  high  profit  mar- 
gins, strong  growth  prospects,  and  the 
economies  of  scale  inherent  in  the  busi- 
ness. They're  also  making  strategic  ac- 
quisitions, adding  new  products  or  open- 
ing new  distribution  channels. 
WILLING  SELLERS.  Industry  insiders  ex- 
pect demand  from  foreign  institutions 
to  be  especially  robust  as  they  look  to 
globalize  and  tap  U.  S.  investment  ex- 
pertise. "You  have  to  buy  something, 
you  can't  develop  it  yourself,"  says 


ACQUISITION 

TYPE  OF  BUSINESS 

ASSETS 
(BILLIONS) 

ACQUIRER 

VAN  KAMPEN/AMERICAN 
CAPITAL 

Mutual  Funds 

$57.1 

Morgan  Stanley 

CHANCELLOR  CAPITAL  MGT. 

Institutional 

32.0 

LGT  Group 

HEINE  SECURITIES 

Mutual  Funds 

17.0 

Franklin  Resources 

PARETO  PARTNERS 

Institutional 

15.0 

EXEL  Limited 

HOTCHKIS  &  WILEY 

Institutional 

10.0 

Merrill  Lynch 

CLAY  FINLAY 

Institutional 

6.0 

United  Asset  Mgt. 

FLAGSHIP 

Mutual  Funds 

4.4 

John  Nuveen 

VAUGHAN, NELSON, 
SCARBOROUGH  &  McCONNELL 

Institutional 

1.7 

New  England 
Investment  Cos. 

OSV  PARTNERS 

Institutional 

1.0 

United  Asset  Mgt. 

CARNEGIE  HILL 

High  Net-Worth 

0.5 

Pitcairn  Trust 

DATA:  PUTNAM,  LOVELL  &  THORNTON  INC. 

Federated  Investors,  aim  Managemen 
Columbia  Management,  Neuberger  < 
Berman,  and  Trust  Co.  of  the  West. 

All  investment  management  acquis 
tions  are  delicate,  as  performance  ma 
suffer  and  key  managers  or  clients  dt 
feet.  "One  of  the  most  fragile  things  i 
the  world  is  an  investment  organiz: 
tion,"  says  Ronald  D.  Peyton,  ceo  i| 
Callan  Associates,  an  investment  coi 
suiting  firm.  Peyton's  firm  studied  tl 
investment  returns  of  58  money  ma: 
agers  sold  since  1982  and  found  that  ( 
average,  perfoiTnance  fell  slightly  in  tl 
five  years  after  the  sale. 

For  sure,  the  ball  market  on  Wf 
Street  has  had  enormous  impact  a 
money  manager  profits.  Their  fees  are: 
percentage  of  the  assets  under  manag 
ment.  So  when  stock  prices  go  up,  so  J 
revenues — and  most  of  that  drops  rig: 
to  the  bottom  line,  even  if  they  doij 
get  any  new  customers.  But  in  a  ril 
roaring  market,  investors  throw  adi] 
tional  dollars  at  money  managers,  whi 
also  generate  fees.  Fund  compani 
don't  pay  a  portfolio  manager  10  tim 
as  much  when  he's  managing  a  $1  billi 
mutual  fund  as  when  the  fund  was  $1 
million.  And  although  the  mutual-fu 
business  is  compe 
tive,  funds  are 
competing  by  loweri 
fees.  Despite  a  tripli 
of  mutual-fund  ass< 
over    the  past 
years,  the  ratio  of 
penses  to  fund 
has   barely  budg 
Economies  of  scale 


investors. 
All  told, 


marg  j 


the  most  acquisitive  is  United  Asset 
Management  Corp.  (uam),  a  holding 
company  with  45  investment  shops — 
soon  to  be  46 — that  together  manage 
over  $160  billion. 

Who  are  these  buyers  after?  Almost 
any  willing  seller.  Most  of  the  money 
management  firms  are  privately  held, 
with  ownership  limited  to  the  founder 
and  perhaps  several  top  associates.  Hos- 
tile deals  are  out.  Oft-mentioned  sell- 
ers include  Eaton  Vance,  Lord  Abbett, 


are  plump  in  the 
set  management  bi 
ness.  Among 
handful  of  publ 
traded  investmi  I 
management  com 
nies,  the  average  p  u 


cording  to  anal  | 
Carol  Festa  of  Sn 
Barney  Inc.  That 
outstrips  the  profitability  in  other 
nancial-services  businesses  such  as  bs 
ing,  insurance,  and  even  securities  I 
kerages.  It's  also  why  the  investm 
managers  fetch  rich  prices — aroun 
to  11  times  earnings  before  inter 
taxes,  depreciation,  and  amortizat 
That's  nearly  twice  the  norm  for  n 
service  businesses. 

Banks,  insurance  companies,  and  1 
kerage  firms  will  pay  up  for  mo 
managers  because  the  growth  rat' 
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higher  than  that  of  most  of  their 
■  businesses.  Putnam,  Lovell  & 
lton  Inc.,  another  investment  bank 
alizing  in  money  managers,  pro- 
13%  annual  growth  in  assets  under 
.gement  through  2000  and  more 
20%  annual  growth  for  such  seg- 
5  as  equity  mutual  funds  and  401(k) 
.  Those  projections  are  based  on  a 
»-8%-a-year  increase  in  market  val- 
lot  on  double-digit  gains.  The 
th  will  also  be  fueled  by 
ases  in  disposable  income 
investment    as  baby 
ers  reach  their  peak  sav- 
ears.  Finally,  they  project 
and  more  people  will  turn 
ofessional  money  manage- 
as  their  portfolios  grow, 
iustry  executives  and  an- 
s  say  that  if  the  markets 
d,  so  too  would  the  prices 
buyers  might  pay.  But  the 
i  would  continue  to  be 
k.  "Many  transactions  are 
sn  by  strategic  reasons," 


says  Jeffrey  D.  Lovell,  a  principal  at 
Putnam,  Lovell  &  Thornton.  "They're 
done  to  gain  additional  products,  distri- 
bution, or  access  to  overseas  markets 
and  customers." 

Consider  Liechtenstein-based  lot 
Group,  the  main  business  of  which  is 
the  G.  T.  mutual  funds,  lgt  purchased 
U.  S.-based  Chancellor  Capital  Manage- 
ment, a  midsize  money  manager  with 
$32  billion  in  assets,  which  gives  it  en- 


TAKEOVER  FEVER 


DOLLAR  VALUE 
NUMBER  OF  DEALS* 


2 


I  I  I 
I     I     I  I 


THROUGH 
•  AUG.  5  -  60 


■40 


■20 


-  -J— _—  MM.n 

'90       '91       '92       '93       '94       '95  '96 
▲BILLIONS  OF  DOLLARS  NUMBER  OF  DEALS  A 

SALES  OF  MAJORITY  EQUITY  POSITIONS.  MANAGEMENT 

BUYOUTS,  JOINT  VENTURES,  AND  MERGERS  DATA:  BERKSHIRE  CAPITAL  CORP. 


tree  to  the  U.  S.  institutional  in- 
vestor market.  Likewise,  Merrill 
Lynch  &  Co.,  a  powerhouse  in 
mutual  funds  for  individual  in- 
vestors, adds  institutions  as 
clients  from  its  planned  purchase 
of  Hotchkis  &  Wiley. 
THINK  BIG.  Some  sellers  see  their 
deals  as  strategic  moves,  too. 
Dale  B.  Krieger,  founder  of 
Carnegie  Hill  Co.,  primarily  a 
muni-bond  manager,  said  his 
clients  needed  to  own  stocks.  But 
building  an  equity  investment  ca- 
pability cost  too  much.  So  merg- 
ing into  Piteaim  Tiust  Co.,  which 
manages  equities  for  high-net- 
worth  clients  similar  to  his,  made 
a  good  fit. 

Even  collectors  of  money  man- 
agement firms  such  as  uam,  Af- 
filiated Managers  Group,  and 
New  England  Investment  Cos. 
make  acquisitions  with  diversifi- 
cation in  mind,  uam  includes 
emerging-growth-stock  managers 
such  as  Pilgrim,  Baxter  &  Asso- 
ciates, value-stock  buyers  such 
as  First  Pacific  Advisors  Inc.,  and 
managers  of  bonds,  international 
equities,  currencies,  real  estate, 
and  even  timberlands.  Peter  S. 
Voss,  chairman  and  ceo  of  New 
England  Investment,  says  his 
firm's  purchase  of  Houston-based 
Vaughan,  Nelson,  Scarborough  & 
McConnell  Inc.  fit  several  strate- 
gic considerations:  It  added  equi- 
ties to  its  heavily  fixed-income 
asset  base,  diversified  the  busi- 
ness mix  by  bringing  in  founda- 
tions and  endowments,  and  gave 
the  New  England  company  a 
door  to  the  Southwest. 

So  where's  all  the  dealmaking  head- 
ing? A  Goldman,  Sachs  &  Co.  study, 
much  debated  among  money  managers, 
says  within  five  years  the  industry  will 
be  dominated  by  20  to  25  giants  with  at 
least  $150  billion  in  assets.  That's  what 
it  will  take  to  be  able  to  compete  for  in- 
vestment talent,  technology,  and  distri- 
bution globally.  There's  something  to 
that,  uam,  for  instance,  opened  an  office 
in  Japan  to  market  its  firms'  services. 
"A  firm  with  $5  billion  in  assets  would 
have  a  hard  time  getting  an  appoint- 
ment," says  Franklin  H.  Kettle,  a  senior 
vice-president  at  uam.  "With  $150  bil- 
lion, you  stand  a  chance." 

The  message  from  Goldman:  Get  big 
or  team  up  with  a  big  player.  Most  mon- 
ey managers  don't  buy  that  notion,  ar- 
guing that  it's  investment  results  that 
count.  Perhaps  so,  but  with  demand  so 
strong  and  the  deals  so  sweet,  before 
long,  those  $150  billion  giants  may  just 
come  to  pass. 

By  Jeffrey  M.  Laderman  in  New  York 
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Fujitsu's, 
of  course.  As  one  of  the 
world's  largest  software  companies, 
we're  developing  software  that's  changing 
ie  way  business  works.  For  instance,  our  group 
)ductivity  software,  Team  WARE®  is  helping  people 
ompanies  around  the  world  communicate,  share 
mation  and  work  together  better.  cP  Our  object- 
ited  database  engine  and  tools  are  driving  new 
irnedia  and  Internet  applications  that  bring  people 
information  together.  And  WebWorld,  our  website 
:hnology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds. 
cP  So  we  suggest  you  look  into  Fujitsu 
software,  it's  where  everything 
comes  together. 


fujttsu 
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REGULATION 


LEVELING  NASDAQ'S 
PLAYING  FIELD 

New  SEC  rules  would  broaden  investors'  access  to  prices 

On  Aug.  8,  the  National 
Association  of  Securi- 
ties Dealers  was  cen- 
sured for  failing  to  halt 
widespread  price-fixing  on 
its  nasdaq  stock  market. 
Now,  the  Securities  &  Ex- 
change Commission  is  set  to 
drop  a  second  shoe. 

On  Aug.  28,  the  sec  is 
expected  to  approve  trading 
rules  that  could  go  a  long 
way  toward  putting  small 
investors  on  a  par  with  the 
pros.  The  two  key  changes: 
All  investors  will  have  ac- 
cess to  the  best  quoted 
prices,  which  are  now  avail- 
able only  to  institutional 
traders  and  broker-dealers, 
and  brokers  won't  be  able 
to  ignore  offers  from  in- 
vestors to  trade  at  prices 
that  undercut  the  prices 
quoted  by  dealers.  In  any 
one  trade,  a  small  investor 
might  come  out  only  a  few  dollars  ahead. 
But  cumulatively,  the  difference  amounts 
to  hundreds  of  millions  of  dollars  a  year. 
CONTROVERSY.  Proposed  11  months  ago, 
the  changes  have  stirred  a  huge  contro- 
versy. Angry  market  makers  have  com- 
plained to  Congress  that  their  views 
haven't  been  adequately  aired.  They've 
gotten  the  ear  of  Rep.  Thomas  J.  Bliley 
Jr.  (R-Va.),  chairman  of  the  House  Com- 
merce Committee,  which  oversees  the 
SEC.  The  agency  is  concerned  that  Con- 
gress could  delay  or  block  the  rules. 

At  the  center  of  the  dispute  is  profits. 
Offering  better  prices  to  small  investors 
will  slice  into  the  earnings  of  broker- 
dealers.  Many  dealers  think  the  rules 
will  put  firms  out  of  business  and  hurt 
liquidity  in  the  markets.  "More  study  is 
needed,  nasdaq  is  the  engine  of  growth 
for  small  companies,"  says  E.  E.  Geduld, 
president  of  market-maker  Herzog 
Heine  Geduld. 

Advocates  counter  that  the  rules  will 
only  improve  nasdaq  and  other  mar- 


TRADING  FLOOR:  The  measures  could  cut  into  dealers'  profits 


kets.  A  level  playing  field  for  small  in- 
vestors will  attract  more  participants 
and  increase  the  buying  and  selling  of 
stocks.  "Some  market  makers  will  drop 
out,"  says  Bernard  L.  Madoff,  principal 
of  Bernard  L.  Madoff  Investment  Se- 
curities. "The  ones  who  stay  are  the 
most  competitive.  The  market  will  be 
more  competitive  than  ever,"  he  says. 

The  sec  is  convinced  that  the  rules 
are  needed  to  clean  up  the  market.  In 
its  investigation  of  nasdaq  trading  prac- 
tices, the  sec  found  ample  evidence  that 
dealer  firms  trading  in  the  same  stock 
sometimes  conspire  to  set  an  artificially 
wide  "spread" — the  difference  between 
the  bid  and  ask  prices.  Generally,  in- 
vestors must  sell  at  the  quoted  bid  price 
and  buy  at  the  ask  price.  Dealers  profit 
by  buying  for  less  than  the  advertised 
bid  price  and  selling  for  more  than  the 
ask  price.  They  keep  the  difference — 
usually  at  least  12%  a  share. 

With  new  electronic  markets  such  as 
Instinet  Corp.,  owned  by  Reuters  Hold- 


ings plc,  the  ability  of  brokers  to  strili 
favorable  deals  at  prices  better  than  til 
spread  has  become  more  prevalen 
These  electronic  systems  are  a  quiA 
and  anonymous  way  for  big  traders  a 
buy  and  sell  blocks  of  stock  at  prio1 
better  than  the  quoted  nasdaq  sprea; 
But  only  the  biggest  players — broke! 
dealers  and  mutual-fund  traders — ha^ 
access  to  these  systems,  nasdaq  dealeli 
are  the  biggest  users. 

The  sec  wants  investors  to  be  awafl 
of  better  prices — withoi 
putting  the  innovative  sjl 
terns  out  of  business.  India 
try  insiders  think  the  si 
will  require  bid-ask  quottt 
from  Instinet  to  be  display! 
side  by  side  with  nasdJ 
prices  on  national  quote  sjl 
terns.  They  expect  the  si 
to  allow  traders  to  rema| 
anonymous  on  Instinet. 
IGNORED.  The  sec  plans 
help  small  investors  in  z 
other  way.  Investors  too 
ten  come  up  short  wh 
submitting  an  order  to  b 
or  sell  at  a  specific  price 
side  the  dealers'  quot^ 
range.  These  "limit  order! 
are  often  ignored  becau| 
more  competitive  offers  nJ 
row  dealers'  spreads. 

To  coirect  the  problem! 
second  rule  will  requijjj 
dealers  to  broadcast  cil 
tomer  limit  orders  to  tl 
market  when  they  are  offering  a  bettl 
price  than  the  one  being  quoted  in  t| 
market.  The  industry  won't  contel 
the  rule,  but  it  is  fighting  the  sec  on  tfl 
size  of  the  orders.  The  sec  is  proposil 
that  the  rule  cover  trades  of  up  to  10,Ci 
shares.  The  dealers  want  the  upper  li^t 
it  to  be  smaller,  perhaps  as  low  as  1,01 
to  protect  their  business.  The  sec  hasl 
made  a  final  decision. 

Whatever  the  sec  staff  recommenil 
the  commissioners  are  expected  to  m 
prove  at  their  next  open  meeting.  Coif 
plianee  is  expected  to  be  phased  in  o\ii 
the  next  several  months.  That  is,  if  C<B 
gress  doesn't  step  in.  Under  a  smM 
business  bill  signed  last  spring,  C^J, 
gress  can  delay  for  60  legislative  ds# 
new  federal  regulations  for  further  stuff! 
or  even  overturn  the  rules.  But  with  1 1 
much  attention  focused  on  NASDAQ  pnB 
lems,  Congress  will  hopefully  side  wij 
the  investor  on  this  one,  and  not  ti 
securities  industry. 

By  Michael  Schroeder  in  Wash  ing^  j 


Angry  market  makers  have  complained  to  Congress, 
which  could  delay  or  even  block  the  measures 
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GENE  G.  MARCIAL 

EST  LITTLE  S&L 
I  CALIFORNIA? 

alifornia  thrifts  are  hot  properties. 
Passion  for  savings  and  loans  has 
ead  to  California,  and  pros  who  had 
n  ignoring  the  group  are  snapping 
shares  of  the  state's  s&ls. 
in  s&L  that  one  New  York  invest- 
nt  house  is  accumulating:  Downey 
lancial  (dsl),  whose  shares  have 
iped  to  25,  up  from  20  in  less  than  a 
nth.  The  reason?  Buyout  fever. 
We  believe  a  long-term  takeover 
ye  of  s&ls  is  building,"  argues 

RIDING  A  TAKEOVER  WAVE 


DATA:  BLOOMBERG  FINANCIAL  MARKETS,  FIRST  CALL  CORP. 

)mas  O'Donnell  of  Smith  Barney. 
California's  economy  firms  up,  notes 
)onnell,  large  s&ls  will  be  chasing 
ill  ones.  Two  recent  takeovers:  First 
tionwide  Bank  agreed  to  buy  Cali- 
nia  Federal,  and  Washington  Mutu- 
>pted  to  acquire  American  Savings. 
'This  takeover  wave  should  crest  in 
)  to  three  years,"  O'Donnell  believes, 
minating  in  out-of-state  banks  buy- 
merged  California  s&ls.  "Few  will 
tiain  unaffected,"  he  says. 
\mong  the  smaller  outfits,  Downey 
in  oft-mentioned  target,  he  notes, 
's  a  diversified  thrift  starting  to  rev 
under  talented  management." 
)ne  money  manager  argues  that 
wney,  holding  company  for  Downey 
Tings  &  Loan — with  53  branches  and 
iets  of  $4.5  billion — has  what  big 
ifts  want:  a  high  ratio  of  deposits  to 
ets  (it  has  nearly  $4  billion  in  de- 
iits),  a  turnaround  in  earnings,  and  a 
nagement  team  that  has  a  fat  stake: 
airman  Maurice  McAlister  owns  20% 
the  stock.  Other  insiders  own  6%. 
Ihe  investment  manager  figures  the 
ck  should  fetch  30  based  on  funda- 
ntals  alone.  "In  a  takeover,  the  stock 


is  worth  more — about  40,"  he  says.  This 
pro  believes  three  major  California  s&ls 
have  expressed  interest  in  Downey.  CEO 
Steve  Prough  says  "We're  taking  ad- 
vantage of  our  great  market  niche  to 
become  much  bigger."  There  are  no 
takeover  talks  going  on,  he  said. 

Some  analysts  like  the  stock  even 
without  the  prospects  of  a  takeover. 
Currently  trading  close  to  its  book  val- 
ue of  23,  Downey  "remains  one  of  the 
most  attractive  and  overlooked  stocks 
among  midsize  California  thrifts,"  says 
analyst  Campbell  Chaney  of  Rodman  & 
Renshaw,  a  Chicago  securities  firm. 
Downey  represents  a  "solid  value," 
whose  earnings,  he  adds,  are  expected 
to  continue  to  grow  at  a  double-digit 
annual  rate. 


SANO  HITS 

A  HEALTHY  PATCH 

After  reaching  18  in  late  May,  shares 
of  Sano  (sano)  had  plummeted  to 
10  by  July  24.  Earnings  had  been  dis- 
appointing for  the  maker  of  patches 
that  transmit  drugs  through  the  skin: 
It  posted  a  second-quarter  loss  larger 
than  the  Street  expected.  Even  so,  the 
stock  started  rising  again  towards  the 
end  of  July.  By  Aug.  21,  it  had  climbed 
to  17.  Why?  Sano  got  a  shot  in  the 
arm  from  Bristol-Myers  Squibb. 

Bristol-Myers  agreed  to  pay  Sano 
$40  million  to  produce  a  skin-patch  ver- 
sion of  Bristol-Myers'  BuSpar,  an  anti- 
anxiety drug.  BuSpar  is  an  oral  treat- 
ment for  anxiety.  Sano's  system  will 
deliver  the  appropriate  dosage  through 
an  adhesive  patch. 

With  the  stock's  resurgence,  are  in- 
vestors thinking  about  cashing  out? 
"We  aren't  selling.  We  are  in  fact  buy- 
ing more  shares  to  add  to  the  1  million 
we  already  own,"  says  Jim  Awad,  pres- 
ident of  Awad  &  Associates  Asset 
Management,  a  division  of  Raymond 
James  &  Associates.  He  argues  that 
the  stock  is  worth  twice  its  current 
price,  especially  with  its  Bristol-Myers 
deal.  Sano  will  receive  an  initial  $15 
million  from  Bristol-Myers,  which  has 
agreed  to  make  additional  payments 
as  BuSpar  completes  certain  clinical 
tests  and  clears  regulatory  hurdles. 

Awad  thinks  Sano  is  ideal  for  Bris- 
tol-Myers— not  only  as  a  marketing 
partner  but  also  as  an  eventual  acqui- 
sition. "Think  of  it,"  he  says.  "Bristol- 
Myers  has  so  many  drugs  that  can  use 
skin  patches.  And  as  Sano  gets  big- 
ger, it  will  be  a  perfect  team-up." 


Analyst  Patricia  Bank  of  securities 
firm  Wheat  First  Butcher  Singer,  who 
recommended  the  stock  in  June  at  17, 
says  Sano  has  a  plan  to  commercialize 
a  range  of  generic  and  proprietary 
patches.  If  it  works,  Sano  could  be- 
come profitable  soon,  she  says. 

HOW  BI0VAIL  MAY 
FOIL  THE  SHORTS 

Money  manager  Stanley  Goldring 
thinks  he  has  found  another  Anti- 
gen or  Conseco — stocks  that  have  been 
bonanzas  for  him.  Goldring,  who  heads 
the  KG  Securities  unit  at  investment 
bank  Ladenburg  Thalmann,  is  focus- 
ing on  Biovail  (bvf),  which  the  short- 
sellers  love  to  hate.  Now  at  24  a  share, 
Biovail  reached  38%  in  late  May — be- 
fore the  shorts  pummeled  it. 

But  Goldring  is  unfazed.  Biovail 
makes  controlled-release  drugs  such  as 
Tiazac,  its  generic  formulation  of  dilti- 
azem,  a  hypertension  remedy. 

The  shorts  insist  Tiazac  sales  aren't 
going  well.  But  Chairman  Eugene 
Melynk  says  sales  are  on  target.  He 
notes  that  a  group  led  by  George  Soros 
owns  some  20%  of  the  stock. 

Goldring  says  that  "second-quarter 
earnings  of  $5.9  million,  or  23<z  a  share 
vs.  an  operating 


PUMMELED  BY 
D00MSAYERS 


loss  of  $472,000  a 
year  ago  exceeded 
the  Street's  expec- 
tations." He  sees 
Biovail  making 
90<z  a  share  this 
year  on  revenues 
of  $75  million,  and 
$1.65  to  $1.75  next 
year  on  $110  mil- 
lion. What  the 
shorts  are  missing, 
says  Goldring,  is 
the  potential  of 
Biovail's  other 
products,  including 
seven  drugs  in  ad- 
vanced development  for  which  it  plans 
to  seek  fda  approval  in  the  next  6  to  18 
months. 

Chief  among  them  is  Biovail's  generic 
version  of  Procardia  XL,  Pfizer's  drug  for 
angina  and  hypertension.  He  says  Biovail 
is  talking  with  several  pharmaceutical 
houses  about  marketing  a  controlled-re- 
lease version  of  Procardia  and  expects  a 
deal  to  be  signed  this  year.  Biovail's 
generic  Procardia  "can  take  30%  of  the 
current  $1  billion  market  and  add  $5  a 
share  to  earnings,"  he  adds. 


APR.  1. '96  AUG. 20 
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TELECOMMUNICATIONS 


DID  YOU  SAY  SPRINT 
WAS  NO.  1  ? 

Not  quite.  But  it  tops  a  consumer  poll  as  growth  surges 


So  you  thought  at&t  was  the  brand 
to  beat  in  the  telecom  wars? 
Think  again.  In  a  customer  satis- 
faction survey  released  on  Aug. 
23  by  consumer  polling  company  J.  D. 
Power  &  Associates  (page  78),  AT&T 
came  in  second.  The  No.  1  spot  went  to 
Sprint  Corp.,  though  it  commands  only 
9%  of  the  long-distance  market,  vs. 
AT&T's  55%.  MCI  Communications  Corp. 
came  in  third.  In  1995,  the  first  year  of 
the  survey,  Sprint  had  been  No.  1  with 
high-volume  users,  but  at&t  was  favored 
by  the  80%  of  callers  who  spend  less 
than  $50  a  month  on  calls — the  ones  that 
make  up  the  bulk  of  at&t's  calling  base. 
Now,  Sprint  is  No.  1  overall. 

Why  the  switch?  Chalk  it  up  to  the 
Dime  Lady — consumers  seem  to  love 
Sprint's  offer  of  a  flat  rate  of  10<2  a 
minute,  no  matter  what  time  of  the  day 
or  how  far  you  call.  "Sprint  is  seen  as 
doing  a  much  better  job  of  delivering 
better  value  and  simpler  rates,"  says 
Zaiba  Nanji,  director  of  telecommuni- 
cation services  for  J.  D.  Power. 

The  Power  survey  is  the  latest  in  a 
string  of  wins  for  the  little  phone  com- 
pany that  would  be  bigger.  The  earner, 
based  in  Westwood,  Kan.,  sparkled  in 
the  second  quarter:  Net  income  surged 
29%,  to  $317  million,  while  revenues 
grew  12%,  to  $3.5  billion.  Long-distance 
calling  volume  rose  a  stellar  19%  over 
the  year-ago  period,  compared  with  15% 
for  mci  and  a  dismal  5%  for  at&t.  Sprint 
was  the  only  one  of  the  Big  Three 
whose  calling  volumes  grew  more  in  the 
second  quarter  than  in  the  first. 
BIG  JUMP.  No  question,  Sprint  is  on  a 
hot  streak.  Sprint  Spectrum,  the  first 
Personal  Communications  Services  (pes) 
wireless  system  in  the  U.  S.,  has 
snagged  100,000  subscribers  in  Wash- 
ington, D.  C,  since  April.  The  compa- 
ny's local  phone  business,  which  serves 
communities  in  '  states  and  accounts 
for  57%  of  profit  earned  $328  million  in 
operating  incon  •  in  the  second  quar- 
ter— a  20%  jump  over  the  prior  year. 
Global  One,  Sprint's  international  ven- 
ture with  France  Telecom  and  Deutsche 


Telekom,  has  won  30,000  business  cus- 
tomers since  its  Feb.  1  launch.  On  Aug. 
20,  Sprint  added  a  consumer  Internet 
service  featuring  its  signature  flat-rate 
pricing. 

Wall  Street  is  taking  heed.  Sprint's 
stock  is  up  more  than  40%  in  the  past 
year,  from  28  to  around  40.  Analysts 
see  more  growth  potential  in  Sprint  be- 
cause it  is  already  in  local,  long-distance, 
and  wireless  services,  so  it  may  be  able 
to  beat  its  rivals  to  market  with  "bun- 
dles" of  telecom  services.  "Sprint  is  the 
perfect  model  for  the  industry  going 
forward,"  says  Prudential  Securities  an- 
alyst Michael  Elling. 

Not  that  there  aren't  hurdles  ahead. 
Deregulation  will  bring  unprecedented 
competition  in  all  of  Sprint's  businesses, 
squeezing  profits  just  when  the  company 
is  chewing  up  capital  with  expansion. 


Sprint's  hot  streak  is  in  large  part  due  to  the 
Dime  Lady  campaign-a  100-a-minute  rate 
that  customers  love  for  its  simplicity 


Indeed,  until  lately  Sprint  seemed  the 
most  vulnerable  of  the  Big  Three.  Its 
ambitious  local-calling  alliance  with  three 
cable-TV  companies  fell  apart.  The  multi- 
billion-dollar  bet  on  PCS  looked  iffy,  and, 
worst,  the  company  lagged  behind  com- 
petitors in  volume  growth  through  most 
of  1995. 

That  was  before  the  Dime  Lady  ads. 
The  Sprint  Sense  spots,  featuring  Can- 
dice  Bergen,  began  early  this  year  and 
hammered  home  the  simple  proposition 
of  10(2  a  minute — no  matter  what.  Other 
calling  plans  may  be  cheaper,  but  none 
is  easier  to  understand.  "I  think  we've 
hit  on  a  successful  formula,"  says 
William  T.  Esrey,  chairman  and  ceo. 
"The  key  is  that  simplicity,  that  direct 
approach."  Sprint's  promotion  has  even 
won  kudos  from  rivals.  "Customers  like 
simplicity,  and  they  like  offers  that  are 
very  understandable,"  concedes  outgoing 
AT&T  President  Alex  J.  Mandl. 


Sprint  Sense  was  followed  by  a  te 
of  other  simple  promotions.  The:'. 
Fridays  Free:  Small  businesses  cai.c; 
all  they  want  on  Fridays  for  no  chijr 
Despite  some  initial  snafus — thouspu 
of  residential  consumer's  managed  tig* 
in  on  the  deal — Fridays  Free  has  bos 
ed  call  volumes  and  reversed  Spnt 
poor  showing  in  small-business  maiet 
A  year-old  cash-back  program,  vrii 
offers  customers  a  10%  refund  if  jta< 
stay  with  the  company  12  months.il 
appears  to  be  working.  In  the  firsljb 
of  this  year,  while  at&t's  chum  rm 
the  number  of  customers  it  losfr 
jumped  117%  over  the  prior  six  mcftl 
according  to  market  researcher^ 
Group  Inc.,  Sprint's  churn  rose  ?'< 
MCl's  rate  rose  79%. 

Esrey,  a  hard-charging  formeji' 
vestment  banker  who  has  headecjtls 
company  since  1985,  has  no  illuo 
about  how  transient  a  victory  in  sift  I 
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ile  market  can  be.  "We  could  still 
v  it  up,"  he  acknowledges  bluntly, 
irint's  long-distance  success,  in  par- 
ir,  could  turn  on  a  dime.  Smaller 
«d-tier"  carriers  have  been  gaining, 
soon  the  Baby  Bells  will  offer  long- 
.nce  service  within  their  regions. 
r  aim  to  get  15%  to  25%  of  the 
distance  market  in  three  years.  So 
:ontest  for  long-distance  subscribers 
icalating.  Analysts  estimate  that 
sent  $1.5  billion  in  $50  and  $100 
ks  to  lure  customers  in  the  second 
ter,  for  instance. 

)rint  may  be  in  a  better  position 


CAUTIOUS:  CEO  Esrey  has 

■  no  illusions.  "We  could  still 
screw  it  up, "  he  says 

|  than  at&t  and  MCI,  though. 

Tlit'  Bells  arc  focusing  on  resi- 
4  dential  customers,  who  account 
for  only  a  third  of  Sprint's 
business.  And  Sprint  has  cut 
deals  with  Nynex,  Bell  At- 
lantic, SBC  Communications, 
and  Pacific  Bell — which  are 
loath  to  give  business  to  giant 
at&t — to  carry  then-  long-dis- 
tance calls.  This  wholesale 
business  doesn't  command  as 
high  a  price  as  retail  calling 
but  requires  no  advertising  or 
customer  support,  so  profit 
margins  are  still  healthy.  "We 
actually  could  come  out  ahead," 
I  says  Esrey. 

Gaining  local  business  may 
be  harder.  Sprint  has  6.9  mil- 

■  lion  access  lines  from  suburban 
Las  Vegas  to  Florida  and 
hoped  to  expand  quickly  by 
aligning  with  Cox  Communica- 
tions, Comcast,  and  Tele-Com- 
munications. That  1994  plan  to 
offer  local  service  over  cable 
systems  collapsed  this  year 
when  the  parties  differed  on 
splitting  costs  and  revenues 
and  how  to  brand  the  service. 

Esrey  would  still  like  a  cable  link  so  he 
doesn't  wind  up  reselling  Baby  Bell  ser- 
vice, and  he  hasn't  given  up  on  individ- 
ual deals  with  cable  companies. 

With  pressure  building  in  long-dis- 
tance and  local,  Sprint's  bet  on  PCS  be- 
comes more  important.  PCS,  an  all-digital 
system,  provides  better  quality,  more 
capacity,  and  more  features  than  con- 
ventional cellular,  but  it's  enormously 
costly.  Sprint  Spectrum,  the  PCS  part- 
nership with  the  cable  companies  in 
which  Sprint  owns  40%,  bid  $2.5  billion 
for  licenses  that  will  cover  190  million 
potential  users,  making  it  by  far  the 


largest  player.  Some  $5.5  billion  in 
equipment  and  start-up  costs  will  bring 
the  tab  to  $8  billion  by  1999.  "It  is  a 
huge  investment,  and  one  that  we  didn't 
think  made  particular  sense  for  us," 
says  Gerald  H.  Taylor,  president  of  mci, 
which  sat  out  the  PCS  auctions. 

Esrey  likens  Sprint's  PCS  bet  to  the 
one  in  1988  that  transformed  a  rural 
phone  company  called  United  Telecom- 
munications Inc.  into  Sprint.  Then,  Sprint 
was  the  first  long-distance  canier  to  in- 
vest in  a  nationwide  fiber-optic  network. 
BIGGEST  THREAT.  The  payback  from 
fiber  was  easier  to  see,  however.  For 
one  thing,  the  technology  Sprint  chose 
for  its  PCS  network — called  cdma — is 
far  from  proven.  Some  experts  still 
doubt  that  cdma  handsets,  made  by 
Sony  Corp.  and  Qualcomm  Inc.,  will  be 
available  in  large  quantities  by  the  end 
of  this  year,  which  could  hinder  Sprint's 
plans  to  be  in  15  markets  by  then. 
Sprint  also  needs  to  maintain  relations 
with  its  cable  partners — the  same  ones 
it  already  fell  out  with  over  a  local  tele- 
phone effort. 

Perhaps  most  threatening  is  the  po- 
tential for  an  immediate  price  war  in 
PCS.  The  Federal  Communications  Com- 
mission auctioned  off  three  PCS  licenses 
in  each  city,  and  the  new  wireless  ser- 
vices will  be  fighting  with  the  two  cel- 
lular operators  already  there.  Sprint's 
success  in  Washington  has  come  mainly 
from  undercutting  cellular  competitors 
by  as  much  as  15%  and  offering  spe- 
cial promotions,  such  as  no  charge  for 
the  first  minute  of  incoming  calls. 

Esrey  says  that  Sprint  will  thrive, 
not  only  in  PCS  but  in  long-distance  and 
local  calling.  "It's  all  about  marketing, 
and  there  are  only  three  national  brand 
names,"  he  says.  Lately,  with  above-av- 
erage growth,  the  Power  survey  win, 
and  the  hit  Dime  Lady  campaign.  Sprint 
is  outmarketing  the  other  two.  That 
means  a  lot  more  dimes  will  roll  in. 

By  Peter  Elstrom.  in  Westwood,  Kan., 
with  bureau  reports 


Where  Sprint  Is  Running  Strong 


NT  BUSINESSES  (1995) 

REVENUES 

OPERATING  INCOME 

PROSPECTS 

4G  DISTANCE 

$7.28  billion 

$706.8  million 

Recent  marketing  initiatives,  particularly  flat-rate  pricing,  have  given  a 
needed  boost.  But  new  entrants,  including  the  Baby  Bells,  are  likely  to  take 
market  share  in  the  years  ahead. 

:al  operations 

$4.72  billion 

$1.13  billion 

Lucrative  operations  in  small  markets  are  probably  safe  from  competition 
in  the  near  term.  But  Sprint's  plan  to  add  local  service      able-TV  part- 
ners has  fallen  apart. 

DINT  SPECTRUM 

No  revenues 

With  three  cable  partners,  Sprint  is  putting  $8  billion  into  \  new  wireless 
technology,  but  the  payoff  is  years  away. 

DATA  COMPANY  REPORTS 
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Information  Processing 


SOFTWARE 


LOTS  OF  DOOM 
BUT  NO  GLOOM 

The  smash  video  game  is  just  the  beginning  for  GT  Interactive 


! 


Iention  the  title  Doom  to  computer- 
game  addicts,  and  they'll  wax  ec- 
static about  the  twentysomething 
programming  geniuses  at  id  Software, 
creators  of  the  best-selling  gore-and- 
monster-filled  game.  Few  ever  stop  to 
consider  the  real  power  behind  Doom — 
gt  Interactive  Inc.  gt  who? 

gt  Interactive  was  founded  in  1993 
by  Ronald  W.  Chaimowitz  and  Joseph 
J.  Cayre  as  a  spin-off  of  Good  Times 
Home  Video,  which  dis- 
tributes videotapes  to 
retailers  such  as  Wal- 
Mart  Stores  Inc.  gt  In- 
teractive had  deals  to 
distribute  other  soft- 
ware companies'  prod- 
ucts to  such  mass  mar- 
keters but  lacked  its 
own  product.  Chaim- 
owitz, 49,  figured  he 
could  package  software 
the  same  way  he  pro- 
moted pop  music  in  his 
previous  life  as  an  ex- 
ecutive at  CBS  Records 
International's  growing 
Latino  music  division — 
home  of  megahit  cross- 
over recording  artists 
such  as  Gloria  Estefan 
and  Julio  Iglesias. 

CHAIMOWITZ:  A  talent 
scout  for  unknown 
software  geniuses 


titles  sold  in  the  retail  channel  last  year 
bore  the  gt  Interactive  logo — beating 
out  even  Microsoft  Corp.'s  4.5%  share. 

Retailers  are  taking  notice:  GT  re- 
cently became  the  main  software  vendor 
for  the  675  Target  Stores,  adding  to  its 
exclusive  distribution  deal  with  Wal- 
Mart's  2,200  stores.  "They  have  one  of 
the  best  distribution  mechanisms  in  the 
business,"  says  ubs  Securities  Inc.  ana- 
lyst Michael  P.  Wallace.  "All  software 


Usher  of  quirky  titles  such  as  9,  an  i 
teractive  adventure  game  produced  j 
Robert  De  Niro's  Tribeca  Interacts 
that  features  the  voices  of  Cher,  Jan 
Belushi,  Christopher  Reeve,  and  i 
singers  in  the  rock  group  Aerosmitr 
NET  GAME.  True,  3D  Realm's  Di 
Nuke  'Em  3D — yet  another  shoot-'( 
up  game — has  good  buzz  and  solid  s: 
among  hard-core  gamers  so  far.  But 
other  newly  acquired  titles,  such  as  ■ 
mongous'  educational  title,  Pajama  S 
in  There's  No  Need  to  Hide  Wlien 
Dark  Outside,  probably  won't  elicit 
same  wild  cult  following.  And  star-st 
ded  9  may  not  fare  any  better  than 
er  celebrity  cd-roms  have  of  late, 
doesn't  even  have  exclusive  rights 
Doom's  successor,  Quake,  introducec 
July.  Id,  noting  how  well  gt  profitec 
the  middleman  for  Doom,  will  try  n 
keting  a  version  of  Quake  itself  for 
year  before  gt  gets  its  retail  versio 


GT  S  GAME-DRIVEN  SALE 


Chaimowitz  believed  that  software 
hits  also  could  come  from  unknown  but 
extremely  talented  artists.  All  he  had  to 
do  was  find  them,  package  their  games, 
and  distribute  the  games  to  mass-mar- 
ket retail  chains.  "If  you  have  the  right 
product  displayed  properly  at  the  right 
price,  you'll  win,"  says  Chaimowitz. 

So  far,  his  theory  is  working,  gt  In- 
teractive's  revenues  have  soared  from 
$10.3  million  in  1993  to  an  estimated 
$390  million  this  year  (chart),  while  its 
stock  has  gone  from  an  initial  offering 
price  of  $14.50  last  December  to  around 
$21.88  today.  According  to  PC  Data  in 
Reston,  Va.,  more  than  7%  of  all  game 


developers  have  to  deal  with  gt  if  they 
want  to  sell  in  a  Wal-Mart." 

Still,  challenges  loom  large  for  gt  In- 
teractive. For  one,  consolidation  among 
tiny  software-development  houses  means 
that  finding  and  marketing  the  next  big 
hit  could  get  a  lot  harder — everyone  is 
looking  for  the  next  Doom. 

GT  wound  up  spending  a  good  chunk 
of  the  $150  million  raised  in  its  ipo  buy- 
ing small  software  makers  3D  Realms 
Entertainment  Inc.,  based  in  Garland, 
Tex.,  and  Humongous  Entertainment 
Inc.  of  Woodinville,  Wash.,  in  January. 
Chaimowitz  is  also  lining  up  deals  to 
make  gt  Interactive  the  exclusive  pub- 


'93        '94        '95        '96  £5 
▲  MILLIONS  OF  DOLLARS    "YEAR  ENDS  DEC.  3; 
DATA.  COMPANY  REPORTS,  UBS  SECURITIES 


But  gt  Interactive  has  a  few  acejty 
its  sleeve.  There  are  still  opportunff 
in  overseas  markets  and  in  repacj* 
ing  and  distributing  PC  titles  for  gl 
consoles  such  as  Sony  Corp.'s  PlajB 
tion.  And  gt  has  a  potentially  powJB 
tool  in  the  Internet.  Much  in  the  n 
that  constant  radio  play  can  turn  sfji 
into  hits,  the  Internet  could  do  the 
for  Chaimowitz'  games.  He  wanl^.' 
get  Net  surfers  hooked  with  a  $m 
taste  of  gt's  offerings  delivered  freiplj 
line.  He  hopes  game  players  would  ie  i 
rush  to  stores  for  more.  Which  <«i 
help  gt  top  the  chart,  with  a  bullef  ij 
By  Paul  M.  Eng  in  New  Pfl 
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ople 


REPRENEURS 


ATING  J.  D.  POWER'S 
RAND  PLAN 

se  days,  his  seal  of  approval  is  turning  up  everywhere 


fter  J.  D.  Power  &  Associates  Inc. 
had  to  evacuate  its  Agoura  Hills 
(Calif.)  headquarters  a  half-dozen 
times  over  the  past  two  months 
se  of  bomb  threats,  the  county 
f  finally  asked  if  the  company  had 
lisgruntled  clients.  "I  had  to  say 
|  laughs  J.  David  Power  III.  "But 
him  that  I  doubted  that  they'd  re- 

0  this." 

time,  the  sheriff  traced  the  threats 
angry  temporary  worker.  But 
r  has  long  been  controversial.  J.  D. 
r  &  Associates,  the  market-re- 

1  firm  he  founded  28  years  ago, 
le  a  household  name  on  the 
jth  of  consumer  surveys  that  gave 
•s  independent  ratings  of  car  qual- 
he  surveys  infuriated  U.  S.  auto 
-s,  whose  cars  fared  poorly  in  com- 
>n  to  Japanese  rivals.  And  Power 
even  the  winners  of  his  rankings 
arging  them  fees — sometimes  top- 
5100,000 — for  the  privilege  of  using 
ime  to  advertise  their  standings. 
;he  affable,  soft-spoken  Power  be- 
a  lightning  rod  for  industry  ire,  he 
gained  credibility — and  created  a 

name  in  the  independent  evalua- 
te. In  the  early  1990s,  his  com- 
began  ranking  other  industries,  such 
lines,  rental  cars,  and  phone  service, 
t  will  start  rating  hotel  chains  next 

But  results  have  been  mixed: 
utomotive  surveys  account  for  only 
)f  revenues,  and  computer  ratings 
recently  dropped.  Now,  Power  is 

to  add  two  services  that  he  hopes 
lake  his  $42  million  company  soar. 
NER  YEAR.  Next  year,  Power  will 
the  country's  21,000  new-car  deal- 
as  the  opportunity  to  compete  for 

own  J.  D.  Power  awards.  The 
any  will  also  start  a  national  roll- 
f  its  Power  Information  Network 

a  computerized  program  that  col- 

the  details  of  every  transaction 

by  participating  dealers.  As  with 
•market  scanner  data,  that  infor- 
m  would  give  carmakers  and 
rs  a  timely  and  detailed  picture 
tiat's  selling  where,  and  at  what 


price.  PIN  is  being  tested  in  California. 

For  a  man  who  is  bidding  to  enter 
his  fourth  decade  of  shaking  up  the 
auto  industry,  Power,  65,  is  no  car  guy. 
In  a  recent  three-mile  jaunt  in  his  1993 
Lincoln  Continental,  he  mostly  looked 
at  his  passenger  instead  of  the  road, 
drifted  in  and  out  of  his  lane,  and  ran 
over  a  curb.  But  cars  have 
dominated  his  professional 
life  since  he  left  Wharton 
School  armed  with  an 
mba  in  1959  and  landed 
a  job  as  a  financial  ana- 
lyst at  Ford  Motor  Co. 

Power  eventually  struck 


tionnaires  into  envelopes — taping  a 
quarter  to  each  to  prompt  its  return — 
and  tabulating  results  on  the  kitchen 
table.  The  early  surveys  are  credited 
with  spotting  the  preference  for  front- 
wheel  drive.  Power  also  detected  the 
woes  that  caused  carmakers  to  lose  in- 
terest in  Mazda  Motor  Corp.'s  rotary 
engine.  As  Julie  tabulated  surveys  of 
Mazda  owners  in  1972,  she  noticed  re- 
ports of  breakdowns  caused  by  O  rings. 
Neither  of  them,  Power  laughs,  knew 
what  an  O  ring  was.  "But  we  knew  it 
was  causing  the  engine  to  fail." 
TOO  NEGATIVE?  It  wasn't  until  the 
1980s,  when  the  company  launched  its 
Customer  Satisfaction  Index,  a  ranking 
of  carmakers  based  on  overall  quality, 
that  Power  became  the  target  of  De- 
troit's wrath.  "The  rap  on  him  then  was 
that  he  must  be  in  the  pocket  of  the 
Japanese,"  recalls  David  E.  Cole,  direc- 

FIREPOWER 

Office     for  the 
Surveys  SOld      Study  of  Automo- 

auto  makers    tive  ^^tion. 

Today,  the  Big 
Ml  front-Wheel-  Three  acknowl- 
edge Power's  con- 


out  on  his  own,  and  after  some  lean 
early  years,  he  hit  on  the  idea  that  was 
to  make  him  a  powerhouse.  He  would 
pay  for  his  own  surveys  and  only  later 
sell  the  results.  Says  J.  Ferron,  a  former 
Power  executive  and  now  partner-in- 
charge  of  Coopers  &  Lybrand's  auto 
practice:  "Dave's  genius  was  not  to  de- 
pend on  companies  to  finance  propri- 
etary studies,  but  to  do  independent 
studies  and  publish  the  results,"  catch- 
ing the  eye  of  carmakers'  top  brass. 

While  Power  was  dramming  up  busi- 
ness, his  wife,  Julie,  was  stuffing  ques- 


4    J  A 

tribution,  though  grudgingly.  "He  cre- 
ated a  measurable  standard.  For  that, 
he  deserves  our  utmost  respect,"  says 
Robert  A.  Lutz,  president  of  Chrysler 
Corp.,  which  has  received  some  of  Pow- 
er's worst  ratings.  Yet  Lutz  questions 
the  usefulness  of  one  Power  survey, 
which  counts  defects  per  car,  now  that 
the  quality  of  most  cars  falls  within  a 
narrow  range.  Today's  cars,  he  says, 
should  be  measured  on  positive  factors, 
such  as  styling,  price,  and  performance. 

Both  of  Power's  new  launches  are 
risky.  The  data  network  entails  huge 

 4- 


Science  &  Technology 


Power 
dismisses 
the  notion 


conflict  of 
interest 


investment.  Stephen  C.  Goodall,  whom 
Power  named  president  and  chief  op- 
erating officer  on  Aug.  19,  puts  it  in 
the  hundreds  of  millions.  Even  with  the 
backing  of  partners  that  include  <;e  In- 
formation Systems  Co.,  some  doubt 
Power  can  finance  it,  in  part  because 
he  has  embarked  on  an  expansion  into 
Great  Britain,  Japan,  and  Korea. 
ARM'S  LENGTH?  Meanwhile,  the  new 
dealer-rating  service  is  exposing  Power 
to  charges  of  conflict  of  interest:  He 
signed  on  this  year  as  an  unpaid  direc- 
tor of  Driver's  Mail  Worldwide  Inc.,  a 
chain  of  used-car  superstores  owned  by 
big  new-car  deal- 
ers. "I  think  the 
public  would  see 
a  third-party  en- 
dorsement as 
more  valuable  if 
it  comes  from 
someone  with  an 
arm's-length  re- 
lationship," says 
Ron  Haas,  gm's 
quality  chief. 

Power  dis- 
misses the  no- 
tion of  conflicts, 
as  do  associates. 
What  drives 
him,  they  say,  is  not  profit  or  recogni- 
tion. "His  motivation  is  to  do  good  for 
the  industry,"  says  Christopher  W.  Ced- 
ergren,  who  worked  for  J.  D.  Power  in 
the  1980s.  "He's  the  consumer's  advo- 
cate." Cedergren  is  an  unlikely  defender: 
When  he  jumped  to  a  rival  in  1991,  the 
company  sued  him  for  more  than  $1 
million  for  theft  of  trade  secrets,  a  dis- 
pute later  settled.  Yet  Cedergren  speaks 
fondly  of  his  old  boss:  "When  I  was  a 
know-nothing  research  assistant  mak- 
ing $(j  an  hour,  Dave  would  come  back 
to  my  cubicle  and  we'd  talk  about  cars." 

Power  knows  he  won't  be  calling  the 
shots  forever.  "I've  got  ambitious  plans, 
but  I  know  I  have  a  limited  time  in- 
volvement," he  says.  Spurning  some  40 
offers  of  buyouts,  mergers,  or  alliances, 
he  wants  the  company — 80%  owned  by 
a  family  trust  and  20%  by  10  partners — 
to  be  in  shape  for  a  public  offering  by 
1998.  Although  three  of  Power's  four 
children  work  for  the  business,  Goodall's 
promotion  suggests  he  will  succeed 
Power. 

Until  then,  Power  will  continue  to 
run  his  company  in  the  entrepreneurial 
fashion  that  has  made  it  a  success.  "We 
still  have  so  much  to  prove  to  the  in- 
dustry," Power  says  earnestly.  And  as 
long  as  it's  Dave  Power,  the  voice  of 
the  consumer,  the  industry  is  bound  to 
keep  listening. 

By  Larry  Armstrong  in  Agoura 
Hills,  Calif.,  with  Keith  Naughton  and 
Kathleen  Kerwin  in  Detroit 


It  aims  to  spend  $155  billion 
to  ignite  research,  but  first 
it  must  overcome  a  stodgy 
education  Establishment 

For  year's,  basic  research  has  been  a 
national  disgrace  in  Japan.  Scien- 
tists have  sat  in  dark  basements 
of  universities,  unable  to  buy  the 
latest  equipment.  Hallways  are  cluttered 
with  filing  cabinets,  unused  chairs,  and 
dusty  equipment  because  of  a  lack  of 
space — and  money  for  disposal.  Coddled 
by  a  mismanaged  tenure  system,  re- 
searchers avoid  taking  risks  and  settle 
for  lackluster  results.  Not  surprisingly, 
Japan  boasts  only  five  Nobel  prizes  in 
science,  compared  with  175  for  the  U.  S. 

Japanese  recognize  the  problem  and 
want  to  fix  it.  Last  month,  the  govern- 
ment endorsed  a  plan  for  investing  $155 
billion  in  science  and  technology  over  the 
next  five  yeai*s — a  12.5%  annual  increase 
that  would  double  government  spending 
from  1992  levels  by  2000.  Assuming  the 
funds  are  allocated,  government  support 
would  approach  1%  of  gross  domestic 
product — comparable  to  that  of  the  U.  S. 

All  of  this  looks  impressive  on  paper. 
But  the  impact  of  Japan's  new  master 
plan  is  uncertain  at  best.  Insular  and 
ineffective  university  faculties,  a  dis- 
bursement system  that  wastes  re- 


sources, a  penchant  AN  H-2  ROCKE 
for  big  projects  that  heads  skywarh 
are  more  applied  ~ 
than  basic  in  nature — all  have  haia 
role  in  stunting  Japanese  science,  m 
years,  the  ill  effects  have  been  obvifc 
in  international  comparisons:  Scieni 
publications  by  Japanese  had  the  lowrt 
impact  among  major  nations  from  19 
to  1995  in  terms  of  the  number  of  ca- 
tions by  other  researchers  (chart,  p^ 
78).  The  new  plan  addresses  soma 
these  issues.  But  bureaucratic  resistai* 
stands  in  the  way  of  actually  achieug 
them.  And  as  with  similar  spending  p- 
grams  in  the  past,  the  ideal  of  cl 
tributing  to  global  science  takes  a  b;ic- 
seat  to  long-term  industrial  goals. 
fading  formula.  The  $155  billions 
aimed  at  100  national  universities  id 
hundreds  of  private  schools  that  (jl 
duct  basic  research.  Administrators 
it  will  be  enough  to  overhaul  the  sha»! 
academic  labs,  finance  thousands  of  pit 
doctoral  fellowships,  and  launch  gilt 
projects  in  brain  science,  climate  e- 
search,  and  other  research  fields.  Lile 
will  flow  to  Japan's  corporate  labs.  £H 
Japanese  bureaucrats  hope  this  hffll 
package  will  spur  innovations  that  ill 
bolster  Japan's  strength  in  autos  id 
electronics  while  helping  to  cultnte 
new  businesses  such  as  biotechnolo;'.  j 
In  many  ways,  the  plan  reflect^ 
understanding  that  Japan's  formula  or  i 
success  is  in  trouble.  Against  a  backop  | 
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Science  &  Technology 


of  shortened  product  cycles  and  abrupt 
technology  shifts,  such  as  the  rise  of  the 
global  Internet,  Japan's  genius  for  incre- 
mental improvement  seems  inadequate. 
"Now,  leading-edge  technology  goes 
straight  into  the  marketplace,"  says  Aki- 
nobu  Kasami,  Toshiba  Corp.'s  senior  vice- 
president  for  research.  "So  to  succeed, 
we  need  our  own  breakthroughs." 

As  a  first  step,  the  science  pro- 
gram seeks  to  stem  the  disintegra- 
tion of  Japan's  science  infrastruc- 
ture, which  has  reached  shocking 
proportions.  "You  hear  in  the  U.  S. 
that  facilities  are  not  state-of-the- 
art,"  said  Erich  Bloch,  a  distin- 
guished fellow  at  the  Council  on 
Competitiveness  in  Washington. 
"But  if  you  think  things  are  bad 
here,  you  should  go  to  Japan." 
With  about  $30  billion  from  the  to- 
tal package,  the  Science  &  Tech- 
nology Agency  reckons  it  can  bring 
its  university  labs  up  to  snuff. 

The  spending  plan  will  also  help  AN  NEC  LAB:  Companies 
Japan  ramp  up  the  number  of  post-  and  universities  may 
doctoral  fellowships.  A  decade  ago,  collaborate  more  deeply 
there  were  hardly  any  post-docs  in 


freedom  he  enjoyed  in  Britain  back  in 
1990.  Looking  for  someone  to  set  up  and 
run  a  13-person  semiconductor  research 
center,  Toshiba  was  able  to  hire  a  dis- 
tinguished Cambridge  University  physics, 
professor — a  move  that  would  be  im- 
possible today  in  Japan.  The  new  plan 
calls  for  relaxing  the  ban  on  cross-hiring. 
But  discussions  on  how  to  do  that  have 


H-2  rocket  between  2000  and  2004.  T 
marks  Japan's  entry  into  the  comm 
cial  launch  business — an  event  that 
exciting  to  industry  but  contributes  nc 
ing  to  the  cause  of  basic  research. 

In  the  past,  some  of  Japan's  larg 
projects  have  been  scuttled  by  si 
linkage  to  commercial  goals.  The  m 
famous:  The  10-year,  $500  million  F 
Generation    computer  proj< 
which  in  the  1980s  sought  to 
velop  a  computer  capable  of  i 
soning.  Tliis  enterprise  fell  into 
gray  zone  between  basic  and 
plied  research  and  was  ill-c 
ceived  from  the  beginning.  ' 
Japanese  thought  they  would 
able  to  leapfrog  existing  compi 
knowhow.  But  the  basic  groi 
work  in  cognitive  science  wa 
ready.  Not  only  did  young  Ja{ 
ese  software  developers  fall  si 
of  their  goal,  but  they  missed 
advent  of  the  Internet  and  bee 
also-rans  in  softw 


HOW  JAPAN  LAGS  BEHIND 


the  country.  By  2000,  there  may  be  as 
many  as  10,000.  The  result:  a  larger,  bet- 
ter-trained pool  of  scientists. 

On  the  policy  side,  the  program  will 
encourage  academics  to  collaborate  more 
closely  with  their  industiy  counteiparts. 
Today,  faculty  members  at  state-funded 
schools  and  government  labs  are  barred 
from  outside  work.  As  a  result,  "univer- 
sity professors  and  scientists  in  govern- 
ment labs  in  Japan  have  almost  no  idea 
about  industry  or  the  marketplace,"  says 
Hiroshi  Inose,  president  of  the  National 
Science  Council,  an  arm  of  the  Education 
Ministiy.  So  university  research  takes 
place  in  a  vacuum,  and  companies  don't 
benefit  from  a  flow  of  fresh  ideas. 
"TURF  BATTLES."  Japanese  scientists  ap- 
preciate the  government's  intentions. 
But  many  are  calling  for  more  funda- 
mental reform.  For  one  thing,  too  much 
power  still  rests  with  the  Education 
Ministiy,  which  will  disburse  nearly  half 
of  the  $155  billion.  The  ministry  is 
among  Japan's  most  conservative — and 
perpetually  at  odds  with  other  govern- 
ment agencies.  Former  Prime  Minister 
Kiichi  Miyazawa  (1991-93)  got  a  taste 
of  this  in  the  early  1980s,  when  he 
fought  unsuccessfully  with  the  ministry 
to  put  personal  computers  in  schools. 
"When  you're  talking  about  educational 
reforms,  there  are  turf  battles  that 
stand  in  our  way,"  he  says. 

Businessmen  who  have  experienced 
life  overseas  are  also  wary  of  the  min- 
istry's role  in  the  new  master  plan. 
Toshiba's  Kasami,  for  one,  recalls  the 


NUMBER  OF 
SCIENTIFIC 
PAPERS  o 


barely  begun.  Kasa- 
mi worries  that  the 
ministiy  will  insist  all 
professors  be  rotated 
through  industiy  as- 
signments, rather 
than  let  companies 
pick  and  choose  the 
people  they  want. 

University  teach- 
ing appointments  are 
another  issue.  Facul- 
ty members  control 
hiring,  which  leads  to 
academic  inbreeding. 
About  80%  of  the 
faculty  at  Tokyo  Uni- 
versity, for  instance, 
graduated  from  the 
same  departments 
they  teach  in.  Non- 
Japanese  staff  are 
rare.  "There's  no  real  competition  in  hir- 
ing," said  American  geophysicist  Robert 
J.  Geller,  one  of  the  few  foreigners  to  re- 
ceive tenure  at  Tokyo  University.  "Most 
positions  are  filled  through  connections." 

On  the  surface,  Japan  does  a  better 
job  of  supporting  big  science  projects  in 
space,  nuclear  energy,  and  other  areas. 
But  bureaucrats  always  have  one  eye 
on  possible  commercial  spin-offs.  After 
spending  years  on  the  periphery  of  a 
government-orchestrated  space  program, 
a  Japanese  consortium  of  private  compa- 
nies is  now  negotiating  with  a  unit  of 
Hughes  Electronics  Corp.  to  launch  more 
than  10  satellites  via  Japan's  homegrown 


IMPACT  OF  PAPERS 

CITATIONS  PER  PAPER 

12      3  4 


1,177,024 


276,943 


157,498 


241,474 


183,451 


107,183 


265,414 


DATA  INSTITUTE  FOR  SCIENTIFIC  INDICATORS 


Not  everyone 
Japan  is  pessim: 
about  the  progra 
especially  with 
spect  to  its  chai 
of  furthering  im 
trial  objectives, 
plan  assures 
there  will  be  a  la 
pool  of  scientists 
will  help  Corpo 
Japan  spot  impors 
developments  arci 
the  globe.  Cross! 
tilization  betvjj 
private  and  pip 
sectors  will  also 
boon.  That, 
abundant  new  frit 
mean  "the  scieil 
research  atmosr. 
will  quickly  chaij 
predicts  Kato  K(|i 
seeretary-gener;' 
the  Liberal  Debt 


ratic  Party  and  a  key  supporter  of 
ger  science  spending. 

Sadly,  however,  Japan's  master  I 
will  probably  come  up  short  on  its 
entific  goals.  Deeper  reforms  will  bc| 
rificed  as  education  bureaucrats  s| 
for  cosmetic  changes,  leaving  the  1) 
top-down  control  system  in  plaal 
terms  of  science,  Japan's  return  oj 
huge  investment  is  likely  to  be  sj 
The  flowering  of  homegrown  innovili 
that  Japanese  academe  desires  ara 
dustry  requires  if  it  is  to  lead  iill 
21st  century  may  be  a  long  time  coi 

By  Steven  V.  Brull  in  Tokyo,  ii 
John  Carey  in  Washington 
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SITING  THROUGH  THE  'GARBAGE*  FOR  DNA 


1NTISTS  HAVE  FOUND 

makeup  and  function  of 
isands  of  genes  in  erea- 
s  from  bacteria  to  rats. 

because  evolution 
|  to  preserve  traits 

work,  many  of  these 
»s  have  human  cousins, 
identifying  the  human 
ion  isn't  easy.  Genes 
!t  an  unbroken  stretch 
na  text,  like  a  movie, 
^re  more  like  tv  shows, 


with  each  segment  of  infor- 
mation surrounded  by  ads — 
what  researchers  call  genet- 
ic garbage.  Both  the  length 
of  segments  (called  exons) 
and  the  amount  of  "trash" 
can  vary  dramatically  from 
species  to  species. 

Existing  software  pro- 
grams already  find  human 
genes  by  looking  for  dna 
sequences  that  are  similar 
to  those  in  animal  genes. 


But  Russian  mathemati- 
cians, including  one  working 
at  the  University  of  South- 
ern California,  have  devised 
a  potentially  better  way. 
Their  approach  divides  up 
strings  of  animal  dna  many 
different  ways,  then  looks 
for  the  combination  of  pages 
and  surrounding  garbage 
that  produces  the  best  fit 
with  the  unknown  dna.  In 
some  tests,  the  method's  ac- 
curacy rate  is  near  100%. 

John  Carey 


IUGH  FOR 

PRINCIPLE 

IMPLIGITY 


IMPLEST  EXPLANATION 

ways    best,  right? 
y.  In  fact,  research 
icffrey  I.  Webb,  a 
ter  scientist  at  Aus- 
;  Deakin  University, 
major  flaws  in  the 
m's  razor"  principle, 
states  that  explana- 
should  be  pared  down 
i  simplest  possible  set 
;ors. 

3  has  major  implications 
my  software  tools,  es- 


pecially data-mining  programs 
designed  to  search  databas- 
es and  extract  hidden  rela- 


tionships among  facts,  such 
as  how  customer  service  af- 
fects brand  loyalty.  Data  min- 


W,  WORRY-FREE  WATER? 


)UTBREAK  OF  CRYPTOSPORIDIUM  IN  MILWAUKEE'S 

king  water  killed  about  100  people  in  1993.  A  sand- 
■charcoal  filter  couldn't  cope  with  massive  contamina- 
by  the  parasite.  Partly  in  response  to  that  disaster, 
gress  passed  the  Safe  Drinking  Water  Act,  which 
lires  utilities  to  upgrade  their  treatment  facilities, 
ionix  Corp.,  a  San  Diego  startup,  says  it  can  help 
ties  meet  the  new  standards  with  a  filter  designed 
leanse  water  of  particles  as  small  as  2  microns  in  di- 
ter.  That's  half  the  size  of  Cryptosporidium  egg  cas- 
First,  microscopic  bubbles  injected  into  the  water  at- 
i  to  contaminants  and  float  them  to  the  surface, 
re  they  can  be  skimmed  off.  Next,  ozone  mixed  into 
water  kills  germs.  Finally,  the  water  passes  through 
le  stainless-steel  mesh.  Ordinarily  such  a  mesh  would 
>me  clogged  almost  instantly.  But  Sionix  recently  re- 
ed a  U.  S.  patent  on  a  way  to  swirl  the  water  so  it 
irs  the  mesh,  reducing  the  need  for  backflushing. 


ing  is  spreading  rapidly  as 
companies  learn  the  extent 
of  untapped  information  they 
already  have — and  how  valu- 
able it  can  be  for  marketing 
and  competitiveness.  But 
most  such  programs  don't 
question  the  validity  of 
Occam's  razor,  credited 
to  William  of  Occam  (or 
Ockham),  a  14th-century 
English  philosopher.  As 
a  result,  says  Webb, 
users  are  probably  missing 
much  of  the  hidden  knowl- 
edge—or worse,  drawing  mis- 
leading conclusions. 

To  put  Occam's  razor  to 
the  test,  Webb  modified  the 
most  popular  machine-learn- 
ing program,  called  C4.5.  Its 
learning  is  guided  by  both 
Occam's  razor  and  a  related 
principle  known  as  assump- 
tion of  similarity,  which  com- 
pares a  problem  to  known  so- 
lutions. 04.5  gives  precedence 
to  Occam's  razor,  but  Webb 
changed  that  and  made  the 
similarity  assumption,  which 
gives  more  complex  results, 
the  preferred  approach.  Then 
he  tested  it  for  various  deci- 
sion-making tasks  where  the 
best  outcomes  were  known. 
The  "decision  trees"  devel- 
oped by  the  similarity  as- 
sumption technique  were  sig- 
nificantly better,  says 
Webb — so  much  so  that  he 
regards  Occam's  razor  as 
worse  than  dull:  "It  is  truly 
disposable."  Otis  Port 


m  NASA's  Hubble  Space  Tele- 
scope turned  out  to  be  a  little 
myopic  when  it  was  launched 
in  1990.  But  since  a  correc- 
tive lens  was  added  in  1993, 
Hubble  has  produced  a  trea- 
sure trove  of  astronomical  im- 
agery. Now,  the  Space  Tele- 
scope Science  Institute  is 
showing  off  some  spectacular 
images  on  the  World  Wide 
Web  (http://www.stsci.edu). 
One  is  this  photo  of  Uranus 
and  its  rings.  Infrared  filters 
show  the  structure  of  its  at- 
mosphere. The  red  fringe  is  a 
high-altitude  haze. 

■  Nickel-cadmium  and  nick- 
el-metal hydride  batteries  can 
be  recharged  in  20  minutes — 
and  up  to  1,000  times — 
thanks  to  a  device  from  Han- 
wa  American  Corp.,  a  New 
York  subsidiary  of  Japan's 
Hanwa  Co.  Compared  with 
rival  systems,  that's  a  third  of 
the  typical  charging  wait  and 
more  than  triple  the  number 
of  recharging  cycles,  says 
Hanwa.  The  secret  of  the 
$100  Logical  Power  system: 
tailoring  the  flow  of  current 
so  the  battery's  internal 
chemical  balance  isn't  upset. 

■  Researchers  at  Texas  Tech 
University  are  coming  up 
with  all  sorts  of  ways  to 
make  people  fall  down.  It's 
part  of  the  job.  The  idea  is  to 
study  how  and  why  elderly 
people  fall — with  the  help  of 
silver-haired  volunteers  who 
are  protected  by  parachute 
harnesses  hung  from  the  ceil- 
ing. Researchers  aim  to  draw 
up  guidelines  for  flooring,  the 
slope  of  walkways,  and  other 
architectural  details  for  se- 
nior housing. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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NOW  EVERYONE  HAS  PLANS 
FOR  YOUR  MONEY 


Contemplating  retire- 
ment and  receiving  an 
inheritance  prompted 
Richard  Jones,  a  62-year-old 
corporate  marketing  execu- 
tive, to  seek  financial-plan- 
ning help.  He  wasn't  inter- 
ested in  an  investment 
overhaul  but  more  of  a  one- 
time checkup.  Instead  of  go- 
ing to  a  financial  planner, 
Jones  called  Vanguard  Group, 
the  mutual-fund  family  where 
he  had  an  account,  and  com- 
pleted its  comprehensive 
questionnaire.  Vanguard  rec- 
ommended that  Jones  invest 
more  money  in  domestic  in- 
dex funds  and  international 
equities.  "I  was  able  to  im- 
plement the  financial  plan  the 
minute  I  got  it,"  says  Jones. 

Vanguard  is  well  known  as 
a  purveyor  of  no-load  funds. 
But  recently  it  has  joined 
other  mutual-fund  companies, 
discount  brokerages,  and  se- 
curities firms  that  are  making 
a  push  into  all-around  finan- 
cial planning.  "Everyone  is 
trying  to  figure  out  what  ser- 
vices can  be  economically  pro- 
vided and  still  add  value," 
says  Meredith  Callanan,  vice- 
president  of  the  marketing 
group  for  T.  Rowe  Price  As- 
sociates. The  prospect  of 
baby  boomers  having  to  pick 
from  among  myriad  mutual- 
fund  choices  as  they  face  the 
added  financial  responsibili- 
ties of  inheritances  and  lump- 
sum retirement  payouts  has 
m created  the  need  for  more 
guidance. 

MAKING  THE  PITCH.  It  was 

not  long  ago  that  Vanguard 
just  sold  mutual  funds, 
Charles  Schwab  processed 
transactions,  and  Smith  Bar- 
ney brokers  sold  stock.  The 
menu  of  options  they  offered 
depended  on  a  customer's  tol- 
erance for  risk  and  how  long 
the  money  needed  to  be  in- 


vested. But  now  they're  fine- 
tuning  their  pitches  by  first 
offering  to  provide  a  more 
comprehensive  financial  pic- 
ture to  each  customer  who 
calls  or  walks  into  a  branch 
office.  While  the  bulk  of 
the  planning  focuses  on 
mutual-fund  allocations, 
these  financial-service 
companies  also  offer  other 
asset  classes  such  as  an- 
nuities and  life  insurance. 
The  hope,  of  course,  is  to 
steer  clients  into  products 
that  wall  generate  commis- 
sions and  fees.  So  it  may  be 
wise  to  consult  a  fee-only  fi- 
nancial planner,  who  may  be 
less  inclined  to  suggest  a 
particular  fund  family,  be- 
fore investing. 

Today,  investment  con- 
sultants at  firms  such  as 
Smith  Barney  and  Merrill 
Lynch  encourage  clients 
to  complete  a  question- 
naire about  financial  needs 
and  goals.  The  customer 
then  receives  a  computer-gen- 
erated plan  and  the  opportu- 
nity to  discuss  it  with  a  rep- 
resentative who  recommends 
various  products  and  services. 
"The  plan  provides  the  cus- 
tomer with  a  structure  to 
work  through  all  financial  cir- 
cumstances, and  while  it  is 
valid  elsewhere,  we  hope  the 
customer  would  be  inspired 
to  work  with  us,"  says 
Mitchell  Farkas,  director  of 
Merrill  Lynch's  financial-plan- 
ning group.  Smith  Barney's 
initial  plan  is  free,  but  clients 
can  pay  $100  for  a  more  com- 
prehensive program  that  will 
help  with  complex  issues  such 
as  how  much  life  or  disability 
insurance  is  needed.  Merrill 
Lynch  charges  a  flat  fee  of 
$175. 

The  new  breed  of  consul- 
tants give  advice  but  aren't 
usually  required  to  have  fi- 


nancial-planning 
certifications — though 
many  of  them  do.  While  cer- 
tifications are  no  guarantee 
of  skill  and  experience,  certi- 
fied planners  are  required  to 
meet  ethical  and  competency 
guidelines.  At  Menill,  finan- 
cial consultants  are  put 
through  a  training  program, 
but  it  is  not  nearly  as  com- 
prehensive as  that  of  a  certi- 
fied planner,  who  might 
charge  a  percentage  of  assets 
for  his  or  her  sendees. 

Fidelity  Investments  and 
Schwab  don*t  provide  formal 
computer-generated  financial 
plans.  But  they  do  consult 


with  clients  on  specifics 
ning  issues  such  as  saviw 
a  child's  college  educatifc 
vesting  for  retirement,  go 
ing  what  to  do  with  a  ift 
ment-plan  payout,  andB 
an  estate  plan.  Say 
saving  for  your  daugfc 
college  costs.  Fidelity  m 
help  you  figure  out  howB 
you  need  to  save  eacW 
and  then  choose  a  fanM 
that  historically  meetsB 
financial  objectives.  Bel 
delity  and  Schwab  offew 
cational  booklets,  onlineUO' 
and  retirement-plannir.  i& 
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But,  notes  Schwab 
sman   Tom  Taggart, 
ab  won't  recommend 
:•  funds,  do  active  port- 
lanagement,  or  predict 
I  direction." 
THE  PHONE.  Vanguard 
[inched  the  most  com- 
sive  program  by  a  mu- 
nd  firm  so  far.  For  $500 
,  clients  can  get  a  one- 
nalysis  for  investment, 
lent,  or  estate  planning 
certified  financial-plan- 
er professionals.  "Our 
jrvice  is  not  for  the 
person    who  needs 
handholding,  but  for 
k  the  do-it-yourselfer 
k  who  is  motivated 
to  take  action," 
says  John  Bren- 
nan,  president  of 
Vanguard 
Group.  Indeed, 
'  there    is  no 
I  face-to-face  con- 
tact. All  con- 
sulting is  done 
over  the  phone, 
through  the 
mail,  or  by  fax. 
Of  course,  the 
plans  only  recom- 
I  mend  Vanguard 
1  funds. 

Vanguard  pro- 
vides another  op- 
tion: a  fee-based 
advisory  program. 


Reserved  for  clients  with  a 
minimum  of  $500,000  in  as- 
sets, Vanguard  will  manage 
a  portfolio  of  proprietary 
funds  for  a  maximum  annual 
fee  of  0.5%.  The  cost  is  low 
compared  with  the  1%  often 
charged  by  other  firms. 

Once  a  client  has  a  finan- 
cial plan  in  hand,  the  fee- 
based  advisory  programs  re- 
lieve the  customer  of  all 
investment  and  management 
decisions.  Called  "wrap  ac- 
counts" at  the  full-service 
brokerage  firms,  this  increas- 
ingly popular  ser- 
vice is  sprouting  at 
mutual-fund  and 
Big  Six  accounting 
firms.  While  broker- 
age firm  wrap  ac- 
counts have  been 
known  for  high  fees 
and  low  returns, 
the  mutual-fund 
copycats  have  not 
been  operating  long 
enough  to  have  a  track 
record.  Fidelity  and  Strong 
Funds'  clients,  with  a  re- 
quired minimum  of  $200,000 
and  $100,000  in  assets,  re- 
spectively, can  have  the  fund 
company  make  portfolio  de- 
cisions and  actively  manage 
the  money  for  an  annual  fee 
of  up  to  1%  of  assets.  But 
clients  are  restricted  to  buy- 
ing the  companies'  own  funds. 


Dreyfus  and  Smith  Barney 
market  a  similar  service  that 
allows  clients  to  choose  from 
other  companies'  fund  fami- 
lies as  well. 

Schwab  and  Big  Six  ac- 
counting firms  such  as  Arthur 
Andersen  and  kpmg  Peat 
Marwick  have  less  of  a  vest- 
ed interest  in  the  products 
and  services  a  client  buys.  As- 
a  result,  they  might  give 
more  neutral  advice  than 
those  at  brokerage  firms  that 
receive  commissions  and  on- 
going fees  for  product  sales. 


INVESTING 


vestments  and  money  man- 
agers." Fee  structure  varies. 
While  kpmg  Peat  Marwick 
charges  an  hourly  rate,  An- 
dersen's fees  are  based  on  an 
hourly  rate  and  the  amount 
of  assets  under  management. 

With  Schwab's  Advisor- 
Source  program,  clients  with 
at  least  $100,000  are  referred 
to  a  fee-only  investment  ad- 
viser who  trades  with 
Schwab.  They  pay  the  advis- 
er about  1%  of  assets  annual- 
ly for  portfolio  management. 
Schwab  receives  30%  of  the 


"Our  service  is  not 
for  the  person  who  needs 
handholding,"  says  John 
Brennan,  president  of  Vanguard 


While  accounting  firms  have 
always  been  in  the  business 
of  financial  planning,  they're 
now  registering  to  become  in- 
vestment advisers  for  high- 
net-worth  individuals.  "We 
don't  manage  the  assets," 
says  Steven  Weinstein, 
Arthur  Andersen's  national 
director  of  financial  planning. 
"We  help  clients  to  manage 
the  process  of  selecting  in- 


The  Big  Push  Into  Financial  Planning 
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DESCRIPTION 

To  augment  existing  financial  planning  service,  the  firm  recently  became  an 
investment  adviser  for  high-net-worth  individuals.  Fee  based  on  an  hourly  rate 
and  assets  under  management. 

Provides  educational  booklets,  online  tools,  planning  software,  and  advice  at 
branches.  AdvisorSource  refers  clients  with  $100,000  to  fee-based  advisers, 
who  charge  annual  fee  of  1%  of  assets. 

Branch  representatives  steer  clients  into  fund  classes  based  on  financial  plan 
they  devise  together.  For  customers  with  $100,000,  Fidelity  Advisor  will  actively 
manage  a  Fidelity  portfolio  for  yearly  fee  of  up  to  1%. 

Client  completes  questionnaire  that  becomes  base  for  a  free  computer- 
generated  financial  plan.  TRAK  Investment  Advisory  program  customizes  and 
monitors  no-load  fund  portfolio  for  annual  fee  of  up  to  1.5%. 

Mutual-fund  family  now  offers  financial  planning  service  that  includes  one- 
time investment  advice,  estate  planning,  and  retirement  analysis  for  $500 
each.  Also  provides  fee-based  management  with  $500,000  minimum. 
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fees  the  first  year,  which  slide 
to  20%  by  the  third  year. 

Whether  you  are  seeking 
financial-planning  services  or 
investment  decision-making 
options,  it  is  very  important  to 
understand  who  is  giving  the 
advice.  Experts  agree  that 
consumers  now  have  more 
choices  and  that  some  financial 
or  investment  advice  is  bet- 
ter than  none  at  all.  But  for  a 
real  soup-to-nuts  evaluation 
that  includes  an  analysis  of 
life-insurance  options  and  tax 
payments  or  strategic  long- 
term  planning,  a  fee-only  fi- 
nancial planner  is  the  way  to 
go.  "These  institutions  are 
charging  two-thirds  of  what  I 
charge  but  only  doing  one- 
third  of  the  service  I  provide," 
notes  Judy  Shine,  a  financial 
planner  in  Englewood,  Colo. 

Still,  the  new  operations 
can  be  good  for  financial  spot- 
checks.  And  some  of  them 
are  suitable  "if  you  just  want 
one  small  piece  of  the  finan- 
cial-planning puzzle,"  says 
Robert  Veres,  editor  of  a 
newsletter  for  financial  plan- 
ners called  Inside  Informa- 
tion, based  in  Kennesaw,  Ga. 
In  the  ever-increasingly  con- 
fusing world  of  personal  fi- 
nance, every  little  bit  of  ad- 
vice helps.        Toddi  Gutner 
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SORTING  OUT  THOSE 
FREQUENT-DRIVER  REWARDS 


When  Randy  Rogers 
took  his  two  teenage 
sons  down  to  the 
Florida  Keys  from 

Fort  Lauderdale,  the  boys  in- 
sisted on  tooling  around  in  a 
convertible.  No  problem. 
Rogers,  who  is  co-owner  of 
the  Kenny  Rogers  Roasters 
chain  and  brother  of  the 
country  singer,  had  become  a 
frequent  user  of  Alamo  Rent- 
A-Car  on  his  many  trips  to 
visit  the  company's  restau- 
rants around  the  country.  So 
he  had  earned  enough  points 
to  entertain  his  kids  in  a 
snazzy  Mustang  ragtop  dur- 
ing their  vacation — free  of 
charge. 

If  you  rent  cars  regularly, 
signing  on  for  a  frequent- 
renter   program   could  lie 
worth  your  while.  Just  as  air- 
lines and  hotel  chains  offer 
frequent-flier  miles  and  cred- 
it toward  free  stays,  car 
rental  companies  are  try- 
ing to  build  customer 
loyalty  with  their  own 
brands  of  frequent-user 
schemes.  The  rewards 
include  free  rentals,  up- 
grades, faster  and  bet- 
ter service,  bonus  air 
miles,  and  hotel  points. 

Compared  with  the  air- 
lines, though,  rental-car 
companies  are  less  gen- 
erous to  faithful  clients. 
Only  Alamo,  Budget,  and 
Payless  give  repeat  cus- 
tomers credit  toward  free 
(hiving  days,  in  addition 
to  priority  service  at  busy 
locations.  And  these  free- 
bies  are  hard  to  earn.  To 
qualify  for  a  free  day  in 
an  intermediate  Alamo 
car,  yo  i  must  pile  up 
1,500  points  a  year.  You 
earn  one  point  for  every 
dollar  you  spend  on  a 
rental  and  two  points  per 
dollar  on  rentals  of  ree 
days  or  more.  Budget 
Rent  A  Car  and  Pa\  :ss 


Car  Rental  give  you  a  free 
driving  day  for  less:  four  paid 
rentals  of  any  duration.  Pay- 
less  offers  other  awards,  such 
as  a  card  you  can  use  for  $25 
worth  of  gas  at  Mobil  sta- 
tions after  chalking  up  10 
paid  rentals,  or  a  $75  check 
you  can  apply  to- 
ward a  room  at 
Marriott  hotels  after  25  paid 
rentals. 

Frequent  renters  can  also 
add  to  their  car-rental  credit 
through  special  promotions 
offered  by  credit-card  compa- 
nies. For  example,  American 
Express  gives  cardholders 
the  option  of  using  their  cred- 
it-card points  to  earn  free  dri- 
ving days  with  Hertz, 
Budget,  or 
National. 

The 
larger 
rental 
companies 
say  they'd 
rather 


TRAVEL 


save  their  best  customers 
time  than  give  away  free- 
bies.  Hertz,  Avis,  and  Na- 
tional each  charge  $50  a  year 
for  membership  in  their  fre- 
quent-user plans,  which  fo- 
cus on  speedier  service  for 
business  travelers.  "Our  cus- 
tomers are  saying  to  us:  'Get 
me  out  of  the  car-rental  lot 
as  fast  as  you  can,' "  says 
Janet  Smyth,  Hertz's  vice- 
president  for  advertising  and 
marketing.  "When  they  get 
faster  service,  their  loyalty 
goes  way  up." 
Hertz  habitues, 
for  example,  bypass  lines  at 
the  rental  counters  in  major 
airports  and  take  a  shuttle 
directly  to  the  lot,  where  an 
electronic  board  indicates 
their  name  and  the  location 
of  the  car.  Inside  the  car. 


Car-RentalBonuses 


PROGRAM 

ANNUAL  FEE    :  FEATURES 

ALAMO  TRUE  BLUE 

800  882-5266 

None 

Credit  toward  free  driving 
days;  priority  service  when 
picking  up  or  returning  a  car 

AVIS  PREFERRED 
RENTER  800  831-8000 

$50 

Self-service  check-in;  speedy 
car  pickup  and  return 

BUDGET  AWARDS 
PLUS  800  532-0203 

None 

Points  toward  a  free  car  rental 
or  airline  miles;  faster  service 

HERTZ  #1  CLUB  GOLD 

800  654-3131 

$50 

Time-saving  services  for 
pickups  and  returns 

PAYLESS 

CHAMPIONSHIP  CLUB 

800-PAYLESS 

None 

Free  weekend  day  after  four 
rentals  or  weekday  after  five 

DATA  CONSUMER  REPORTS  TRAVEL  LETTER 


they'll  find  a  preprim 
rental  agreement  based 
reservation  details 
stored  data,  cutting  out  ti 
consuming  paperwork.  Hi 
even  warms  up  the  c 
ahead  of  time  in  fr: 
weather. 

Sounds  good,  but  are  tl 
fast-track  programs  wj 
$50  a  year?  "For  people  | 
value  their  time  very  hig 
it's  probably  worth  the 
charge,"  says  Ed  Perkins' 
itor  of  Consumer  Rep 
Travel  Letter.  However, 
fee  companies  such  as  Al 
and  Budget  also  make 
rental  process  quicker 
clients  who  have  rented  i 
five  times  or  more  with 
year. 

HOTEL    POINTS.  You 

have  to  be  a  frequent 
tomer  to  get  extra  ber 
from  your  car  rentals, 
rental  companies  will  pari 
all  clients  with  extra  | 
quent-flier  miles  and 
points,  even  if  renter! 
ready  benefit  frol 
corporate  discount] 
example,  anyone 
a  member  of  a  freq| 
flier  program  can 
bonus  miles  by  pickinj 
a  car  from  an  affilf 
rental  company  24  hourf 
fore  or  after  a  flight,  ToJ 
up  additional  hotel  p{ 
all  you  usually  have 
is  rent  a  car  during! 
stay  at  one  of  the  | 
ner  hotels. 

If  price  is  your  pi 
ry  concern,  a  freql 
renter  program  mafl 
be  much  help.  With 
companies  charging 
ly  differing  rates  i:| 
ferent  regions, 
locked  into  a  freql 
user  program  meanj 
may  not  always  gel 
lowest  price  in  a  pi 
market.  By  stickif 
one  company,  "youj 
wind  up  paying 
cantly  more  than 
shopped  around  ftj 
cheapest  rate,' 
Perkins.  That  mjfl 
true,  but  a  free  rid 
convertible  on  a 
sunny  day  can  be  hi 
resist.      Silvia  Sci 
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Join  Business  Week  and  the  CEOs  of  Europe's  largest  corporations 
for  this  strategic  interactive  event.  It's  an  exclusive  gathering  you  won't 
want  to  miss. 
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\merieas.  36th  floor.  New  York,  NY  10020-1095. 
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Personal  Business 


POLITICS:  IT'S 
JUST  A  GAME 


ALL 


This  just  in:  Bill 
Clinton  and  Al  Gore 
were  reelected  today. 
The  President  and 

Vice-Presiden  t  capt  u  red 
b.3.5%  of  the  popular  rote 
while  collecting  -167  electoral 
votes.  Challengers  Bob  Dole 
and  Jack  Kemp  trailed  with 
38.7%  of  the  rote  and  171 
electoral  votes.  Ross  Perot 
and  his  running  mate  Gener- 
al Norman  Schwarzkopf  tal- 
lied 17.8%  of  the  rote  and 
were  shut  out  of  the  electoral 
college. 

No,  you  haven't  hurled 
yourself  two 
months  into  the 
future.  That's  simply  how  the 
Presidential  race  played  out 
during  a  round  of  The 
Doonesbury  Election  Game- 
Campaign  '96,  a  computer 
simulation  CD-ROM  put  out  by 
Mindscape. 

CARVILLE,  MATALIN.  With  the 
1996  campaign  in  full  swing', 
election  junkies  who  own  a 
computer  can  quench  their 
thirst  for  politics  without 
straying  from  the  keyboard. 
For  some  time  now,  the  In- 
ternet has  been  a  haven  for 
discussion  groups  across  the 
political  spectrum.  And  the 
World  Wifle  Web  is  populated 
with  sites  from  Doonesbury 
(http://www.doonesbury.com), 
the  League  i  >f  Women  Voters 
(http://www.electriciti.eom/~ 
lwvus),  the  candidates  them- 
selves, and  countless  news  or- 
ganizations. For  instance,  at 
PoliticsNow  (http://politics 
now.com),  you  can  read  sto- 
ries from  the  Washington 
Post,  National  Journal, 
Newsweek,  and  the  Los  An- 
geles Times,  plus  extra  analy- 
sis of  the  races  and 
issues. 

A  couple  of  Web  sites,  plus 
the  Doonesbury  t'd-rom,  are 
aimed  at  diehards  who  have 
a  trace  of  James  (  larville  or 
Marv  Matalin  in  then  blood. 


your  man  (or  woman)  is  faring. 

On  the  Web,  the  President 
'96  site  from  Crossover  Tech- 
nologies and  the  Markle 
Foundation,  and  Dark  Horse: 
The  Virtual  Campaign  Game 
from  Byron  Preiss  Multime- 
dia, Microsoft,  and 
nbc,  take  different 
stabs  at  simulating 
an  election.  President 
'96,  which  is  also 
available  via  America 
Online,  depicts  fic- 


IrtOI    PIE  I SS  flUlTlREDIA 


♦  DARK  HORSE* 

The  v  ( ft  T  U  Al  C  *  »  F  A  t  G  N  G  A  H  I 


M  1 
SBC 


ELECTIONS 


The  Doonesbury  disk  lets  you 
take  the  helm  of  the  Clinton, 
Dole,  or  Perot  organizations, 
or  cook  up  an  election  strate- 
gy for  a  past  or  present 
politician.  Or  you  can  create  a 
faux  candidate,  chosen  ac- 
cording to  a  variety  of  issues 
and  personal 
attributes. 
At  the  start,  players- 
turned-campaign-handlers 
must  select  a  staff  of  advis- 
ers from  a  pool  of  Doones- 
bury characters.  These  in- 
clude a  spin  doctor,  financial 
adviser,  and — if  you're  bent 
on  dirty  tricks — a  plumber. 
Campaign  managers  choose 
where  their  candidates 
should  advertise  and  arrange 
the  itinerary  (fund-raisers, 
whistle-stops)  for  the  Presi- 
dential and  Veep  contenders. 
As  the  game  unfolds,  news- 
papers, polls,  and  press  re- 
leases pop  up  on  the  screen 
to  give  you  a  sense  of  how 


tional  candidates  who  resem- 
ble real-life  figures,  ranging 
from  Senator  Bill  Dickey,  a 
Dole  prototype  who  heads 
the  gop  ticket,  to  Democrat 
Eleanor  Connors,  a  former 
attorney  general  from  Dade 
County,  Fla.  who  is  known  as 
a  law-and-order  liberal.  The 
candidates  are  played  by  ac- 


Campaigns  by  Computer 


ON  CD-ROM...  I 

THE  DOONESBURY  ELECTION  GAME 

Campaign  '96  $25 
Mindscape 

You  can  simulate  the  current 
election  or  choose  candidates 
from  the  past. 

...AND  ON  THE  WEB 

DARKHORSE 

httpV/www.darkhorse.msnbc.com 
Byron  Preiss  Multimedia/MSNBC 

Campaigners  pick  a  platform, 
then  nave  50  game  moves  along 
the  primary  trail. 

PRESIOENT'96 

http://www.pres96.com 
Crossover  Technologies/ 
Markle  Foundation 

Uses  10  fictional  candidates 
with  different  positions  on  real 
life  issues;  has  chat  and 
message  boards. 
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tors  and  have  their  own  1 
sites  where  you  can  da 
load  biographies,  press | 
leases,  or  stump  speech! 

To  play,  you  glom  onto 
campaign  team  of  a  candi 
and  participate  in  a  Nati 
Opinion  Survey  on  the  is 
that  drive  voters.  There 
16,200  survey  takers 
7,500  registered  players, 
idea  is  to  mold  your  ce 
date's    position    on  e 
issues — from  abortio 
taxes — anc 
him  or  he 
respond  in 
tain  way 
news  events.  Ho 
er,  each  candidal 
a  "bedrock"  issu 
which  he  or  she 
not  budge.  Player; 
also  try  to  inliu 
their  fellow  cam{ 
managers  in  Web 
aol  chat  rooms  ai 
bulletin  boards 
winners  will  be 
nounced  on  Ele 
Day,  Nov.  5. 
TRIVIA.  In  Darkh 
players  select  a 
form  and  are  giv 
campaign  move 
win  their  party's 
ination.  Each  time  a 
date  travels,  a  move  is 
up.  Players  start  out  w 
million  and  must  figur 
how  best  to  spend  the 
They  are  also  responsib 
choosing    which  pri 
states  to  campaign  an 
vertise  in,  while  respo 
along  the  way  to  po 
trivia  questions  and  see 
that  may  or  may  not 
their  candidate's  popu 
visibility — and  campaig 
fers.   One  example 
most  prestigious  mi 
academy  in  the  state 
century-old  tradition 
mitting  men  only.  Now 
male  high  school  st 
wants  to  be  admitted.  1 
your  position?" 

Get  the  hang  of  all 
election  games,  and  yo 
might  wind  up  elbowii 
likes  of  Jim  and  Mary 
Politics  calls  for  new 
after  all,  and  the  next 
House  race  is  but  four 
away.  Edwan 
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isiness  Week  Index 


DUCTION  INDEX 


i  from  last  week:  0.4% 
i  from  last  year:  8.0% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Aug.lO=135.0 
  1992=100 


g.  Dec.  Apr.  Aug. 

)5  1995  1996  1996 

dex  is  a  4-week  moving  average 

oduct.on  index  increased  during  the  week  ended  Aug.  10.  However, 
calculation  of  the  four-week  moving  average,  the  index  dropped  to 
from  136.6,  as  seasonally  adjusted  output  levels  of  autos  and  trucks 
d.  Data  collection  of  paper  and  paperboard  output  has  been 
inued  and  will  no  longer  be  included  in  the  production  index, 
iding  index  will  be  unavailable  for  an  indefinite  period  of  time. 

ction  index  copyright  1996  by  The  McGraw-Hill  Companies 


DING  INDICATORS 


(  PRICES  (8/16)  S£P  500 


LATEST 
WEEK 


WEEK 
AGO 


665.21  662.10 


YEARLY 
%  CHG 

18.9 


{RATE  BOND  YIELD.  Aaa  (8/16) 

7.57% 

7.53% 

-2.3 

TRIAL  MATERIALS  PRICES  (8/16) 

108.7 

107.5 

-4.5 

ESS  FAILURES  (8/9) 

NA 

NA 

NA 

ESTATE  LOANS  (8/7)  billions 

$523.7 

$522.8 

6.0 

r  SUPPLY.  M2  (8/5)  billions 

NA 

NA 

NA 

L  CLAIMS.  UNEMPLOYMENT  (8/10)  thous. 

321 

316r 

-4.2 

!S:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
itreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 


SREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

IAL  FUNDS  (8/20) 

5.08% 

:  89° 

5.70% 

ERCIAL  PAPER  (8/2 1)  3  month 

5.40 

5.40 

5.82 

FICATES  OF  DEPOSIT  (8/21)  3 -month 

5.36 

5.39 

5.77 

MORTGAGE  (8/16)  30-year 

8.16 

8.15 

8.20 

STABLE  MORTGAGE  (8/16)  one  year 

6.00 

5.98 

6.05 

!  (8/20) 

8.25 

8.25 

8.75 

S:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 

%  CHG 

STEEL  (8/17)  thous.  of  net  tons 

1,951 

1,936# 

3.8 

AUTOS  (8/17)  units 

122,478 

123,955r# 

25.8 

TRUCKS  (8/17)  units 

108,289 

106,334r# 

-1.0 

ELECTRIC  POWER  (8/17)  millions  of  kilowatt-hrs 

71,452 

75,365# 

-9.9 

CRUDE-OIL  REFINING  (8/17)  thous.  of  bbl./day 

14,20] 

14.423# 

0.3 

COAL  (8/10)  thous.  of  net  tons 

22,053# 

19,032 

14.5 

LUMBER  (8/10)  millions  of  ft. 

498. 4# 

482.3 

13.6 

RAIL  FREIGHT  (8/10)  billions  of  ton-miles 

25. 9# 

25.9 

1.2 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAl,  SFPA?,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (8/21)  $/troy  oz. 

386.800 

?86  700 

0.6 

STEEL  SCRAP  (8/20)  #1  heavy,  $/ton 

136.50 

139.50 

-6.8 

COPPER  (8/17)  (Z/lb. 

95.4 

96.2 

-33.5 

ALUMINUM  (8/17)  e/ib. 

70.3 

71.4 

-20.8 

COTTON  (8/17)  strict  low  middling  1-1/16  in.,  e/lb.  76.38 

74.72 

-10.1 

OIL  (8/20)  $/bbl 

22.89 

22.45 

23.5 

CRB  FOODSTUFFS  INDEX  (8/20)  1967=100 

279.28 

282.00 

18.5 

CRB  RAW  INDUSTRIALS  INDEX  (8/20)  l967=ioc 

343.14 

343.52 

0.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX.  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/21) 

LATEST 
WEEK 

108.34 

WEEK 
AGO 

107.81 

YEAR 
AGO 

96  65 

GERMAN  MARK  (8/21) 

1.48 

1.48 

1  48 

BRITISH  POUND  (8/21) 

1.55 

1.55 

1.54 

FRENCH  FRANC  (8/21) 

5.07 

5.07 

5.07 

ITALIAN  LIRA  (8/21) 

1516.2 

1516.5  1615.5 

CANADIAN  DOLLAR 

1.37 

1.37 

1.35 

MEXICAN  PESO 

7.478 

7.468 

6.310 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


rHE  WEEK  AHEAD 


ING  HOME  SALES 

iy,  Aug.  26,  10  d.m.EDT  ►  Sales  of 

g  homes  probably  fell  to  an  annual 
4.1  million  in  July,  from  4.18  mil- 
June,  says  the  median  forecast  of 

nists  surveyed  by  mms  International, 
The  McGraw-Hill  Companies.  Hous- 

"bably  has  hit  its  peak  this  year,  lev- 

ff  by  rising  mortgage  rates. 

I1MER  CONFIDENCE 

sy,  Aug.  27,  10  d.m.EDT  ►  The  Con- 
e  Board's  index  of  consumer  confi- 
likely  slipped  to  104.7  in  August, 
imping  7%,  to  107.2,  in  July.  Even 
eading  above  100  suggests  high  opti- 
about  the  economy's  performance. 


REAL  GROSS  DOMESTIC  PRODUCT 

Thursday,  Aug.  29,  8:30  a.m.EDT  ►  The 
mms  survey  expects  that  growth  in  second- 
quarter  real  gdp  remained  at  the  originally 
reported  annual  rate  of  4.2%,  although 
June's  sharply  narrower  trade  deficit  could 
result  in  an  upward  revision.  Corporate 
aftertax  profits  likely  rose  3.8%  in  the  sec- 
ond quarter,  says  the  mms  median  forecast, 
after  increasing  6%  in  the  first  quarter. 
Real  gdp  grew  2%  in  the  first  quarter. 

NEW  HOME  SALES 

Thursday,  Aug.  29,  10  a. m. edt  ►  New  sin- 
gle-family homes  probably  sold  at  an  annu- 
al rate  of  725,000  in  July.  That's  suggested 
by  the  slowdown  in  single-family  housing 


starts.  Home  buying  fell  5.3%  in  June,  to  a 
734,000  pace. 

PERSONAL  INCOME 

Friday,  Aug.  30,  8:30  a.m.EDT  ►  Personal 
income  in  July  was  probably  flat,  says  the 
mms  report.  That's  suggested  by  a  1.3% 
drop  in  weekly  nonfarm  earnings.  Consumer 
spending  in  July  was  probably  up  0.2%.  In 
June,  incomes  jumped  0.9%,  while  spend- 
ing fell  0.2%,  dragged  down  by  weak  sales 
of  motor  vehicles. 

FACTORY  INVENTORIES 

Friday,  Aug.  30,  10  a. m. edt  ►  Inventories 
likely  rose  0.2%  in  July,  after  no  change  in 
June  and  a  0.3%  decline  in  May. 


BUILD  THE 
DREAM 
TEAM  OF  THE 
NINETIES 


Diversity: 
Making  the 
BusJnes^Casei 

A  Business  Week 
Special  Advertising  Section 

A  diverse  workforce  is 
the  new  vision  for  success. 
Build  your  corporate  image 
by  supporting  diversity  aflj) 
positioning  your  company 
before  6  million  business 
decision-makers. 

For  more  information, 
please  contact: 

Jeff  Maiers 
Project  Manager 
Phone:312-616-3303 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or ' 
Sure  3th  a  significant  reference  to  a  company. 
S  subsidiar.es  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


I  Johnson  Controls  (JCI)  60 
K 


Kenny  Rogers  Roasters  8' 
KG  Securities  71 
Kingston  Technology  41 
KPMG  Peat  Marwick  82 


Power  (J.D.)  72,75 
Prince  60 

Prudential  Securities  72 
Putnam  LovellS  Thornton  66 

Q 

Qualcomm  (QCOM)  72 
R 


ftcura  47 

Adobe  Systems  (ADBE)  18 

Affiliated  Managers  Group  66 

AIM  Management  66 

AK  Steel  (AKS)  42 

Alamo  Rent-A-Car  84 

Alliance  Capital  Management  64 

AlliedSignal  (ALD)  60 
American  Airlines  (AMR)  62 
American  Express  (AXP)  41,84 
American  Savings  71 
America  Online  (AMER)  86 
Amgen  (AMGN)  71 
Andersen  (Arthur)  82 
Apple  Computer  (AAPL)  18 
Aragon  Consulting  48 
Arbor  Trading  26 
Artistic  Engravers  46 
Associated  Communications  40 
AT&T  CD  8,40,41,72 
Automotive  Industries  60 
Avis  12 

Awad  &  Associates  71 


Consumers  Union  47 
Coopers  &  Lybrand  75 
Corel  (COSFF)  18 
Cox  Communications  72 
Credit  Lyonnais  54 
Crossover  Technologies  86 
CyberCash(CYCH)  47 
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Daiwa  Europe  54 
DataMasters  59 
Delta  Air  Lines  (DAL)  62 
Delta  Galil  Industries  57 
Deutsche  Telekom  72 
DirecTV  40 

Downey  Financial  (DSL)  71 
DreamWorks  SKG  48 
DresdnerBank  66 
Dreyfus  (DRY)  82 
DRI/McGraw-Hill  (MHP)  26, 55, 
58 

Driver's  Mart  Worldwide  75 


Ladenburg  Thalmann  71 
LazardFreres  54 
Lear  (LEA)  60 
Lehman  Brothers  (LEH)  64 
Leuthold  Group  26 
Levi  Strauss  6 
LGT  Group  66 
Lord  Abbett  66 
Lotus  Development  41 
Lucas  Industries  60 

I  M   


Ralph  Lauren  6 
Reuters  (RTRSY)  70 
Rodman  &  Renshaw  71 
Ross  Stores  (ROST)  41 

S 


B 


BancaSerfin  56 
Banco  Bilbao  Vizcaya  56 
Bancomer  56 
Banco  Santander  56 
Bankers  Trust  (BT)  47 
Bank  of  Boston  56 
Bank  of  Montreal  56 
Bank  of  Nova  Scotia  56 
Bear  Stearns  (BSC)  64 
Bell  Atlantic  (BEL)  72 
Berkshire  Capital  66 
Best  Buy  (BBY)  41 
Biovail  (BVF)  71 
Blockbuster  41 
Blue  Cross  &  Blue  Shield  Ohio  47 

Bristol-Myers  Squibb  (BMY)  71 
British  Airways  (BAB)  62 
Budget  Rent  A  Car  84 
Byron  Preiss  Multimedia  86 


Eaton  Vance  66 
Egghead  (EGGS)  41 
Evergreen  Funds  66 


Federated  Investors  66 
Fiat(FIA)  60 
Fidelity  Investments  82 
First  Chicago  (FCN)  64 
First  Nationwide  Bank  71 
First  Pacific  Advisors  66 
First  Union  66 
Ford  (F)  60, 75 
Formosa  Plastics  57 
France  Telecom  72 


California  Federal  71 
Callan  Associates  66 
Caribbean  Cigar  (CIGR)  46 
Carnegie  Hill  66 
CBS  (CBS)  40, 74 
Century  Investment  57 
Century  21  12 
Chancellor  Capital 
Management  66 
Chrysler  (0  46,60.75 
Cigar  Box  46 
Citation  (CAST)  60 
Citicorp  (CCD  64 
Coca-Cola  (KO)  47 
Colony  Capital  6 
Columbia/HCA  Healthcare 

(COL)  47 

Columbia  Management  66 
Comcast  (CMCSA)  72 
Compaq  Computer  (CPQ)  47 
CompUSA  (CPU)  41 
Computer  Associates  (CA)  59 
Conseco  (CNC)  71 
Consolidated  Cigar  (CIG)  46 


Gap (GPS)  6, 57 
GE  Capital  (GE)  56 
General  Motors  (GM)  40, 55, 75 
Goldman  Sachs  66 

Green  Tree  Financial  (GNT)  64 

Grundy  Worldwide  54 

GT  Interactive  (GTIS)  74 

H   


Hanwa  American  81 
Hasbro  (HAS)  47 
Hertz  84 

Herzog  Heine  Geduld  70 
Honda  (HMO  8 
Hotchkis  &  Wiley  66 
Hughes  Electronics  (GMH)  76 
Humongous  Entertainment  74 


Macromedia  (MACR)  18 
Madoff  (Bernard  L)  70 
Magna  International  (MGA)  60 
Maior  League  Soccer  8 
Marriott  (MAR)  84 

Masland  (MSLD)  60 

Mattel  (MAT)  47 

Mazda  75 

McCaw  Cellular  40 

McGraw-Hill  (MHP)  87 

MCI  Communications  (MCIC)  40, 
72 

Mercantil  Probursa  56 
Mercedes-Benz  (DAI)  55 
Merrill  Lynch  (MER)  26.64.66,82 
Microsoft  (MSFD  18,47,48,59, 
74, 86 

Mike's  Cigars  46 
J  Mindscape  54, 86 
I  MMS  International  (MHP)  87 

Moody's  Investors  Service  64 

Morgan  LLP.)  UPM)  56 

Morgan  Stanley  (MS)  62, 66 


National  Car  Rental  84 
National  Steel  42 
Nationwide  Mutual  Insurance  43 
NBC  (GE)  86 
NCR  40 

Netscape  Communications 
(NSCP)  47 

Neuberger  &  Berman  66 
New  England  Investment  66 
Nike  (NKE)  6, 8 
Nintendo  52 
NKK  42 

Nomura  Securities  52 
Nynex (NYN)  72 


Saab  55,60 
Salomon  Brothers  (SB)  52, 5 
Sano  (SANO)  71 
Santa  Anita  Realty  (SAR)  6 
Schroder  Wertheim  60 
Schwab  (Charles)  (SCH)  82 
Securities  Data  64 
SES  54 
Sionix  81 

Smith  Barney  66,71.82 
Sony(SNE)  72 
Southwest  Airlines  (IUV)  62 
Southwestern  Bell  (SBC)  72 
Sprint  (FON)  40,72 
Standard  &  Poor's  (MHP) 
I  Steel  Dynamics  42 
I  Strong  Funds  82 
Sun  Microsystems  (SUNW) 


IBM  (IBM)  41.47 
International  Business 
Development  60 
International  Data  12 
Inverlat  56 
Investor  55 

Ironwood  Capital  Partners  64 
Isuzu  47 


|  James  (Raymond)  71 
\  Settlement  52 


Office  Mart  41 

Oracle  (ORCL)  59 

Overseas  Private  Investment  57 

I  P___  . 

Pacific  Bell  (PAC)  72 
Padron  Cigars  46 
PaineWebber  (PWJ)  42 
PanAm  47 

Payless  Car  Rental  84 
PC  Data  74 
Pearson  54 
Penguin  Publishing  54 
PepsiCo  (PEP)  47 

Pfizer  (PFE)  71 

Pilgrim  Baxter  66 

Pitcairn  Trust  66 

Power  Computing  18 


Takefup  52 
Target  Stores  74 
Tele-Communications  (TCOM 
Textron  (TXT)  60 
Thames  Television  54 

3D  Realms  Entertainment 

Time  Warner  (TWX)  54 

Toshiba  76 

Tribeca  Interactive  74 

TRowe  Price  82 

Trust  Co.  of  the  West  66 


UBS  Securities  52, 74 
Umax  18 

United  Airlines  (UAL)  62 
United  Asset  Management 
United  Income  Fund  62 
USAir(U)  62 
U.S.  Steel  (X)  42 

V  

ValuJet  (VJED  36,47 
Vanguard  Group  82 
Van  Kampen/American  Ca| 
Varity  60 

Vaughan  Nelson  Scarborou 
McConnell  66 
Volkswagen  8 
Volvo  55,60 


W  

Wal-Mart  Stores  (WMD  V 
Walt  Disney  (DIS)  54 
Washington  Mutual  71 
West  Japan  Railway  52 
Wheat  First  Butcher  Singei 
Wood  Perfect  46 
Wnghtson  (R  H )  26 

Y  ___ 

Yankee  Group  40 

Z  u 


Ziff-Davis  12 


Consolidated  Cigar  (CIG)    ^rn^JlnT&^utw 
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UP 
500 

665  07  1475 


52-week  change 

+  19.4% 


1-week  change 

+0.5% 


1477  68 
1470 


1-week  change 

-0.5% 


52-week  change 


1-week  change 

-0.1% 


KET  ANALYSIS 


ICKS 


Latest 


%  change 
Week  52-week 


:S  INDUSTRIALS  5689.8 

COMPANIES  (S&P  MidCap  Index)  231.3 

MPANIES  (Russell  2000)  328.9 

'AMIES  (Russell  3000^  376.5 

1  STOCKS  Latest 


0.4 
0.7 
0.7 
0.4 


24.1 
9.9 
8.0 

17.1 


%  change  (local  currency) 
Week  52-week 


FINANCIAL  TIMES  100) 
IKKEi  INDEX) 
(TSE  COMPOSITE) 


3872.1 
21,275.0 
5167.1 


1.0 
1.4 
2.3 


10.1 
20.0 
12.1 


FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.13% 

5.17% 

5.59% 

30-YEAR  TREASURY  BOND  YIELD 

6.83% 

6.79% 

6.91% 

S&P  500  DIVIDEND  YIELD 

2.16% 

2.18% 

2.42% 

S&P  500  PRICE/EARNINGS  RATIO 

19.0 

18.9 

16.0 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

640.8 

638.8 

Positive 

Stocks  above  200-day  moving  average 

57.0% 

54.0  %r 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.59 

0.59  r 

Negative 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.43 

1.66 

Neutral 

STRY  GROUPS 


NTH  LEADERS 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 
1-month  12-month 


Strongest  stock  in  group 


%  change 
1-month  12-month 


12.9 

17.9 

UNITED  HEALTHCARE 

13.2 

-11.5 

3854 

IEL  MANUFACTURING 

11.1 

17.1 

LIZ  CLAIBORNE 

17.7 

48.4 

3434 

REGIONAL  BANKS 

10.9 

34.6 

COMERICA 

17.7 

43.4 

497/8 

AND  GLASS  CONTAINERS 

10.2 

4.0 

CROWN  CORK  &  SEAL 

11.3 

11.3 

483/4 

SIFIED  MANUFACTURING 

10.2 

25.1 

ALLIEDSIGNAL 

14.7 

41.1 

6374 

NTH  LAGGARDS 

% 

1-month 

change 
12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

;co 


NAL  TELEPHONE  COMPANIES 
PORTATION  SERVICES 
iING 

VARE  AND  TOOLS 


-9_._4_ 
-3.7_ 

-3.6_ 

-3.5_ 

-1.8 


19.6 
_8._0_ 
__7._7_ 
38.6 
21.1 


PHILIP  MORRIS 
BELLSOUTH 
FEDERAL  EXPRESS 
CALIBER  SYSTEM 
STANLEY  WORKS 


-10.0 
-9.6 
-6.1 

-13.2 
-5.4 


22.9 
13.8 
_-0.5_ 
-59.2 
34.7 


91 '4 
~38% 

JA3A 

283/4 


UAL  FUNDS 


s 

LAGGARDS 

sk  total  return 

% 

Four-week  total  return 

% 

IT  EQUIFUND  MEXICO 

11.2 

PIONEER  INDIA  B 

-15.0 

ITY  SELECT  MEDICAL  DELIVERY 

9.4 

EV  MARATHON  GREATER  INDIA 

-9.9 

RTSON  STEPHENS  VALUE  &  GROWTH 

9.0 

AMERICAN  HERITAGE 

-7.8 

total  return 

% 

52-week  total  return 

% 

flARK  SMALL  CAP  EQUITY  A 

63.9 

STEADMAN  TECHNOLOGY  GROWTH 

-38.6 

(REND  GOLD 

50.4 

UNITED  SERVICES  GOLD  SHARES 

-26.4 

ilNE  GLOBAL  GROWTH 

47.8 

RESERVE  INFORMED  INVESTORS  GROWTH  A 

-24.8 

S&P  500 


4-week  total  return 


MORNINGSTAR  INC 


Average  turn) 
52-week  total  return 


TIVE  PORTFOLIOS 


nounts  represent  the 
/alue  of  $10,000 
one  year  ago 
portfolio 

ages  indicate 
total  returns 


U.S.  stocks 

$12,218 

+0.83% 


Foreign  stocks 
$11,387 

+0.52% 


Hi 


Treasury  bonds 

$10,703 

-0.23% 


llll 


Money  market  fund 
$10,524 

+0.11% 


DRI/McGRAW-HILL 


Gold 

$10,141 

-0.13% 


i  this  page  are  as  of  market  close  Wednesday,  Aug.  21,  1996,  unless  otherwise  mdi-  of  market  close  Aug.  20.  Mutual  fund  returns  are  as  of  Aug.  16.  Relative  portfolios  are  valued 
ustry  groups  include  S&P  500  companies  only:  performance  and  share  prices  are  as      as  of  Aug.  20.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 


Editorials 


MODERATION,  PLEASE,  MR.  PRESIDENT   

of  schooling  in  this  country  lies  with  the  50  governors, 
with  the  White  House.  It  always  has.  The  U.  S.  spends  n 
than  $240  billion  a  year  on  education,  with  only  a  tiny  frac 
coming  from  Washington.  Governors  have  had  the  freedoi 
encourage  vouchers  and  charter  schools  for  decades.  1 
have  been  afraid  to  offend  teachers'  unions  and  relig 
groups  opposed  to  mandating  standards  in  curriculums 
teaching.  In  fact,  you,  as  President,  should  use  your  offic 
a  bully  pulpit  to  pressure  the  governors  to  reform  educa 
Remind  them  that  one  major  reason  for  income  inequali 
educational  inequality.  Go  on  the  offensive.  Tell  the  gover 
to  stop  whining  about  devolution  and  start  making  it  wor 
the  people  of  this  country. 

Then,  simplify  taxes  and  give  the  people  a  tax  cut.  A  m< 
one,  across  the  board,  on  marginal  rates.  If  entitlements 
curbed  and  interest  rates  fall,  there  should  be  a  bit  ext: 
share.  Economic  growth  should  be  higher,  while  interest 
ments  on  the  old  debt  left  from  the  1980s  should  decline.  R< 
the  revenues  to  the  people.  But  please,  the  last  thing  Am 
needs  is  a  big  tax  cut  not  paid  for  with  serious  spending 

Finally,  Mr.  President,  with  victory  on  the  budget  defif 
hand,  you  should  tackle  the  trade  deficit.  That  means  le;j 
European  trading  partners  in  a  battle  against  closed  maii 
especially  in  Asia.  America's  support  for  free  trade  is  eri 
because  working  people  see  only  its  costs,  not  the  ber| 
This  is  a  serious  crusade  that  can  be  led  only  by  someonl 
seeking  reelection  and  therefore  not  vulnerable  to  the 
erful  pressures  of  influential  lobbies. 

The  second  term,  should  you  get  one,  President  ClintB 
for  the  history  books.  Govern  where  the  people  want  yoifi 
from  the  center. 


Two  things  appear  certain  in  politics  today.  Voters  want 
their  leaders  to  govern  from  the  center.  Politicians,  how- 
ever, insist  on  governing  from  the  extremes.  President  Clin- 
ton ran  in  1992  as  a  moderate  New  Democrat  but  saw  his 
election  as  a  mandate  for  government-inn  health  care.  He  got 
clobbered  on  the  issue.  The  Republicans  won  Congress  in  1994 
and  saw  their  victory  as  a  mandate  to  shut  down  government 
as  a  tactic  to  squeeze  entitlement  spending  to  pay  for  big  tax 
cuts.  They  got  clobbered  as  well:  Middle-of-the-road  Ameri- 
cans were  furious  at  their  hubris.  The  1996  Presidential  race 
is  just  heating  up  and  is  way  too  early  to  call.  But  if  Bill  Clin- 
ton wins  a  second  term,  we  have  some  advice  for  him.  It's  the 
same  advice  we  have  offered  on  this  page  to  Bob  Dole:  In  all 
things  political,  observe  moderation. 

Here's  how.  First,  Bill  Clinton  should  tell  the  people  the 
truth  about  entitlements  and  the  budget  deficit.  Don't  be  a 
demagogue  or  an  alarmist.  Tell  them  the  U.  S.  has  a  modest 
fiscal  problem  that  requires  modest  solutions.  The  deficit  is  al- 
ready down  to  a  mere  $116  billion  in  a  $7  trillion  econo- 
my— 1.7%  of  gross  domestic  product,  the  lowest  of  any  major 
nation  in  the  world.  Explain  that  future  growth  in  spending 
for  Medicare  and  Social  Security  has  to  be  curbed  some- 
what to  generate  about  $150  billion  in  savings  over  seven 
years.  A  little  more  than  $20  billion  annually  is  less  than  what 
Americans  spend  on  their  pets.  Raising  some  out-of-pocket 
costs,  encouraging  older  folks  to  join  the  same  kinds  of  hmos 
their  children  belong  to,  and  slowly  raising  the  Social  Security 
eligibility  age  for  aging  boomers  are  all  that  is  needed.  Noth- 
ing draconian. 

Then  tell  Americans  the  truth  about  education.  It's  not 
your  problem  as  President.  Responsibility  for  the  sorry  state 


A  GROWING  MEXICO  NEEDS  LAW  AND  ORDER 


Mexico  is  back.  A  surprising  7.2%  surge  in  gross  domes- 
tic product  during  the  second  quarter  means  the  gov- 
ernment will  easily  meet  its  goal  of  3%  growth  in  1996. 
Credit  goes  to  President  Ernesto  Zedillo  Ponce  de  Leon's  dis- 
ciplined macroeconomic  management.  The  Clinton  Adminis- 
tration, of  course,  shares  the  credit  for  putting  together  a 
multibillion  dollar  rescue  package  after  the  December,  1994, 
peso  collapse. 

The  Bolsa  is  up  22%  so  far  this  year.  Inflation  is  falling,  and 
exports  continue  to  grow.  (U.  S.  exports  to  Mexico  are  grow- 
ing, too — up  24%  over  the  past  six  months.)  There  are  still 
worries,  however.  Mexican  consumers  have  yet  to  feel  the  re- 
covery, and  Mexico's  unsteady  banks  are  unable  to  channel 
new  investment  credit  to  businesses.  But  Zedillo's  team  has 
started  to  put  the  country  on  a  sounder  economic  footing. 

Zedillo  also  deserves  credit  for  delivering  on  his  promise  to 
reform  the  country's  tainted  electoral  system.  And  he  has  be- 


gun to  clean  up  the  top  levels  of  Mexico's  corrupt  jud |j| 
But  recent  events  in  Tijuana  show  that  control  over  spiB 
violence  eludes  him.  A  Japanese  executive  was  kidnappc; 
released  after  his  company,  Sanyo,  paid  a  $2  million  ral 
Although  kidnapping  is  common  in  Mexico,  this  is  th: 
time  a  prominent  foreign  executive  has  been  seized. 

Gunmen  have  also  killed  the  federal  prosecutor  wh|)|i 
questioned  the  assassin  of  presidential  candidate  Luis  DUN 
Colosio.  The  government's  failure  to  solve  Colosio's  nfd< 
and  a  series  of  other  political  and  drug-related  killings^ 
Mexicans  worried  that  then-  country  is  sliding  into  mstflfij 
In  1994,  the  wealthy  sent  their  money  out  of  the  o$i 
when  they  lost  confidence  in  the  government.  Zedil  1 
restored  a  fragile  sense  of  calm,  but  cannot  afford  M 
danger  it.  As  a  technocrat  who  won  the  presidency  uncrl'j 
shadow  of  violence,  Zedillo  must  show  the  same  devoMi 
law  and  order  that  he  has  so  far  given  to  the  econom  j 


"Silicon  Graphics 
chose  and  implemented 
Oracle  Applications 
in  just  15  months" 

Ed  McCracken,  Chairman  and  Chief  Executive  Officer 

Silicon  Graphics,  Inc. 


the    last    decade    Silicon  Graphics, 
eading  manufacturer  of  high-performance 
il  and  enterprise  computing  systems, 
een  one  of  the  fastest  grow- 
ompanies  in  the  world, 
needed  new  busi- 


Market 

Management       Supply  Chain 
Management 


applications  with 
lexibility,  scal- 
ty  and  technical 
tecture  to  support 
phenomenal  growth. 
)n  Graphics   chose  and 
;mented  Oracle  Applications  on 
high-performance  CHALLENGE  server  in 
15  months. 


Manufacturing 


Finance 


ed  Techno 


Oracle  Applications  are  the  only  applications  designed 
for  rapid  business  change  and  built  on  Oracle's 
integrated  stack  of  database,  tools,  workflow,  data 
warehousing  and  Web  technologies. 

Oracle  Applications  automate  your 
entire  enterprise  with  over  30 
integrated  software  modules 
for  finance,  supply  chain 
management,  manufac- 
turing, projects,  human  re- 
sources and  market  management. 
Do  your  business  applications 
enable  rapid  growth?  If  not,  call  Oracle 
at  l  -800-633-1 06 1,  ext.  10072  today.  Or  find  us  on 
the  Web  at  http://www.oracle.com/applications 


ORACLG 

Enabling  the  Information  At;e  1 


Oracle 


Applications 


019%  Oracle  Corporation  ( >racle  is  a  registered  trademark,  and  Oracle  Applications  and  Enabling  the  Information  Age  are  trademarks  of  Oracle  Corporation  All  rights  reserved 

All  other  company  and  product  names  an-  trademarks  nl  their  respective  owners 


For  a  free  copy  of  our  GSM  booklet  please  call  1-800-431-2345.  Or  you  can  visit  our  website  at  www.ericsson.se/systems/gsm. 
Ericsson  Inc.,  740  East  Campbell  Road,  Richardson,  TX  75081. 


INVESTING  IN  HOT  OVERSEAS  MARKETS 


usmessWeek 


Make  It  Simple 

Marketers  sell  too  much  stuff  in  too  many 
different  ways.  Now  the  smart  ones 
are  cutting  the  complexity. 
Once  again,  P&G  is  leading  the  charge. 
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Morningstar  ratings  are  on  an  overall  basis  and  are  as  of  6/30/96.  They  are  awarded  to  r 
classes  eligible  for  ratings,  3  received  5  stars.  16  received  4  stars,  and  26  received  3  stars 

ject  to  change  every  month.  Past  performance  is  no  guarantee  of  future  results.  Ratings  are  calculated  from  the  funds'  3-.  5-  and  10-year  average  annual  returns  in  exce 


ney  market  funds  with  at  least  3  years  of  performance.  Of  the  51  Federate*, 
Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance.  Tt*| 


FEDERATED 

MUTUAL  FUNDS  BUILT 
TO  STAND  THE  TEST  OF  TIME. 

41 

Our  yea  rs  of 
experience  managing  money. 

88 

The  percent  of  our 
rated  funds  that  receive 
3.  4  or  5  stars  from  Morningstar. 

13 

The  years  of  experience 
our  fund  managers  average 


With  nearly  $90  billion  in  assets,  and  service 
rated  #1  by  DALBAR,  Federated  can  help  you  build 
long-lasting  portfolios.  Call  your  financial  advise  >r 

or  1-800-341-7400  to  be  put  in  touch  with  a 
financial  advisor  near  you.  You  will  receive  more 
complete  information,  including  a  prospectus,  which 
yon  should  read  carefully  before  investing. 


Federated  [^j  Investors 


'eturns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-biil  returns.  Ten  percent  of  funds  in  a  rating  universe  receive  5 
receive  4  stars,  and  35%  receive  3  stars,  •  Federated  Investors  was  ranked  #1  by  registered  representatives  for  overall  marketing  support  in  the  1995  DALBAR  Broker/Dealer 
ierated  Securities  Corp.,  Distributor 


COVER  STORY 


MAKE  IT  SIMPLE 

That's  Procter  &  Gamble's 
new  marketing  mantra- 
and  it's  spreading  to  other 
industries  page  96 


BusinessWeek 

SEPTEMBER    9,  1996 


CYBERPRIVACY 

To  practice  safe 
surfing,  consumers 
can  take  a  variety 
of  commonsense 

Steps  page  120 
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Cover  Story 


MAKE  IT  SIMPLE 

Less  is  proving  to  be  more  for 
bellwether  Procter  &  Gamble  Co.  Its 
profits  are  rising  as  it  pursues 
simplification:  Paring  product  lines, 
cutting  back  on  trade  promotions, 
easing  up  on  coupons,  getting  rid  of 
marginal  brands,  and  trimming  new 
product  launches.  Other  companies — 
from  food  to  autos — are  following  suit 
AN  OLD  COACH  WITH  NEW  DISCIPLINE 
P&G  veteran  John  Pepper  is  applying 
tough  new  standards  as  ceo 

News:  Analysis  &  Commentary 

AFTER  CHICAGO,  ITS  HARDBALL 

How  Clinton  and  the  Democrats  plan  to 
nail  down  victory  in  the  Presidential 
election 

WHY  CLINTON  LANDED  ON  HIS  FEET 

His  economic  proposals  were  thwarted 
— which  may  be  his  good  fortune 
COMMENTARY 

Clinton  is  making  a  mistake  by  taking- 
black  voters  for  granted 


38    RACE  AROUND  THE  FDA 

The  tobacco  industry  has  ways  to 
bypass  new  federal  curbs  on  cigarette 
sales  and  promotions 
40    TOBACCO  COUNTRY  JUDGE 

Meet  William  Osteen,  the  jurist  who 
will  preside  over  the  FDA-Big  Tobacco 

rase 

42  COMMENTARY 

Clinton's  antismoking  plan  is  a  step  in 
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Up  Front  § 


EDITED  BY  LARRY  LIGHT  WITH  LISA  SANDERS 


TALK  SHOW  "Another  friend 
advised  me  that  I  should  cut  my  hai 
and  color  it  orange  and  change  my 
name  to  Hillary  Rodman  Clinton. 

— The  First  Lady 


RANK  AND  FILE 

PUBLIC  WORKERS,  PRIVATE  ANGER  

democratic  convention  ^rf^sSSl  ^  Chicago 
delegates  representing  pub-  ^gtaMmTHjjl  miffed  about 
lie-employee  unions  put  on  /MAffjYllJSI  the  platform, 
happy  faces  in  Chicago,  all  /GiAMriTilTi  II  which  the  Clin- 
for  party  unity.  Still,  the  f  ft  P  ill!  \m\  tonites  drafted, 
smiles  couldn't  hide  their 
displeasure  with  President 
Clinton  for  signing  a  wel- 
fare reform  bill.  They  fear 
its  work  requirements 
will  prompt  cities  to  create 
low-paying  service  jobs  for 
welfare  recipients,  shutting 
out  union  members.  To  molli- 
fy this  bunch— 20%  of  the 
delegates — Bill  Clinton  plans 
to  seek  $3  billion  in  grants 
and  tax  breaks  from  Con- 
gress to  create  private-sec- 
tor jobs  for  welfare  people. 
In  addition,  many  unionists 


BACKING  BILL  but  it  hurts 

The  public-worker  unions  lost 
their  bid  to  soften  antigov- 


ernment  language  such  as: 
"The  American  people . . .  want 
a  government  that  is  for 
them,  not  against  them." 
Longtime  Clinton  ally  Gerald 
McEntee,  president  of  the 
American  Federation  of 
State,  County,  &  Municipal 
Employees,  contends  that 
such  lines  aren't  a  direct  at- 
tack on  his  members.  Anoth- 
er union  official,  however, 
gripes  that  "the  people  who 
wrote  the  platform  are  anti- 
public  employee." 

Clinton  has  pleased  public- 
employee  unions  by  lifting  re- 
strictions on  federal  work- 
ers' political  involvement. 
But  he  has  also  reduced 
m   the  federal  workforce  by 
10%,  to  1.9  million.  Nonethe- 
less, the  unions  will  stick  with 
Clinton,  preferring  liim  to  the 
Republicans.  Owen  Ullmann 


PLASTIC  FANTASTIC 

A  MUST-GET  FOR 
LIMOUSINE  LIBERALS 

NOW  COMES  THE  CARD-CARRY- 
ing  Democrat.  Democrats 
2000,  a  Washington-based  lib- 
eral fund-raising  group,  is  get- 
ting ready  to  issue  its  mem- 
bers a  credit  card  as  a  way 
of  raising  dough.  Thomas  Hat- 
tery,  its  executive  director, 
says  the  card  will  appeal  to 
party  loyalists 
as  something 
akin  to  a  fash- 
ion acces- 
sory, "like 
wearing  a 
campaign 
button." 

Similar 
special-issue 
charge 
plates,  called  affinity  cards, 
are  used  by  numerous  enti- 
ties from  fraternal  organiza- 
tions to  auto  makers.  Demo- 
crats 2000  bills  its  version  as 
a  first  for  a  political  outfit. 
The  group  is  soliciting  its 
40,000  members  for  the  Visa 
card  with  a  6.9%  introductory 


interest  rate  and  no  annual 
fee.  After  six  months,  the  rate 
would  rise  to  competitive  lev- 
els, now  around  17%  to  18%. 

A  fraction  of  the  4%  fee 
that  vendors  pay  the  issu- 
ing bank  (Travelers  Bank  of 
Delaware)  after  every  trans- 
action   would   go   to  the 


organization,  whose  advisory 
board  includes  Vice-President 
Al  Gore. 

Hattery  says  that  he  has 
no  idea  how  much  the  cards 
will  rake  in  for  his  group, 
since  the  whole  thing  is  an 
untried  notion  in  the  politi- 
cal realm.  Douglas  Harbrecht 


THE  LIST  GREASE  IS  THE  WORD 


The  biggest 
loophole  in 
Presidential 
spending  ceil- 
ings is  for  "soft 
money" — 
unregulated 

donations  to  national  parti- 
san committees,  ostensibly 


t  used  for  "party 
f  building." 


!§!>•' '%  L  * Tobacco  inter- 
ests  dominate 

WHERE  THE  MONEY  IS       GOP's  donor  list. 

~  For  the  Demo- 
crats, it's  the  entertainment 
industry. 


TOP  SOFT-MONEY  CONTRIBUTORS 


DEMOCRATS 


REPUBLICANS 


SEAGRAM/MCA 

$620,000 

PHILIP  MORRIS 

$1,600,000 

MacANOREWS  & 

RJR  NABISCO 

970,450 

F0RBES/REVL0N 

536,250 

AMERICAN  FINANCIAL 

WALT  DISNEY 

532,000 

GROUP 

794,000 

DREAMWORKS 

525,000 

ARC0 

615,175 

GOLDMAN  SACHS 

510,000 

U.S.  TOBACCO 

448,768 

Includes  contributions  from  subsidiaries  and/or  executives                 DATA.  COMMON  CAUSE 

GOOD  OLD  DAYS 

CASEY  JONES  AT 
THE  LAPTOP 

FROM  THE  OUTSIDE,  B 
Clinton's  Midwest  whis 
stop  tour  seemed  a  dec 
recreation  of  Harry  Trum 
1948  campaign  ride,  esper. 
ly  the  last  two  cars — old 
mans  used  by  Franklin  E 
sevelt  and  Truman. 

The  technology  stui 
inside  the  13  cars,  howe 
belied  appearances.  Spe 
electrical  hookups  lined  fl< 


boards  and  walls  for  lapfc 
fax  machines,  and  telepho 
used  by  more  than  275  C] 
ton  staffers  and  report 
Not  to  mention  the  Pr 
dent's  satellite  uplink. 

One  car  was  a  TV  stu 
complete  with  picture  vl 
dows  to  allow  backdrops! 
trackside  cornfields.  A  roo 
transmitter  beamed  Clint 
TV  images  to  a  microwj 
disk  in  a  helicopter  follow] 
overhead.  The  Clinton  c 
paign  paid  only  10%  of 
trip's  $1  million  cost;  taxp 
ers  and  media  paid  the  r< 

What  evoked  Truman 
the  old-fashioned  stump 
along  the  500-mile  trek, 
the  fierce  sun  forced  Clin 
at  nearly  every  rally,  to 
out  for  a  doctor  as  onlool 
fainted.     Mary  Beth  Re 
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IF  YOU'RE  LOST, 
WE'LL  HELP  YOU  FIND  YOUR  WAY, 

IF  YOU  KNOW  YOUR  WAY, 
(EN  FEEL  FREE  TO  LOSE  YOURSELF. 


H.  M  M,  m,  Jlal53DUJ-JJJ 


THE  INTERNET  @ 

(V)  WEB  NEWS 
nyj  INTERNET  FORUMS 
f,ii  WEB  CHAT 


GO  INTERNET 


Direct  Internet  Access  and  24-hour 
Online  Q  &  A  from  CompuServe. 

With  instant  Internet  access  and 
unrivaled  support  to  help  you 
navigate  it,  CompuServe  has  the 
answers  to  your  Internet  questions. 
Features  like  "What's  Hot"  to  show 
you  where  to  go  and  what  to  see. 
Or  join  one  of  our  Internet  Forums® 
and  discuss  the  hottest  sites.  Then 
e-mail  your  friends  about  the  things 
you've  discovered.  For  free  software 
and  10  free  hours,*  just  give  us  a  call. 
We'll  point  you  in  the  right  direction 
then  cut  you  loose  to  explore  it. 

CompuServe* 
1.800.487.8942 


Up  Front 


CAMPAIGN  COFFERS 


SPENDING  CAP?  WHAT  SPENDING  CAP? 


THEORETICALLY, 

Bill  Clinton  and 
Bob  Dole  each 
will  get  $62 
million  in  federal 
funds — and  can 
spend  no  more. 
But  look  again. 
The  parties  have 
plenty  of  ways 
to  get  around  the 
cap,  all  counte 
nanced  by  the  law, 
For  starters,  the 
two  major  parties 
are  allowed  to 
spend  $12.4  million  each  in 
public  funds  on  their  con- 
ventions— glorified  pep  ral- 
lies for  the  top  of  the  tickets. 
And  they  can  spend  an  addi- 
tional $12  million  in  so-called 
coordinated  Presidential  ex- 
penses for  such  things  as 


media  buys  and  phone  banks. 

Then  there's  "soft  mon- 
ey"— megabuck  private  do- 
nations, ostensibly 
for  "party  build- 
ing" activities. 
These  funds  invari- 
ably go  to  benefit  the 
candidates.  In  the 
18  months  ended 
June    30,  the 
Democrats  had 
raised  $70.3 
fl  million  in 
soft  money; 
the  Republi- 
cans, $84  million. 

Add  in  the  pure  special-in- 
terest money:  "independent 
expenditures"  by  labor 
unions,  business,  and  single- 
issue  advocacy  groups,  which 
will  soar  as  election  day 
draws  near.  Unions  alone  es- 


DRAWN  &  QUARTERED 


timate  they'll  spend  $35  mil- 
lion on  issue-oriented,  pro- 
Democratic  ads.  Business 
groups,  led  by  the  U.  S. 
Chamber  of  Commerce,  are 
trying  to  raise  $20  million  for 
a  pro-Dole  counteroffensive. 

Ross  Perot  will  get  just 
$29.1  million  in  federal  funds, 
based  on  his  1992  showing. 
His  new  Reform  Party  doesn't 
qualify  for  the  other  federal 
funds.        Mary  Beth  Regan 


BACK  SCRATCHING 

NOT  ONE,  BUT  TWO 
DALEYSTO  PLEASE 

WHAT  MIGHT  A  SMOOTHLY  RUN 
Democratic  convention — and 
a  second  term  for  Clinton — 
bring  to  the  Daleys?  The 
mayor  and  his  power-lawyer 
brother  are  running  the 
Chicago  conclave  and  work- 
ing to  win  Illinois'  22  elec- 
toral votes  for  Bill  Clinton. 

Chicago  Mayor  Richard 
Daley,  who  has  had  off-again, 
on-again  relations  with  the 


legislative  goals  on  Clinton, 
such  as  tax  credits  for  busi- 
nesses to  clean  up  and  invest 
in  contaminated  sites. 

His 
brothei-, 
William, 
co-chair  of 
the  convention's 
organizing  com- 
mittee, was  a 
key  Clinton  lob- 
byist on  NAFTA. 
Although  the  Clintonites 
snubbed  William  Daley  four 
years  ago  for  Transportation 


HIZZONER:  Richard  II 


Secretary,  they 
now  express  in- 
terest in  him  for 
a  Cabinet  post. 
"I'm  quite  con- 
tent" in  Chicago, 
he  says.  But  he  coyly  adds: 
"I'm  not  ruling  anything  in  or 
out."       Richard  A.  Melcher 


facilitator:  Brother  Bill 

White  House,  wants  federal 
help:  $204  million  to  shore  up 
the  Lake  Michigan  waterfront. 
As  the  new  head  of  the  U.  S. 
Conference  of  Mayors,  he's 
als  i  pushing  urban-oriented 


THE  BIG  PICTURE 


BUSIER  VOTING  BOOTHS? 

Voter  turnout  in  1992  re- 
versed a  24-year  downward 
trend  because  that  election 
had  a  lot  of  drama.  This 
year's  outlook  is  unclear. 
Election  expert  Curtis  Gans 
notes  voter  enrollment  is 
up  (it's  easier  to  register 
now),  but  polls  show  less 
interest  in  the  1996  contest, 


DATA  COMMITTEE  FOR  THE  STUDY  OF  THE  AMERICAN  ELECTORATE 


HONCHOS 

ONE  F.O.B. 
WHO'S  M.I.A. 

A  PROMINENT 

friend  of  Bill 
Clinton  four 
years  ago  who's 
keeping  a  low 
profile  now  is 
John  Bryan,  ceo 
of  Chicago-based 
Sara  Lee.  An 
early  and  vocal 
Clinton  backer, 
Bryan  emceed  a  Clinton  g» 
together  of  CEOs  in  1992.1 
haven't  seen  him — and! 
think  that  says  something 
says  a  Democratic  operatii) 

Bryan  insists  his  "suppli 
is  as  unqualified  and  I 
strong  as  it  ever  was."  I 
one  of  the  first  corporn 
leaders  to  back  the  obscij 
Arkansas  governor,  Brj| 
drew  a  lot  of  media  noti«jh 
1992.  Now,  says  Bryan,  Cjj 
ton  needs  no  introductiil 
Bryan  concedes  he  has  bis 
criticized  by  shareholders  ! 
his  support  of  the  Democr-i; 
Since  '92,  he  has  been  foci 
ing  on  fixing  the  comparlj 
problems,  mainly  in  I 
hosieiy  business. 

In  1992,  the  Mississippi} 
donated  $1,000  to  Clinton  (I 
legal  max)  and  $15,000  to  | 
Democratic  National  CcB 
mittee,  which  of  course  llj 
stered  the  Presidential  tick1: 
Thus  far  in  1996,  he  has  J 
en  $1,000  to  Clinton  and  p 
to  the  dnc.  But  Sara  L<» 
pac  has  kicked  in  $5,000o 
the  dnc.         Peter  Elstrm 


FOOTNOTES  Of  Democratic  delegates:  men,  50.2%;  women,  49.8%;  of  Republican  delegates:  men,  64%;  women,  36% 
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RUST.  THE  UNIVERSAL  LANGUAGE 
FOR  SUCCESSFUL  PARTNERSHIPS. 


The  partnerships  you  formed  in  childhood 
e  contributed  to  your  success  today.  When  you're 
loring  real  estate  opportunities  12  time  zones  away, 
bal  partnerships  based  on  trust  are  crucial. 

At  Cushman  &  Wakefield,  we're  relationship- 
mted,  not  just  transaction-driven.  That's  why  we've 
iblished  a  worldwide  real  estate  services  organiza- 
n  that  offers  the  same  standard  of  excellence  on  a 
bal  basis  that  distinguishes  us  in  the  U.S. 


Today  we  provide  real  estate  solutions  tailored  to 
our  clients'  specific  needs  in  more  than  30  countries, 
in  the  major  business  centers  of  the  world. 

Now  that  you're  bigger,  the  world  is  even  smaller. 
To  put  us  to  work  for  you  call  1-800-346-6789. 


CUSHMAN* 

i 

Improving  your  place 
in  the  world!" 


Cushman &Waki  hi  i  i  >  \W  >ri  i  iwidi 


The  Future  is 
Looking  Brighter 


We've  seen  the  future  and  it  looks  bright.  From  fingertip-sized  memory  chips  to 
powerful  communications  satellites,  we're  dedicated  to  making  it  even  brighter 
through  advanced  semiconductor,  communications,  and  multimedia  technology. 
We  are  Hyundai  Electronics. 

Semiconductors  Hyundai  Electronics  wasn't  the  first  semiconductor  maker, 
but  our  256 -megabit  synchronous  DRAM  was  a  world  first.  Now  we're  working 
on  the  cutting  edge  of  technology  to  develop  tomorrow's  1-and  4 -gigabit  DRAMs 
as  well  as  non-memory  chips  and  advanced  TFT-LCD  displays. 

r 

V^ommumcations  Hyundai  Electronics  didn't  pioneer  satellite  communications, 
but  we  will  build  23  of  136  Satellites  in  the  GlobalStar  worldwide  communication 
system  by  2005.  From  auto  navigation  systems  to  CDMA  digital  cellular  phones, 
we're  helping  shape  the  way  you'll  keep  in  touch  with  your  world  tomorrow. 

^N^ultimedia  Hyundai  Electronics  wasn't  the  inventor  of  multimedia,  but  our 
Video  CD  Players  and  multimedia  personal  computers  are  bringing  it  into  homes 
around  the  world  today.  Now  we're  riding  the  next  wave  of  technology  with  high- 
definition  television,  video-on-demand,  and  digital  video  disc  projects  to  take  home 
entertainment  to  the  next  level. 

Hyundai  Electronics.  We've  seen  the  future.  And  it's  looking  brighter. 
LIVE  THE  FUTURE 

•HYUNDAI 

Hyundai  Electronics  Industries  Co.,  Ltd. 

Head  Office  San  1 36-1 ,  Ami-ri,  Bubal-eub.  Ichon-kun,  Kyoungki-do,  467-860  Korea  Tel:  741  -0661 ,  Fax:  741  -0737 
Seoul  Office   Hyundai  Jeonja  Bldg.  66  Jeokseon-dong,  Chongro-ku,  Seoul,  Korea  Tel:  398-4500,  Fax:  733-2145/7 

HEATel:(408)232-8000  Fax:(408)232-8146  HEDTel  49-6142-9210  Fax  49-6142-921-290/2/4. 217  HEUTel.44-(0)1932-827700  Fax:44-(0)1932-827745  HES  Tel  270-6300 
Fax:270-6102. 6105  HEC  Tel  86-21-976-5852/3  Fax  86-2 1-976-3838  HET  Tel  86-22-532-5670  Fax:86-22-532-5673  HEH  Tel  852-2971-160O-1470  Fax:852-842-1591 
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DISSECTING 
DOLE'S  TAX  CUT 


It  was  a  disappointment  to  see  you  so 
biased  against  Dole  and  Reagan  ("Dole's 
Gamble,"  Cover  Story,  Aug.  19).  You 
only  quoted  economists  hostile  to  dy- 
namic supply-side  principles  and  com- 
pletely forgot  to  mention  that  simulta- 
neous to  the  Reagan  tax  cut,  the 
Democratic  majority  in  Congress  built 
the  largest  welfare  program  while  the 
U.  S.  was  still  at  war  (the  cold  war). 

It  seems  that  our  country  was  suc- 
cessful at  both:  We  broke  the  power  of 
the  Soviet  Union,  and  we  managed  to 
create  a  large  underclass  dependent  on 
the  government.  Still,  Reagan  created  a 
prosperity  whose  benefits  we  still  enjoy. 

Robert  Denes 
Kalamazoo,  Mich. 

I  am  amazed  at  the  space  you  de- 
vote to  a  serious  discussion  of  Dole's 
fraudulent  gimmick  of  a  15%  tax-cut  of- 
fer. I  am  confident  that  the  American 
electorate  will  recognize  this  shameless 
swindle  for  what  it  is:  a  desperate  at- 
tempt at  bribery  with  nonexistent  funds. 

Dole  says:  "I  will  complete  the  job 
Ronald  Reagan  started."  Reagan  hiked 
our  national  debt  by  $600  billion.  So 
when  is  the  job  completed?  When  the 
U.  S.  government  files  for  bankruptcy? 

Thomas  R  Brody 
Pittsburgh 

I  am  shocked  and  appalled  at  the 
hatchet  job  on  Bob  Dole.  This  is  blatant 
politically  motivated  journalism  at  its 
worst.  Your  writers  and  editors  have 
obviously  adopted  a  doctrinaire  liberal 
perspective,  and  their  opinions,  unjusti- 
fied by  any  research,  are  laced  through- 
out the  article. 

Some  "obvious"  thoughts  that  I  and  a 
majority  of  the  people  with  whom  I  as- 
sociate share: 

■  The  tax  cut  proposed  is  not  nearly 
large  enough. 

■  The  federal  government  could  easily 
be  cut  in  half,  and  the  U.  S.  would  be 
much  better  for  it. 

■  The  characteristics  that  Dole  is  ex- 


CORRECTIONS  &  CLARIFICATIONS 

"Leaving  your  job?  Weigh  your  401(1 
options"  (Personal  Business,  Aug.  21 
should  have  identified  Will  Bashan  as  prc ] 
ident  of  cigna  Financial  Services. 

"Keiretsu  connections"  (International  Bus 
ness,  July  22)  should  have  said  that  Gt 
eral  Electric  Co.'s  partner  on  various  po 
er  projects  in  Asia  is  Mitsui  &  Co. 
Mitsui  Bank. 


hibiting  are  sorely  needed  and  are  1; 
ing  in  the  current  Administration. 

Michael  B.  Lo 
Roswell, 

NOT  QUITE 

A  SUPPLY-SIDER  YET  

To  call  Bob  Dole's  economic  plan 
ply-side  economics  in  "Bob  Dole's  h 
steps  toward  the  supply  side"  (Econt 
Viewpoint,  Aug.  19)  is  only  partly 
rect.  The  15%  tax  relief  that  worl 
taxpayers  keep  is  demand-side  ecor 
ics,  as  it  promotes  consumption.  T 
however,  upsets  the  socialist  Democi 
because  they  don't  first  get  the  m<| 
and  then  determine  how  best  to 
votes  by  giving  it  to  some  "woij 
group"  to  spend. 

Eddie  J.  Jacfi 
Portsmouth, 

WHERE  THE  BUDGET'S 
FAT  IS:  THE  PENTAGON 


Does  business  week  really  bel! 
that  the  economy  would  be  much  bt 
if  we  cut  Medicare  and  Social  Seem 
Actually,  if  your  prescription,  "Strs 
talk  about  entitlements"  (Editor 
Aug.  19),  were  applied  to  the  econ 
the  country  would  experience  a  dejl 
sion  that  would  make  the  1930s  1 
like  blooming  prosperity. 

Why  does  business  week  rei| 
from  questioning  the  ballooning 
war  military  budget?  One  hundred 
lion  dollars  from  that  budget  woul<r 
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Financial  Restructuring  Enabling 
A  Timber  Company  To  Go  Public 


(We  Planted  The  Seeds  For  Their  Growth) 

A  growing  timber  company  needed  to  restructure  in  order  to  go  public, 
rhey  turned  to  us  for  financial  advice,  interim  financing  and  a  commitment  for  the  long  term 
funding  they  needed  to  grow.  We  specialize  in  helping  our  clients  reach  new  heights. 


INTRODUCING  ALLEGRA™.  THE  NEW  PRESCRIPTION 
SEASONAL  ALLERGY  MEDICINE  THAT  LETS  YOU  GET  OUT  THERE. 


Experience  something  new  this  allergy  season.  So  you  can 
experience  more.  Because  this  season,  there's  Allegra. 

Only  you  know  how  miserable  your  seasonal  nasal  allergies 
can  be — and  how  some  medicines  can  make  you  feel.  That's 
why  Allegra  was  made  to  give  you  nondrowsy  relief  from 
symptoms  like  sneezing,  runny  nose,  and  watery,  itchy  eyes, 
but  lets  you  feel  like  yourself. 

In  fact,  in  tests  conducted  by  allergists,  drowsiness  in  people 
who  took  Allegra  was  similar  to  placebo  (sugar  pill),  1 .3%  vs 
0.9%.  The  most  commonly  reported  adverse  experiences  for 


Allegra  and  placebo  are  cold  or  flu  (2.5%  vs  1.5%),  nausea 
(1.6%  vs  1.5%),  and  menstrual  pain  (1.5%  vs  0.3%). 

Plus,  Allegra  is  safe  to  take  as  prescnbed — one  capsule, 
twice  a  day  for  people  12  and  over.  Most  important  of  all, 
its  effectiveness  doesn't  wear  off  as  the  day  wears  on. 

So  discover  what  it  takes  to  get  out  there  this  year.  Talk  to 
your  doctor.  Because  we  don't  need  to  tell  you  much  else 
about  Allegra*  The  relief  you'll  feel  says  it,  ahhh,  all. 

Please  see  additional  important  information  on  adjacent  page. 


This  allergy  season,  go  far  ahhhfield.  

Ahhh!  Allegra/ 


Brief  Summary  of 

Prescribing  Information  as  of  July  1996 

ALLEGRA™ 

(fexofenadine  hydrochloride)  Capsules 

60  mg 

INDICATIONS  AND  USAGE 

ALLEGRA™  is  indicated  for  the  relief  of  symptoms  associated  with 
seasonal  allergic  rhinitis  in  adults  and  children  12  years  of  age  and  older. 
Symptoms  treated  effectively  include  sneezing,  rhinorrhea,  itchy 
nose/palate/throat,  itchy/watery/red  eyes 
CONTRAINDICATIONS 

ALLEGRA™  is  contramdicated  in  patients  with  known  hypersensitivity  to 
any  of  its  ingredients. 
PRECAUTIONS 
Drug  Interactions 

In  [v.  .  separate  studies   '<   ■  ij)»:-r J.r I  i.ionrJe  i--l<)  rni|  twice  daily 

(twice  the  recommended  dose)  was  co-adminislered  with  erythromycin 
500  mg  every  8  hours  or  ketoconazole  400  mg  once  daily  under  steady- 
state  conditions  to  normal,  healthy  volunteers  (n=24.  each  study)  No 
differences  in  adverse  events  or  OTc  interval  were  observed  when 
subjects  were  administered  fexofenadine  hydrochloride  alone  or  in  combi- 
nation with  erythromycin  or  ketoconazole  The  findings  of  these  studies 
are  summarized  in  the  following  table 

Eltects  on  Steady-State  Fexofenadine  Pharmacokinetics 
After  7  Days  of  Co-Administration 
with  Fexofenadine  Hydrochloride 
120  mg  Every  12  Hours  (twice  recommended  dose) 
in  Norma)  Volunteers  (n=24) 
Concomitant  Cm*SS  AUCss(0-12n) 

Drug  (Peak  p%sma  (Extent  ol 

concentration)       systemic  exposure) 
Erythromycin  +82%  +109% 

(500  mg  every  8  hrs) 

Ketoconazole  + 1 35%  + 1 64% 

(400  mg  once  daily) 

The  mechanisms  of  these  interactions  are  unknown,  and  the  potential  for 
interaction  with  other  azole  antifungal  or  macrohde  agents  has  not  been 
studied  These  changes  in  plasma  levels  were  within  the  range  of  plasma 
levels  achieved  in  adequate  and  well -controlled  clinical  trials  Fexofenadine 
had  no  effect  on  the  pharmacokinetics  of  erythromycin  or  ketoconazole 
Carcinogenesis,  Mutagenesis,  Impairment  of  Fertility 
The  carcinogenic  potential  and  reproductive  toxicity  of  fexofenadine 
hydrochloride  were  assessed  using  terfenadme  studies  with  adequate 
fexofenadine  exposure  {based  on  plasma  area-under-the-curve  [AUC] 
values)  No  evidence  of  carcinogenicity  was  observed  when  mice  and  rats 
were  given  daily  oral  doses  of  50  and  1 50  mg/kg  of  terfenadme  for  1 8  and 
24  months,  respectively,  these  doses  resulted  in  plasma  AUC  values  of 
fexofenadine  that  were  up  to  tour  times  the  human  therapeutic  value 
(based  on  a  60-mg  twice-daily  fexofenadine  hydrochloride  dose) 
In  in-vitro  (Bacterial  Reverse  Mutation,  CHO/HGPRT  Forward  Mutation, 
and  Rat  Lymphocyte  Chromosomal  Aberration  assays)  and  m-vivo 
(Mouse  Bone  Marrow  Micronucleus  assay)  tests,  fexofenadine  hydrochlo- 
ride revealed  no  evidence  of  mutagenicity 

In  rat  fertility  studies,  dose-related  reductions  in  implants  and  increases  in 
postimplantation  losses  were  observed  at  oral  doses  equal  to  or  greater 
than  150  mg/kg  of  terfenadme,  these  doses  produced  plasma  AUC  values 
of  fexofenadine  that  were  equal  to  or  greater  than  three  times  the  human 
therapeutic  value  (based  on  a  60-mg  twice-daily  fexofenadine  hydrochlo- 
ride dose) 
Pregnancy 

Teratogenic  Effects:  Category  C.  There  was  no  evidence  of  terato- 
genicity in  rats  or  rabbits  at  oral  terfenadme  doses  up  to  300  mg/kg. 
these  doses  produced  fexofenadine  plasma  AUC  values  that  were  up  to 
4  and  37  times  the  human  therapeutic  value  (based  on  a  60-mg 
twice-daily  lexofenadme  hydrochloride  dose),  respectively. 
There  are  no  adequate  and  well-controlled  studies  in  pregnant  women 
Fexofenadine  hydrochloride  should  be  used  during  pregnancy  only  if  the 
potential  benefit  justifies  the  potential  risk  to  the  fetus 
Nonteratogenic  Effects.  Dose-related  decreases  in  pup  weight  gam  and 
survival  were  observed  in  rats  exposed  to  oral  doses  equal  to  and  greater 
than  150  mg/kg  of  terfenadme,  at  these  doses  the  plasma  AUC  values  of 
fexofenadine  were  equal  to  or  greater  than  3  times  the  human  therapeutic 
values  (based  on  a  60-mg  twice-daily  fexofenadine  hydrochloride  dose). 
Nursing  Mothers 

There  are  no  adequate  and  well-controlled  studies  in  women  during  lacta- 
tion Because  many  drugs  are  excreted  in  human  milk,  caution  should  be 
exercised  when  fexofenadine  hydrochloride  is  administered  to  a  nursing 
woman. 
Pediatric  Use 

bdf*  ly.-in-jpttp.  tiv*?ness  of  ALLEGRA'"  in  pediatric  patients  under  the  age 
of  12  years  have  not  been  established  Across  well-controlled  clinical  trials 
in  patients  with  seasonal  allergic  rhinitis,  a  total  of  205  patients  between 
the  ages  of  12  to  16  years  received  doses  ranging  from  20  mg  to  240  mg 
twice  daily  for  up  to  two  weeks  Adverse  events  were  similar  m  this  group 
compared  to  patients  above  the  age  of  16  years 
Geriatric  Use 

In  placebo-controlled  trials,  42  patients,  age  60  to  68  years,  received 
doses  of  20  mg  to  240  mg  ol  fexofenadine  twice  daily  for  up  to  two  weeks 
Adverse  events  were  similar  in  this  group  to  patients  under  age  60  years. 
ADVERSE  REACTIONS 

In  placebo-controlled  clinical  trials,  which  included  2461  patients 
receiving  fexofenadine  hydrochloride  at  doses  of  20  mg  to  240  mg 
twice  daily,  adverse  events  were  similar  in  fexofenadine  hydrochloride 
and  placebo-treated  patients  The  incidence  of  adverse  events, 
including  drowsiness,  was  not  dose  related  and  was  similar  across 
subgroups  defined  by  age.  gender,  and  race  The  percent  of  patients 
who  withdrew  prematurely  because  of  adverse  events  was  2  2%  with 
fexofenadine  hydrochloride  vs  3  3%  with  placebo  All  adverse  events 
that  were  reported  by  greater  than  1%  of  patients  who  received  the 
recommended  daily  dose  of  fexofenadine  hydrochloride  (60  mg  twice- 
daily),  and  that  were  more  common  with  fexofenadine  than  placebo, 
are  listed  in  the  following  table 

Adverse  Experiences  Reported  In  Placebo-Controlled 
Seasonal  Allergic  Rhinitis 
Clinical  Trials  at  Rates  of  Greater  Than  1% 


Fexofenadine  60  mg 
Twice  Daily 
(n=679) 


Placebo 
Twice  Daily 
(n=671) 


Adverse  Experience 
Viral  Infection  (cold,  flu)  2  5%  1 .5% 

Nausea  16%  1.5% 

Dysmenorrhea  1 .5%  0  3% 

Drowsiness  13%  0  9% 

Dyspepsia  1,3%  0  6% 

Fatigue  1.3%  09% 

Adverse  events  occurring  in  greater  than  1%  of  fexofenadine  hydrochlo- 
nde-treated  patients  (60  mg  twice  daily),  but  that  were  more  common  in 
the  placebo-treated  group,  include  headache  and  throat  irritation 
The  frequency  and  magnitude  of  laboratory  abnormalities  were  similar  in 
fexofenadine  hydrochloride  and  placebo-treated  patients 
Prescribing  information  as  of  July  1996 
Hoechst  Manor  Roussel,  Inc. 
Kansas  City.  Mi  I  64137  USA 

96086101/1 742N6 
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ally  help  most  Americans  in  the  struggle 
to  make  ends  meet. 

Herbert  Rriedman 
Lido  Beach,  N.  Y. 

HOW  IMMIGRATION  FITS 
IN  THE  WELFARE  PICTURE 

Congratulations  on  an  excellent  re- 
porting job  on  welfare  reform  and  the 
role  of  immigration  ("Give  me  your 
highly  skilled,  yearning  to  succeed," 
News:  Analysis  &  Commentary,  Aug. 
19).  In  particular,  John  Pearson  hit  the 
nail  squarely  on  the  head  in  tying  to- 
gether the  complex  relationship  between 
immigration  and  population  growth  and 
pressures  on  the  environment. 

Especially  useful  was  the  effort  to 
set  something  straight  for  the  Silicon 
Valley  employers  addicted  to  foreign 
whiz  kids:  Their  interests  are  not  jeop- 
ardized by  the  moderate  reforms  rec- 
ommended by  the  U.  S.  Commission  on 
Immigration  Reform. 

John  L.  Martin 
Chevy  Chase,  Md. 

THE  POINT  IS, 

EXPORTS  DO  CREATE  JOBS 

Focusing  on  whether  every  $1  billion 
in  exported  goods  creates  14,000  or 
20,000  jobs  ("How  exports  create  jobs," 
Economic  Trends,  Aug.  12)  is  worse 
than  missing  the  forest  for  the  trees. 
It's  like  studying  the  weeds.  The  bot- 
tom line  is  that  exporting  creates  hun- 
dreds of  thousands  of  new  high-quality 
jobs  each  year  and  has  fueled  nearly 
one-third  of  America's  economic  growth 
over  the  past  decade. 

Today,  millions  of  Americans  rely  on 
exports  for  their  livelihood.  And  those 
jobs  pay  more,  offer  better  benefits, 
and  provide  greater  job  security  than 
jobs  that  depend  on  the  domestic  mar- 
ket alone. 

A  recent  study  by  the  Manufacturing 
Institute  (the  research  and  education 
arm  of  the  National  Association  of  Man- 
ufacturers) and  the  Institute  for  Inter- 
national Economics  found  that  exporters 
"grow  jobs"  20%  faster,  are  9%  less  like- 
ly to  shut  down,  compensate  employ- 
ees up  to  10%  more,  and  enjoy  20% 
higher  productivity  than  comparable 
nonexporting  companies.  Moreover,  the 
benefits  from  exporting  are  enjoyed  by 
workers  at  all  skill  levels,  at  large  and 
small  companies  alike. 

Jerry  J.  Jasinowki 
President 
National  Association 
of  Manufacturers 
Washington 


BANKS  ARE  VICTIMS 

OF  THEIR  CIRCUMSTANCES  jj 

Your  commentary  appears  to  oveji 
look  some  of  the  economic  realities  | 
banking  in  arriving  at  the  conclusicj 
that  commercial  banks  have  lost  cujj 
tomers  due  to  differences  in  rates  arji 
fees  relative  to  rivals  ("Why  rising  bar? 
fees  are  backfiring,"  Finance,  Aug.  191] 

The  nonbank  competitors  cited — mi 
tual  funds,  brokerages,  credit-card  i ; 
suers,  and  credit  unions — don't  operaj 
under  the  same  regulatory  framewoti 
as  banks.  Nor  do  they  support  similji 
branch  faculties,  offer  the  same  access  || 
the  payments  system,  or  provide  dfl 
posit  insurance.  All  of  these  have  costL 

Declining  core  deposit  balances  hay 
eaten  away  at  the  profitability  of  banlji 
depository  services.  To  recover  prdj 
inability,  banks  have  attempted  to  adjufi 
fee  structures  to  discourage  unprofitaltj 
business  and  encourage  profitable  buaj 
ness.  Banks  are  not  necessarily  drivii 
customers  away,  but  simply  requirij 
compensation  for  the  services  offereq] 
Gregory  G.  Gau \ 
Carmel,  Irffi 

SOMETHING  WAS  FAMILIAR 
ABOUT  THAT  SUHARTO  PROJECT  [ 

In  reference  to  the  taking  of  an  m 
uity  stake  in  a  project  without  furnisH 
ing  any  of  the  cash,  ("The  Suharto  E$<] 
pire,"  International  Business,  Aug.  M 
did  the  Suhartos  learn  this  tecbniqjrl 
from  the  Clintons  or  did  the  ClintoB 
learn  this  from  the  Suhartos? 

C.  S.  Colwl 
Ellsworth,  m 
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THE  STATE  FUND  /  KAISER  PERMANENTE  ALLIANCE 


loin  the  HLLIHflCE  and  take  up  to  MX  off  your  workers'  camp  premium! 


N 

1  ^  ow  you  can  receive  a  discount  of  up  to  10% 
off  your  workers'  comp  premium,  in  addition 
to  any  discounts  you  may  already  be  receiving! 
Plus  ongoing  savings  from  reduced  medical  and 
overall  claims  costs. 

Just  sign  up  for  the  new  Alliance  plan,  offered 
by  State  Fund,  California's  leading  workers' 
compensation  carrier  with  Kaiser  Permanente, 
the  nations  leading  non-profit  health  care 
organization.  In  addition  to  the  10%  premium 
discount,  you'll  also  benefit  from  smoother 
claims  handling,  expert  occupational  medicine 
specialists,  faster  employee  recuperation  and 
better  cost  management. 

For  more  information  and  a  free  brochure,  call 
us  at  1-800-892-6000.  Or  visit  us  at  www.scif.com 


STATE 
FUND 


Alliance 


KAISER  PERMANENTE 


CABLE  &  Co. 

T  h  e    A  r  t    of  Movement 

1  -800-624-^020   E-Mail:  Cableshoe««aol.com  ' 
SAKS  FIFTH  AVENUE   •  BLOOMING  DALES   •  MACYS 


Tally  Ho! 

for  the  love  of  children 


Become  part  of  a  Peninsula  tradition.  Attend  the  46th  Annual 
Tally  Ho  Horse  Show  and  Party  at  the  Menlo  Circus  Club  in 
Atherton,  presented  by  the  Woodside-Atherton  Auxiliary  to 
Lucile  Salter  Packard  Children's  Hospital  at  Stanford.  Your  day  of  fun 
includes  children's  events,  horse  show,  dining,  dancing,  and  evening's 
entertainment,  all  benefiting  Lucile  Packard  Children's  Hospital  patients. 

Tally  Ho 

September  7,  1996 
Menlo  Circus  Club 
Atherton,  California 

For  information,  please  call  (415)  949-3845. 


Lucile  Salter  Packard 
Children's  Hospital  at  Stanford 
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1  ten  them  it's  the  jh 
rnpany  in  America  with  a 

it  rivals  the  biggest  players  in  the 


patwi  -  PQA  Colonial  Irwttathnd,  1996 
U.S.  Open  Champion,  1995 
Ryder  Cup  Team,  1995 


Talk,  To  One  Company. 

1-888-TALK-TO-1 
Toll  Free 

www.frontiercorp.com 


OUR  EMPLOYEES  KNOW  HOW  TO 

TAKE  CARE  OF  CHILDREN.  AND  AETNA  KNOWS 

HOW  TO  TAKE  CARE  OF  OUR  EMPLOYEES." 


Elanna  Yalow.  Ph.D..  President 
Children's  Discovery  Centers  of  America.  Inc 
San  Rafael.  California 


Children's  Discovery  Centers  of  America.  Inc. 
i CDC)  provides  a  healthy  learning  environment  for 
children  all  across  America.  And  Aetna  Health  Plans 
helps  keep  it  that  way. 

From  47  health  plans  to  one.  Based  in  San  Rafael. 
CDC  is  one  of  the  fastest  growing  providers  of  child 
care  sen  ices  in  the  country.  But  as  it  grew  into  a 
multi-site  company,  it  continued  to  add  health  plans 
until  it  was  dealing  with  47  different  ones.  Now.  CDC 
only  deals  with  one  carrier — Aetna  Health  Plans. 

Aetna  Health  Planning  makes  the  difference. 

Dr.  Elanna  Yalow  believes  that.  "One  reason  CDC  is 
so  successful  is  our  ability  to  meet  the  individual 
needs  of  the  families,  communities,  and  corporations 
we  serve."  Aetna  believes  in  that  school  of  thought, 
too.  Our  innovative  Aetna  Health  Planning  service  is 
designed  to  provide  flexible,  cost-efficient  solutions 
to  the  unique  health  care  needs  of  companies  like 
Children's  Discovery  Centers.  And  yours. 

No  substitute  for  experience.  Utilizing  our  HMO. 
POS.  and  indemnity  plans,  we  developed  the  right 


health  plan  for  employees  at  all  their  child  care  centes 
Only  Aetna  could  offer  so  much.  And  because  of  ourl 
extensive  national  capabilities  and  provider  networks] 
most  of  the  employees  didn't  have  to  switch  doctors.  I 

Smooth  transition  as  easy  as  1-2-3.  We  held  70  on-j 
site  information  sessions  to  answer  employee  questioJ 
about  the  new  plans.  And  now .  for  all  250  centers, 
Dr.  Yalow .  or  her  Benefits  Department,  can  get  the 
answ  ers  they  need,  from  a  single  Aetna  representative] 
right  here  in  California. 

Aetna  Health  Planning  is  an  ongoing  education. 

We  keep  in  touch  w  ith  the  Benefits  Department  to 
make  sure  everyone  is  getting  the  most  out  of  their 
Aetna  Health  Plan.  And  Aetna's  reporting  capabilitiel 
deliver  valuable  information  to  help  the  company  corl 
trol  costs  and  target  specific  employee  needs. 

So  if  your  health  plan  isn't  making  the  grade,  call 
your  broker,  or  contact  Aetna  at  415-393-7400.  Or  vil 
our  home  page  at:  http://www.aetnahealth.com.  You'l 
be  surprised  at  what  you  might  discover. 

The  more  vou  know,  the  better  vou  feel. 


/Etna 


Aetna 
Health 
Plan.- 

■  I  I  £  1 996  Aetna's  HMO  is  offered  by  Aetna  Health  Plans  of  California.  Inc.  The  Aetna  POS  ana  PPO  are  offered  by  Aetna  Ute  Insurance  Co 
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?ICA  NEEDS  A  RAISE 

ng  for  Economic  Security  and  Social 

:e 

hn  J.  Sweeney  with  David  Kusnet 
hton  Mifflin  •  167pp  •  $18.95 


DOWNSIZE  THIS! 

Random  Threats  from  an  Unarmed  American 

By  Michael  Moore 
Crown  •  224pp  •  $21 


HO  S  TO  BLAME? 
ORPORATE  AMERICA 


slew  of  recent  books  has  ex- 
,  plored  stagnant  wages,  rising  in- 
L  equality,  and  other  economic  ills. 

have  come  from  academics  and 
.alists  who  blame  unstoppable  eco- 
2  forces.  Now,  two  authors  come 
e  subject  not  as  observers  but  as 
ists  and  rabble-rousers.  Both  point 
rer  squarely  at  Corporate  America. 
nerica  Needs  A  Raise  by  John  J. 
ney,  the  recently  elected  president 
B  afl-cio,  doesn't  really  live  up  to 
lling  as  a  manifesto  for  change  by 
lized  labor's  new  leader.  Dashed 
vith  the  aid  of  former  Clinton 
ihwriter  David  Kusnet,  it  offers 
a  few  insights  into  Sweeney's  vision 
Lmerican  labor.  Still,  it's  valuable: 
sney's  highly  readable  effort  pro- 

the  best  summary  so  far  of  Amer- 
workers'  economic  difficulties, 
chael  Moore  will  sell  more  books, 
gh.  Moore  made  his  mark  with 
r  &  Me,  the  1989  film  documen- 
that  skewered  former  General  Mo- 
:eo  Roger  Smith  for  slashing  thou- 
s  of  jobs.  Now,  in 
isize  This!,  Moore  aims 
cathing  wit  at  a  range 
merican  ills,  both  eco- 
:  and  political.  His  take- 
isoners  politics — Presi- 
Clinton  and  union 
irs  get  trounced  along 

everyone  else — often 
;s  him  sound  like  a  ra- 
Howard  Stern  of  the 

This,  combined  with 
•e's  sophomoric  humor, 
turn  off  many  business 
(  readers.  Still,  his  deft  ability  to 
lie  any  symbol  of  power  is  likely  to 
nto  popular  sentiment.  "I  hate  wel- 
mothers,"  Moore  writes  in  one  typ- 
liatribe.  "Lazy,  shiftless,  always  try- 
o  get  something  for  nothing . . .  How 
are  we  going  to  put  up  with  this 
vior  of  Corporate  America's?" 
jaders  will  learn  the  most  from 
sney's  book.  It  gives  a  clear  account 
le  economic  pressures  that  U.  S. 
cers  face  as  wages  slump  and  as 
?ap  between  rich  and  poor  widens, 
book  provides  a  good  overview  of 


AMERICA 


JOHN  J.  SWEENEY 


the  state  of  the  debate  on  why  all  this 
is  happening,  from  globalization  to  tech- 
nological advances.  Sweeney  also  blames 
unions  for  "letting  our  guard  down"  by 
failing  to  organize  fast-growing  indus- 
tries. But  his  sympathies  are  clear: 
"Let's  direct  our  anger  at 
those  who  deserve  it — the 
folks  in  the  executive  suites 
who  are  cutting  wages  and 
slashing  jobs,  and  the  politi- 
cans  who  provide  them  with 
corporate  welfare  and  tax 
windfalls,"  he  writes. 

Sweeney  does  offer  a 
summary  of  where  he  thinks 
labor  should  go.  The  No.  1 
mission  for  unions  must  be 
to  recruit  new  members,  he 
says.  To  achieve  this,  he 
wants  to  refocus  their  pri- 
orities and  to  change  what  they  do  as  a 
way  to  reach  more  people.  In  politics, 
for  instance,  Sweeney  plans  to  distance 
labor  from  Democrats  and  "become  a 
kind  of  Consumer  Reports  for  working 
families  on  legislative  issues, 
public  officials,  and  political 
candidates." 

There's  also  a  clear  mes- 
sage for  Corporate  Ameri- 
ca. Unions,  Sweeney  says, 
must  adapt  to  globalization 
and  new  realities,  which 
means  cooperating  with 
management  to  improve 
quality  and  productivity.  But 
companies  have  too  often 
forged  partnerships  with  la- 
bor only  to  betray  workers 
with  cuts  in  jobs  and  pay,  he  argues. 
As  a  result,  unions  must  first  build  their 
strength — "Then  we'll  be  in  a  position  to 
offer  management  a  new  social  contract 
by  which  we  will  share  power,  profits, 
and  prosperity." 

Moore's  message  seems  to  be  that 
whether  they're  in  Congress,  corpora- 
tions, or  unions,  those  who  wield  power 
in  the  U.  S.  are  corrupt,  just  plain  stu- 
pid, or  both.  A  chapter  entitled  "Big 
Welfare  Mamas"  gives  his  list  of  the 
top  five  recipients  of  government  hand- 
outs— all  ceos,  of  course.  Another  chap- 
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FIGHTING  fOll 
ECONOMIC 
SECURITY  AND 
SOCIAL  JUSTICE 


ter,  "Corporate  Crooks  Trading  Cards," 
mocks  up  cards  on  a  half-dozen  CEOs 
accused  of  everything  from  polluting 
the  environment  (William  S.  Stavropou- 
los  of  Dow  Chemical  )  to  exploiting  for- 
eign workers  (Phil  Knight  of  Nike). 
Moore  thoughtfully  includes  stats  such 
as  how  much  each  CEO  earns,  how  many 
jobs  he  has  cut,  and  his  golf  handicap. 

Labor  doesn't  get  off  much  easier.  In 
a  chapter  entitled  "Why  Are  Union 
Leaders  So  F#!@ing  Stupid?",  he  writes: 
"These  guys  are  the  most  pathetic 
bunch  of  losers  I've  seen  since  my 
ninth-grade  remedial  metal  shop  class." 

Moore  scores  his  best  hits  by  using 
the  Roger  &  Me  technique  of  ridiculing 
institutions.  In  "So  You  Want  to  Kill 
the  President,"  his  re- 
searcher calls  up  the  Secret 
Service  to  lodge  a  complaint 
against  Senator  Jesse  Helms 
(R-N.C.)  for  his  1994  re- 
mark that  Clinton  "better 
have  a  bodyguard"  if  he 
goes  to  North  Carolina.  The 
unnamed  agent  on  duty  al- 
legedly says  that  the  service 
already  had  investigated  the 
widely  reported  statement, 
had  interviewed  Helms,  and 
actually  had  recommended 
that  he  be  prosecuted  for 
threatening  the  President. 

The  U.  S.  attorney's  office  refused  to 
press  charges,  the  agent  says,  but  the 
service  put  Helms  on  its  list  of  people 
who  are  potentially  dangerous  to  the 
President.  Now,  the  agency  follows  what 
Helms  says  on  the  Senate  floor  and  mon- 
itors press  reports  about  him.  "I  think  if 
it  happens  again . . .  you  will  see  him  pros- 
ecuted," the  agent  is  reported  as  say- 
ing. (The  Secret  Service  told  business 
week  that  it  took  no  action  against 
Helms.  So  was  the  agent  pulling  Moore's 
leg?  Is  he  pulling  ours?) 

Another  time,  Moore  rings  up  sev- 
eral foreign  embassies  to  ask  for  aid  to 
America's  Third  World-like  inner  cities, 
since  our  government  "will  no  longer 
minister  to  the  needs  of  its  own  people." 
Norway  was  sympathetic  but  worried 
about  "interfering  with  the  U.  S.  gov- 
ernment." Japan  said  it  gave  "other 
kinds  of  money."  The  Saudis  seemed 
"genuinely  interested"  and  asked  for  a 
faxed  request  for  "Prince  Pandar." 

Moore  is  more  effective  than 
Sweeney  at  dramatizing  America's  prob- 
lems. However,  he  has  fewer  solutions 
to  offer.  If  the  two  were  to  team  up, 
they  could  make  a  truly  dangerous  pair. 

BY  AARON  BERNSTEIN 
Bernstein  is  business  week's  Work- 
place Editor. 
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The  company  that  pioneered  financial  planning  has  advisors 
who  can  talk  to  you  about  college  tuition,  too.  To  discover 
how  they  can  help  you  do  more  call  1-H00 -GET  ADVICE. 


Harvard. 

Class  of  2011. 
It's  our  little  plan 
to  make  sure 
he  won't  be 
on  our  sofa  at  32. 

Randy  and  Joan 

Hansen  were  a  little 

concerned  about  Alex's  future. 
After  all,  their  incomes  while 
certainly  respectable,  didn't  exactly 
reach  Ivy  League  proportions. 
So  they  called  Dave,  their  American 
Express  financial  advisor.  He  took 
a  look  at  the  Hansen's  current 
financial  situation  and  came  up 
with  a  number  of  investment 
options  —  many  of  which  they'd 
never  considered  before.  Then 
together,  they  decided  on  a  plan 
that  was  a  nice  balance  of 
aspiration  and  practicality. 
Thus  began  a  financial  journev 
that  will  last  the  next  fifteen  years. 
And  give  Alex  the  education  he 
needs  to  get  him  wherever  he  wants 
to  go.  As  long  as  it's  eventually  out 
on  his  own. 

http://www.americanexpress. 
com/advisors 


Financial 
Advisors 


'  Yes,  I  did  tell  you  to  get  rid  of  our  surplus 
in  ventory.  Hut  I  had  something  simpler  in 
mind.  Like  EAL." 


Turn  your  excess  inventory  into  a 
tax  break  and  help  send  needy 
kids  to  college. 

Call  for  your  free  guide  to  learn  how 
donating  your  slow  moving  inventory  can 
mean  a  generous  tax  write  off  for  your  company. 


Call  (708)  690-0010 


Post  Office  Box  3021 
Glen  Ellyn,  IL  60138 
Fax  (708)  690-0565 


Excess  inventory  today... student  opportunity  tomorrow 


Books 


BY  BUSINESS 
WEEK  WRITERS 

NO  FREE  RIDE 
From  the  Mean  Streets  to  the  Mainstream 

By  Kweisi  Mfume  with  Ron  Stodghill  II 
One  World/Ballantine  •  373pp  •  $25 

IP  FROM  1 
BALTIMORE 

He  has  been  called  a  skilled  or- 
ator— and  a  bit  of  an  operator. 
Now,  former  U.S.  Representative 
and  new  naacp  chief  Kweisi 
Mfume  tells  his  story  in  No  Free 
Ride:  From  the  Mean  Streets  to  the  I 
Mainstream,  co-authored  by  busi- 
ness week  Chicago 
correspondent  Ron 
Stodghill  II. 

Reminiscent  of 
such  diverse  works 
as  the  Autobiogra- 
phy of  Malcolm  X 
and  jazz  legend 
Charles  Mingus'  Be- 
neath the  Underdog, 
it  is  a  tale  of  how 
one  man  overcame  a 
hardscrabble  urban  past  to  rise  to 
positions  of  prominence.  Born 
Frizzell  Gray  in  1948  in  the  all- 
black  town  of  Turners  Station, 
Md.,  Mfume  reached  adolescence 
in  Baltimore,  where  his  mother 
moved  after  the  breakup  of  her 
marriage  to  Mfume's  stepfather. 
There  he  was  drawn  to  rough 
comrades  and  had  repeated  skir- 
mishes with  the  law.  By  age  22,  hi 
had  fathered  five  children — with 
four  different  women. 

But  an  epiphany — a  vision  "of  1 
golden  light"  featuring  his  late 
mother's  image — led  to  reformed 
habits,  college,  a  radio  career,  and 
finally  politics.  This  life  change 
also  led  him  to  adopt  a  West 
African  name.  After  seven  years 
on  the  Baltimore  city  council,  he 
won  a  seat  in  Congress,  where  he 
served  five  terms  and  and  becamt 
head  of  the  Black  Caucus.  This  h< 
helped  make  into  a  powerful  polit 
ical  instrument,  capable  of  exert- 
ing influence  on  gop  and  Democra 
tic  leaders  alike.  Then,  a  call  to 
lead  the  naacp  out  of  near-bank- 
ruptcy and  a  leadership  crisis 
proved  irresistible.  That's  where 
Mfume  is  writing  the  next  chapte 
of  his  life. 
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ENTRAL     INTELLIGENCE  AGENCY 


The  Ultimate 

Overseas  Career 


ie  extraordinary  individual  who 
3  more  than  a  job,  this  is  a  unique 
ir  —  a  way  of  life  that  will  challenge 
eepest  resources  of  your  intelli- 
e.  self-reliance,  and  responsibility, 
nands  an  adventurous  spirit ...  a 
ful  personality  ...  superior  intellectual 
/ ...  toughness  of  mind  ...  and  a  high 
je  of  integrity.  It  takes  special  skills 
jrofessional  discipline  to  produce 
ts.You  will  need  to  deal  with  fast- 
ng,  ambiguous,  and  unstructured 
tions  that  will  test  your  resourceful- 
to  the  utmost. 

is  the  Clandestine  Service,  the  vital 
an  element  of  intelligence  collection, 
e  people  are  the  cutting  edge  of 
rican  intelligence,  an  elite  corps 
sring  the  vital  information  needed  by 
lolicymakers  to  make  critical  foreign 
y  decisions. 

>  Career  Training  Program  is  the 
way  to  an  overseas  career.  To  qualify 


you  must  have  first-rate  qualifications:  a 
bachelor's  degree  with  an  excellent  acad- 
emic record,  strong  interpersonal  skills, 
the  ability  to  write  clearly  and  accurately, 
and  a  burning  interest  in  international 
affairs.  A  graduate  degree,  foreign  travel, 
foreign  language  proficiency,  previous 
residency  abroad,  and  military  experi- 
ence are  pluses.  We  are  particularly 
interested  in  candidates  with  back- 
grounds in  Central  Eurasian,  East  Asian, 
and  Middle  Eastern  languages,  and 
those  with  degrees  and  experience  in 
international  economics  and  international 
business  as  well  as  in  the  biological  and 
physical  sciences.  Entrance  salaries 
range  from  $31 ,459  to  $48,222  depend- 
ing on  credentials. 

All  applicants  must  successfully  complete 
a  thorough  medical  and  psychiatric 
exam,  a  polygraph  interview,  and  an 
extensive  background  investigation. 
Maximum  age  for  entrance  into  this  pro- 


gram is  35.  U.S.  citizenship  is  required  for 
both  applicant  and  spouse.  CIA  encour- 
ages applications  from  men  and  women 
of  every  racial  and  ethnic  background, 
from  all  parts  of  the  nation  —  we 
represent  America  and  we  want  to  be 
representative  of  America. 

To  apply,  send  your  resume  (please 
include  your  college  GPA)  and  a  letter 
explaining  your  qualifications.  We  will 
respond  within  thirty  days  to  those 
judged  to  be  of  further  interest.  Inter- 
views are  scheduled  throughout  the 
United  States.  Promising  applicants 
will  then  be  required  to  travel  to  the 
Washington,  D.C.  area  for  testing  and 
further  processing.  The  CIA  is  an  equal 
opportunity  employer. 

Career  Trainee  Division 
P.O.  Box  12002 
Dept.  26DW 

Arlington,  VA  22209-8727 
FAX:  (703)  613-7871 


You're  oliTS 
How  did  yfc 


Helicopter 


Parachute 


Elevator 


An  elevator? 

Ever  since  Frank  Lloyd  Wright  first  proposed  it  in  the  1950's,  the  mile-high 
skyscraper  has  been  an  elusive  goal  for  architects  and  builders. 

Now  it's  within  reach.  Because  Otis  has  devised  the  world's  first  integrated 
building  transit  system:  Odyssey.™ 

Now  architects  and  builders  can  forget  the  old  constraints.  They  can  build  as 
high  or  as  wide  as  they  like.  They  can  interconnect  structures.  Move  people 
vertically  and  horizontally  in  the  same  secure  vehicle.  And  transport  them  from 
remote  parking  facilities  to  the  60th  floor  in  as  little  as  90  seconds. 

Don't  be  surprised.  No  United  Technologies  company  is  a  stranger  to  getting 
in  on  the  ground  floor.  Or  making  it  to  the  top. 

The  view  alone  is  worth  it. 


n 


ton  Standard 


UT  Automotive 


United 

Technologies 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

WILL  IT  HELP  ACE 
MATH  OR  SCIENCE? 


StudyWorks'  software 
is  a  step  forward 
in  tackling  tough 
high  school  subjects 

A decade  and  a  half  has 
passed  since  personal 
computers  began  mov- 
ing into  classrooms  and  edu- 
cators announced  that  the 
revolution  was  upon  us.  Yet 
for  all  the  billions  of  dollars 
that  have  been  spent  on 
hardware  and  software, 
computers  have  had  dis- 
couragingly  little  effect  on 
education.  Surprisingly, 
computers'  impact  has 
been  felt  least  in  high 
school  science  and  math, 
where  word  processors 
and  prowling  the  Internet 
for  information  don't  offer 
much.  And  American  kids 
need  all  the  help  they  can 
get  if  the  U.  S.  is  to  have 
the  workforce  it  needs  for 
the  high-tech  economy  of 
the  future. 

Today,  computers  allow 
students  to  simulate  sci- 
ence experiments  instead 
of  working  in  the  lab  on 
real  apparatus.  But  that 
strikes  me  as  a  dubious 
benefit,  since  students  will 
never  leam  proper  lab  tech- 
nique by  tapping  a  keyboard. 
And  while  more  humble  de- 
vices, such  as  graphing  cal- 
culators, have  had  a  big  im- 
pact on  the  high  school  math 
curriculum,  flexible  and  pow- 
erful computers  have  found 
little  use  beyond  drill  and 
practice  for  basic  skills. 
EQUATIONS.  The  increasing 
sophistication  of  software 
may,  however,  finally  be  win- 
ning the  computer  a  legiti- 
mate place  in  secondary  math 
and    science.  StudyWorks 


from  MathSoft  (617  577-1017) 
represents  an  interesting  be- 
ginning. The  $40  Windows 
program — a  Macintosh  ver- 
sion is  due  in  September — 
comes  in  two  editions,  math 
and  science.  Both  programs 
are  built  around  a  "math 
processor,"  a  worksheet  that 
provides  a  relatively  easy 
way  to  type  in  the  equations 
that  word  processors  handle 
with  difficulty  or  not  at  all. 


That  is  only  the  beginning. 
StudyWorks  understands 
math  and  can  do  everything 
from  arithmetic  to  solving 
differential  equations.  It 
knows  algebra  and  can  fac- 
tor, simplify,  or  perform  oth- 
er functions.  It  can  produce 
sophisticated  graphs  and  an- 
imations of,  say,  the  ballistic 
path  of  a  bullet. 

StudyWorks  surrounds  the 
math  processor  with  a  lot  of 
useful  material.  The  cd-rom 
offers  extensive  tips  on  both 
the  math  itself  and  the  pro- 


gram's powerful  but  difficult 
techniques. 

Then  there's  a  subject- 
specific  reference  library:  al- 
gebra, geometry,  precalculus, 
calculus,  and  statistics  in  the 
math  version;  earth  science, 
biology,  chemistry,  and 
physics  in  science.  Algebra 
topics,  for  example,  range 
from  solving  simple  equa- 
tions to  graphing  parametric 
curves.  And  you  can  paste 
any  example  into  your  own 
worksheet  and  experiment 
with  how,  for  example, 
changing  the  angle  of  a  ramp 
affects  a  ball  rolling  down  it. 
Another  section  helps  stu- 
dents prepare  for  the  sub- 
ject-specific SAT  II  exams. 
Like  many  Scholastic  As- 
sessment Test  prep  pro- 
grams, the  StudyWorks  ver- 
sion focuses  as  much  on 
test-taking  techniques  as 
it  does  on  content.  The 
material  is  solid,  but  this 
section  would  be  helped  a 
lot  by  the  addition  of 
practice  exams. 
HARD  TO  USE.  If  you 
have  access  to  the  Inter- 
net, you  can  use  the  "Col- 
laboratory,"  a  set  of  dis- 
cussion groups  where 
students  and  teachers  can 
post  questions,  answers, 
hints,  and  ideas,  all  using 
StudyWorks  worksheets. 
Unfortunately,  the  Collab- 
oratory  has  been  in  oper- 
ation only  since  early 
summer,  and  the  scant 
participation  so  far  makes 
it  tough  to  judge  just  how 
useful  it  will  be. 

StudyWorks  will  hardly 
close  the  gap  between  what 
computers  are  doing  and 
could  do  in  math  and  science 
education.  For  one  thing,  the 
math  processor  is  still  way 
too  hard  to  learn  and  use, 
limiting  its  appeal  mainly  to 
students  who  already  have 
an  interest  in  math  or  sci- 
ence. But  the  program  is  an 
imaginative  start.  And  if 
we're  lucky,  other  publishers 
will  take  up  the  baton  and 
put  software  to  work  to  im- 
prove high  school  math  and 
science  education. 


BULLETIN  BOARD 


SCANNERS 
ALL  IN  A  KEYBOARD 

If  you  would  like  a  scanner 
but  don't  think  you  have  the 
space  on  your  desk,  you  might 
take  a  look  at  the  integrated 
keyboard-scanner  from 
Visioneer  (800  787-7007).  The 
$350  PaperPort  ix,  introduced 
this  year  as  an  option  on 
some  Compaq  Presario  com- 
puters, features  a  sheet-fed 
scanner  built 

in,0,he  -  .  4% 

•4r 


back  end  of 
a  keyboard  and 
works  with  Windows 
The  scanner  itself  works  just 
like  Visioneer's  freestanding 
PaperPort  vx  and  is  the  easi- 
est way  I've  found  to  get  text 
or  black-and-white  images 
into  my  computer.  Scanned 
documents  can  be  faxed, 
printed  out,  or  converted  for 
editing  in  your  word  processor 

GRAPHICS 
QUICK  TRANSLATOR 

The  proliferation  of  graph- 
ics— and  graphics  for- 
mats— can  be  a  real 
headache.  Sometimes  you'll 
want  to  use  a  graphic  in  a 
program  that  can't  read  that 
particular  format.  HiJaak, 
from  Quarterdeck(800  282- 
0866),  has  been  a  favorite 
Windows  conversion  tool  for 
years.  The  newest  edition, 
HiJaak  Pro  4.0  for  Windows 
95,  can  do  conversions  to  or 
from  85  different  formats, 
including  the  Virtual  Reality 
Modeling  Language  used  for 
3-D  images  on  the  World 
Wide  Web.  The  $279  program 
also  makes  it  simple  to  cap- 
ture all  or  part  of  a  Windows 
screen  as  a  graphic. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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J^eVe  spent  the  last  year  building 

a  better  airline.  Now  we're 
going  to  start  on  the  trophy  case. 


Aw  ard  of  Excellence 
Presented  wild  the 
CaOpmMfcy  and  Support  of 


to  CONTINENTAL 

m  1,0.  1VW1:K  \m;  ASSOCIATES 


How  have  we  built  a  better  airline?  By  becoming  among  the  best  in  the  business  at  getting  you  and  your 
baggage  to  over  180  worldwide  destinations  on  time.  By  offering  OnePassfM  our  award- winning  frequent  flyer 

program  that  lets  members  earn  reward  travel  to  over  400  worldwide  destinations  we  serve  with  our 
airline  partners.  And  by  improving  our  in-flight  service  to  include  quality  brands  like  Pete's  Wicked "  Summer 

Brew  and  Brothers"  Foglifter "  Gourmet  Coffee.  And  apparently,  our  hard  work  hasn't  gone  unnoticed. 
Continental  is  proud  to  have  earned  the  1996  Frequent  Flyer/J.D.  Power  and  Associates  Award  for  customer 

satisfaction  as  best  airline  for  flights  500  miles  and  more.  And  because  we're  continuing  to  work  hard 
to  bring  you  the  highest  level  of  service  in  the  industry,  we  expect  to  be  adding  to  our  trophy  collection. 

Continental 

More  airline Jor your  money." 

Don't  forget  to  ask  Jor  an  E-Ticket.  •  Visit  our  web  site  at  http://www.flycontinental.com 

Continental  Airlines  was  the  highest  ranked  airline  tor  flights  500  miles  and  more  in  the  Frequent  Flyer/J.D.  Power  and  Associates  1996  Domestic  Airline 
Frequent  Flyer  Satisfaction  Study.'"  Study  conducted  among  frequent  airline  travelers  who  completed  7066  individual  flight  evaluations.  ©  1996  Continental  Airlines.  Inc. 


SOME  SEE  SENIOR  CITIZENS.  WE  SEE  A  BOOM  IN  CONDO  CONSTRUCTION! 

The  d  emographics  in  many  parts  of  the  world  are  changing  rapidly.  And  along  with  Jl 
changes  come  unexpected  risks  and  opportunities  for  all  kinds  of  industries. 

Fortunately.  AIG  is  a  business  partner  with  expertise  in  managing  total  marketplace  ris 
specialize  in  designing  the  kinds  of  custom  coverages  that  corporations  must  have  to  cope  succes 
with  emerging  conditions.  Whether  your  company  is  actively  meeting  the  demands  or. 


SS  START-UPS  AND  INCREASED  DEMAND  FOR  THE  WEATHER  CHANNEL. 


)omers  or  is  a  business  likely  to  be  affected  by  shifts  in  population,  AIG  has  the  insurance  and 
J  services  you  11  need.  Services  like  contractors'  liability  insurance,  asset  management  and  even 
interruption  coverage.  And  we've  got  the  top  financial  ratings  to  back  us  up. 
>  when  you're  ready  to  deal  with         WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

we'll  be  willing  and  able.  American  International  Group,  Inc ,  Dept  A,  70  Pine  Street,  New  York.  NY  10270 


AIG 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


HAPPY  LABOR  DAY,  JOE  SIX-PACK. 
HAVE  SOME  CRUMBS 


NO  DEBATE: 

While  earnings 
remain  flat, 
far-out  GOP 
theories  and 
feel-good 
Democratic 
election  mush 
replace  real 
discussion  of 
workers'  plight 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


On  Labor  Day,  1996,  the  economy  is 
supposedly  performing  well,  yet  earn- 
ings for  most  people  remain  flat.  Di- 
verse remedies  for  earnings  stagnation  ought 
to  define  the  axis  of  the  1996  political  de- 
bate. With  Bob  Dole's  conversion  to  supply- 
side  economics,  the  Republicans  have  offered 
their  set  of  remedies  for  solving  this  dilemma. 
But  the  Democrats  haven't  really  stepped 
up  to  the  plate.  So  the  election  will  probably 
boil  down  to  steady-as-she-goes  vs.  an  ec- 
centric cure  that  has  been  tried  once  and 
found  wanting. 

The  Economic  Policy  Institute's  The  State 
of  Working  America,  an  encyclopedic  volume 
published  every  other  Labor  Day,  confirms 
that  despite  the  recovery,  the  problem  of  flat 
earnings  continues  for  most  people.  (Disclo- 
sure: I  serve  on  epi's  board.) 

From  1989  to  1994,  the  median  worker  had 
declining  wages.  Women  saw  a  1.7%  decrease, 
reversing  a  slight  increase  in  the  early  and 
mid  1980s.  The  median  male  wage  dropped  by 
6.3%.  Median  family  income  declined  by  5.2%. 
Despite  high  job  creation,  earnings  have  fall- 
en through  the  current  recovery,  the  excep- 
tion being  1994,  when  unemployment  was 
below  6%<  and  median  earnings  rose  slightly — 
thanks  to  a  peak  growth  rate  that  the  Fed 
considers  unsustainable. 

The  rate  of  job  loss  during  the  1990s  re- 
covery is  actually  higher  than  during  the 
1981-83  recession,  the  worst  of  the  postwar 
era.  The  average  worker  who  loses  a  job 
earns  15%  less  in  the  next  job,  and  25%  lose 
health  insurance. 

MIDDLE-CLASS  DIP.  While  the  growth  in  pro- 
ductivity remains  sluggish,  profits  are  at  a 
40-year  high.  But  since  this  does  not  reflect 
higher  rates  of  productivity  growth,  high  prof- 
it comes  mainly  from  what  would  otherwise 
go  to  wages. 

The  epi  compendium  also  usefully  debunks 
several  myths.  Isn't  the  problem  really  demo- 
graphic— single-parent  families,  uneducated 
young  dropouts,  baby  boomers  who  haven't 
yet  reached  their  peak  earning  years?  Evi- 
dently not:  Between  1989  and  1994,  house- 
hold earnings  dropped  even  for  middle-class 
married  couples,  by  2%'. 

Isn't  the  explanation  inadequate  skills?  In 
fact,  the  "return  on  investment  to  skills"  has 
declined  in  recent  years.  Well-educated  people 
have  also  faced  stagnant  earnings.  Slow  pro- 
ductivity growth  suggests  that  industry  is 


not  demanding  new  skills  at  higher  than  h 
toric  rates. 

Haven't  workers  taken  their  pay  increas 
as  fringe  benefits  rather  than  wage  and  sals 
gains?  No,  according  to  the  epi.  As  pensi 
and  health  insurance  costs  have  been  shift 
to  employees,  average  total  compensation  } 
increased  just  a  tenth  of  a  percentage  po 
faster  than  average  hourly  wages. 

Aren't  we  really  doing  better  than  the  s 
tistics  suggest,  because  inflation  is  overstate 
I'm  not  convinced,  but  even  so,  the  incre 
ingly  unequal  division  of  economic  prizes  is 
refutable.  While  productivity  growth  has  b< 
slow,  it  has  still  produced  a  25%  gain  in  o 
put  per  worker  over  the  past  22  years, 
all  of  it  went  to  the  top  20%. 
INSTITUTIONAL  WOES.  What  to  do?  The 
publicans  believe  that  rates  of  savings, 
vestment,  and  hence  earnings  are  slugg 
because  of  the  tax  burden.  Cut  taxes,  ere 
"supply-side"  incentives,  and  growth 
wages  will  rebound.  The  Reagan  experim 
disproved  this  contention.  Growth  did  incre 
somewhat  in  the  1980s,  driven  by  hi 
deficits.  But  rates  of  savings  and  investm 
fell.  A  program  of  lower  taxes  and  shrun 
public  services  is  an  ideological  choice, 
an  economic  cure  for  slow  growth,  much 
for  earnings  inequality. 

An  alternative  explanation  is  to  exan 
the  recent  shift  from  managed  capitalisir 
laissez-faire.  In  the  1980s,  we  deregulal 
weakened  unions,  found  cheaper  labor  abr< 
privatized  public  services,  shrank  the  sa 
net,  and  gave  exorbitant  rewards  to  finar 
capital  and  to  ceos.  All  of  these  trends  cu 
the  same  direction:  They  undermined  t 
social  compacts  that  once  gave  wage  wort's 
more  security,  more  bargaining  power,  ar  a 
bigger  share  of  the  total  product.  Hig  J' 
growth  and  tighter  labor  markets  would  1  p : 
restore  some  of  this  lost  bargaining  pou 
but  the  dynamics  are  also  institutional. 

You  won't  hear  that  story  from  n&  i 
Democrats.  Instead,  the  Clinton  camp;ii 
will  emphasize  the  good  economic  news  id  i 
offer1  some  mild  token  programs  to  palliate^ 
sting  of  these  transitions.  So  as  November  > 
proaches,  the  battered  electorate  will  S(| 
that  neither  candidate  is  quite  addressing 
real  pocketbook  distress,  extraneous  is;' 
will  crowd  out  a  genuine  debate  about  ho' 
restore  broad  prosperity,  and  the  election  ill  i 
likely  be  close  as  well  as  surly 
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ie  world's  best  selling  laptop  carries 
ame.  So  do  satellites,  TVs,  ATM 
lines,  and  many  other  products.  And 
that  name  come  the  technology  and 
irees  that  earned  us  our  reputation, 
lis  expertise  that  makes  our  full  line 
piers  and  fax  machines  the  most 
ridable  office  products  anywhere, 
id  the  Toshiba  Quality  Commitment 


In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 


Guarantee  assures  your  complete  satisfaction. 
It  means  any  copier  or  fax  covered  by  our 
guarantee  will  meet  factory  specifications,  or 
we'll  replace  it.  Period. 

To  find  out  more  about  Toshiba  copiers 
and  fax  machines,  call  1-800-G0-T0SHIBA. 
And  put  our  name  to  work. 

Visit  us  online  at  http://copier.toshiba.com 
or  http://fax.toshiba.com. 


{  IT  Overview  } 


OPTIMIZED 
32-BIT 
PERFORMANCE 


Pentium®  Pro  processor-based 
systems,  Windows*  NT,  and 
the  right  desktop  manageability 
tools  can  save  you  money  on 
support  and  maintenance. 


L2  cache  brings  most 
frequently  used  data  • 
closer  to  the  processor  unit. 
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The  PMiunr  Pro  procei 


{  Executive  Summary  } 


Combined  with  Windows  NT  and  desktop 
manageability  tools,  the  Pentium®  Pro  processor 
(notice  the  "PRO")  can  save  you  money. 

Just  ask  IT. 


of  ownership  diagram. 
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Economic  Trends 


BY  MIKE  McNAMEE 

KEMP'S  FISCAL 
JUMPER  CABLES 

Would  his  plan  spur  investment? 

Lost  in  the  debate  over  Bob  Dole's 
15%  across-the-board  tax  cut  is  a 
more  fundamental  GOP  goal — comprehen- 
sive tax  reform.  While  many  economists 
believe  that  Dole's  15%  cut  would  boost 
consumption  and  cut  national  savings,  the 
gop  portrays  the  plan  as  a  first  step  to- 
ward sweeping  pro-investment  reforms. 
Dole's  running  mate,  Jack  Kemp,  favors 
replacing  the  cuirent  income  tax  with 
one  form  of  a  consumption  tax  that  would 
exempt  interest,  dividends,  and  capital 
gains  from  tax  and  impose  a  flat  tax  on 
wages.  Other  GOP  officials  support  a  na- 
tional sales  tax,  which  would  similarly 
exclude  investment  returns  from  taxes. 

How  much  would  a  consumption  tax 
help  investment?  Quite  a  bit,  says  a  new 
working  paper  from  the  National  Bureau 
of  Economic  Research.  Federal  Reserve 
Board  economist  Kevin  A.  Hassett  and 
Columbia  University  economist  R.  Glenn 
Hubbard,  a  Bush  Treasury  official,  argue 

INVESTMENT  FALLS  SHORT 

NET  INVESTMENT  AS  A  SHARE  OF  GDP 
TOTAL  FIXED  INVESTMENT 


RESIDENTIAL  INVESTMENT 


'AVERAGE  EOR  1980-'94 
DATA  FEDERAL  RESERVE 


that  a  switch  to  a  consumption  tax  could 
boost  equipment  investment  by  10%. 
Over  time,  that  could  help  shrink  the 
gap  between  cuirent  U.  S.  net  invest- 
ment and  "optimal"  investment — the  lev- 
el that  balances  cuirent  consumption  with 
resources  allocated  to  future  production. 

Past  tax  reforms— in  1962,  1971,  1981, 
and  1986 — produced  large  and  rapid  re- 
sponses in  investment,  Hassett  and  Hub- 
bard show.  The  most  familial"  the  steep 
rise  in  commercial  building  after  accel- 
erated depreciation  was  passed  in  1981 
and  the  construction  collapse  after  the 
1986  Tax  Reform  Act.  Those  reforms 


"were  large  external  shocks  that  switched 
the  tax  climate  for  investment  indepen- 
dent of  other  factors,"  Hubbard  says. 

The  economists  argue  that  a  consump- 
tion tax  that  lets  businesses  write  off  all 
investments  immediately  would  remove 
distortions  in  the  tax  code.  Their  work 
supports  claims  that  a  switch  to  a  pure 
consumption  tax — with  no  exemptions  for 
low-income  workers  or  for  housing  or 
charities — could  add  0.5  of  a  percentage 
point  a  year  or  more  to  the  economy's 
growth  rate.  But  the  authors  admit  the 
boost  could  be  undercut  if  tax  reform  re- 
sults in  revenue  loss,  a  bigger  budget 
deficit,  and  higher  interest  rates. 


BOOSTING 
PENSION  SIGNUPS 

On-the-job  savings  education  helps 

Pension  laws  try  to  exploit  executives' 
self-interest  to  induce  them  to  give 
their  underlings  better  benefits.  Nondis- 
crimination tests  for  401fk)  plans,  for  ex- 
ample, limit  the  amount  that  well-paid 
employees  can  contribute  unless  rank- 
and-file  workers  voluntarily  participate. 
While  the  tests  are  burdensome,  two  new 
studies  by  economists  at  Stanford  Uni- 
versity suggest  that  they're  working. 

A  two-year  survey  of  1,100  employers 
with  200  or  more  workers  indicated  that 
businesses  are  more  likely  to  offer  finan- 
cial education — assistance  in  calculating 
retirement  needs  and  in  figuring  out  how 
to  invest — when  lower-paid  workers'  par- 
ticipation in  401(k)s  is  lagging. 

Such  education  has  a  powerful  effect. 
Using  a  survey  of  2,055  households  spon- 
sored by  Merrill  Lynch  &  Co.,  the  econ- 
omists found  that  88.4%  of  workers  who 
take  the  employer-offered  courses  sign 
up  for  401(k)s,  vs.  only  64.4%  of  co-work- 
ers who  pass  up  the  courses.  Financial 
education  would  be  more  widespread, 
writes  Stanford's  B.  Douglas  Bernheim,  if 
employers  didn't  fear  being  held  respon- 
sible if  workers'  investments  go  sour.  The 
Labor  Dept.  has  recently  taken  steps  to 
offer  companies  such  assurances. 


HINTS  OF 
PAYROLL  HIKES 

A  survey  shows  hiring  about  to  soar 

Look  for  superstrong  employment 
gains  in  August  and  September. 
That's  how  economist  Edward  S.  Hyman, 
president  of  investment  adviser  isi  Group, 


interprets  the  Manpower  Inc.  Empio 
ment  Outlook  Survey. 

In  its  latest  report  on  16,000  emplo 
ers,  Manpower  says  its  index — based  < 
the  difference  between  the  percentaj 
of  companies  planning  to  expand  the 
workforces  and  the  share  expecting 
shrink  payrolls — rose  to  a  seasonally  a 
justed  level  of  17.  That's  the  highest  le 
el  since  the  spring  bwm«b«hkhm 


HIRING  PLANS 
ON  THE  RISE 


DATA  MANPOWER  INC 


of  1995. 

The  survey  asks 
personnel  officers 
to  predict  hiring 
plans  for  the 
fourth  quarter.  But 
Hyman  has  found 
that  the  index  is 
actually  a  better 
gauge  of  hiring  at 
the  time  the  sur- 
vey is  taken.  An 
index  of  17  corre- 
sponds to  average 
monthly  employ- 
ment gains  of 
248,000  jobs  for  the  cuirent  quarter,  | 
calculates.  Since  payrolls  grew  by  193,(1 
jobs  in  July,  that  implies  big  hikes  :] 
both  August  and  September. 


A  DROP  IN 
GLOBAL  TRADE? 

It  may  be  reflecting  the  yen's  risa 

After  growing  at  a  heady  30%  J 
during  1994  and  part  of  1995,  glol 
trade  growth,  as  measured  in  U.  S.  cl 
lars,  has  skidded  to  a  halt  recently.  Thl 
raising  concerns  among  some  economil 
who  fear  this  portends  a  broader  woil 
wide  slowdown  in  coming  months,  n 
Philip  Suttle,  an  economist  at  J.  P.  Mi 
gan  &  Co.,  thinks  this  indicator  is  sel 
ing  off  a  false  signal  and  that  the  glcl 
economy  is  actually  poised  for  a  gracB 
pickup. 

In  the  Aug.  23  edition  of  Morgii 
Global  Data  Watch,  Suttle  argues  tl 
weaker  trade  reports  of  late  are  actul 
a  delayed  reflection  of  the  slowdown! 
global  industrial  production  in  1995.  'V 
with  the  industrial  outlook  now  looffl 
bullish,  world  trade  should  pick  up,  1 
says  Suttle.  What's  more,  the  repori 
slowdown  may  well  have  been  overstaB 
thanks  to  the  common  practice  of  ni 
suring  aggregate  trade  flows  in  dollB 
Suttle  notes  that  less  international  tr^ 
is  being  transacted  in  dollars,  particujj 
ly  in  Asian  economies,  which  now! 
many  deals  in  yen. 

By  Dean  Fm 
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ITH  JOBS  STRONG, 

)NSUMERS  ARE  FEELING  FRISKY 

lfidence  soars,  but  the  Fed  and  bond  market  could  wreck  the  party 


U  S.  ECONOMY 


I0USEH0LDS  ARE 
IN  HIGH  SPIRITS 


Democrats  wearing  funny  hats 
aren't  the  only  Americans 
lg  Happy  Days  Are  Here  Again.  Consumers  of  all 
cal  stripes  are  humming  a  cheerier  tune  now- 
\.  And  that  optimism  carries  a  lot  of  weight  in  the 
ok. 

nfidence  is  at  the  highest  level  in  this  expansion 
t),  thanks  to  stronger  labor  markets.  Faster  job 
ncome  growth  are  pushing  up  orders  for  durable 
3,  including  cars  and  other  consumer  hardgoods. 
as  long  as  hiring  remains  strong,  consumers  will 
the  cash  and  confidence  to  enjoy  the  Christmas 
)ing  season.  Holiday  sales  for  1996  may  not  smash 
ds,  but  right  now  it  looks  as  though  they  will  be 
—and  a  whole  lot  better  than  1995's  cruel  yule. 

The  spoilers  of  this  feel-good 
atmosphere  could  be  the  bond 
market  and  the  Federal  Re- 
serve. Ever  since  the  Fed  left 
short-term  interest  rates 
steady  on  Aug.  20,  the  bond 
market  has  declined  in  antici- 
pation of  a  rate  hike  at  the 
next  powwow.  The  yield  on  the 
30-year  Treasury  is  flirting 
with  7%  again,  after  dipping 
as  low  as  6.77%  in  mid-August, 
r  the  Fed,  though,  tighter  labor  markets  can  mean 
one  thing:  greater  inflationary  pressure.  In  Fed 
nnan  Alan  Greenspan's  opinion,  job  insecurity  has 
a  lid  on  wage  demand.  But  the  more  plentiful 
become,  the  more  confident  workers  will  feel  about 
ng  higher  pay.  And  businesses  faced  with  a  lack  of 
fied  workers  will  have  to  pay  it. 
fact,  the  latest  news  on  durable  goods,  jobless 
is,  existing  home  sales,  and  consumer  confidence 
ests  that  the  third-quarter  economy  is  not  slowing 
gh  to  ease  the  growing  tightness  in  the  labor  mar- 
rhe  economy's  pep  already  has  caused  some  dissent 
lg  the  usually  united  Fed  policymakers. 

Hf  CONSUMER  OPTIMISM  is  especially  scary  to 
ion  hawks  because  household  spending  accounts  for 
thirds  of  real  gross  domestic  product.  After  jump- 
!  points  in  July,  to  107,  the  Conference  Board's  in- 
of  consumer  confidence  rose  again  in  August,  to 
I  That's  the  highest  reading  since  March,  1990, 
before  the  last  recession. 


'94 
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UNEMPLOYMENT  LINES 
GROW  SHORTER 
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A  THOUSANDS.  FOUR-WEEK 
MOVING  AVERAGE 
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The  board  reported  that  consumers'  assessment  of 
the  present  situation  rose  from  125  in  July  to  126.9  in 
August,  also  a  six-year  high.  And  the  expectations  in- 
dex moved  up  last  month  to  97.7,  from  95. 

The  board  also  said  that  over  the  past  year,  confi- 
dence rose  across  all  parts  of  the  U.  S.,  and  jobs  seem 
to  be  the  reason.  Although  the  percentage  of  con- 
sumers who  think  jobs  are  plentiful  dipped  slightly  in 
August,  to  26.3%  from  July's  26.5%,  both  readings 
are  far  higher  than  any  since  1989. 

The  increase  in  confidence, 
along  with  declining  jobless 
claims,  suggests  that  the  Au- 
gust employment  report,  to 
be  released  on  Sept.  6,  will 
look  pretty  sturdy.  New 
claims  for  unemployment  ben- 
efits have  moved  sharply  low- 
er this  summer.  The  four- 
week  moving  average,  which 
smooths  out  volatile  swings 
in  the  weekly  data,  hit  a  sev- 
en-year low  in  mid-August  (chart). 

Right  now,  the  median  forecast  for  August  job 
growth  is  a  gain  of  225,000,  according  to  mms  Interna- 
tional, one  of  The  McGraw-Hill  Companies.  But  coming 
off  of  July's  193,000,  the  August  pace  may  be  too  strong 
for  the  Fed.  That's  especially  true  if  the  jobless  rate 
drops  closer  to  5%,  from  July's  5.4%,  and  if  annual 
wage  growth  accelerates  sharply  above  3%.  A  surpris- 
ingly strong  job  report  could  force  the  Fed's  hand — per- 
haps even  before  its  Sept.  24  meeting. 

A  RIFT  AT  THE  FED  has  already  developed.  According 
to  minutes  of  the  July  2-3  meeting,  policymakers  adopt- 
ed a  strong  "bias"  toward  tightening,  which  included 
the  possibility  of  a  rate  hike  even  before  the  Aug.  20 
meeting.  Although  they  voted  to  leave  interest  rates 
steady,  Minneapolis  Fed  President  Gary  Stem  dissent- 
ed, arguing  that  rates  should  be  raised.  Squabbles 
among  Fed  bankers  are  not  unheard  of,  but  they  are 
rare  enough  to  raise  eyebrows. 

Policy  likely  remained  biased  toward  higher  rates  at 
the  August  meeting,  where  the  dissension  undoubtedly 
resurfaced.  Greenspan  is  thought  to  want  to  avoid 
raising  interest  rates  this  year,  but  he  may  have  no 
choice,  because  even  with  a  sluggish  July,  the  economy 
still  looks  solid  in  the  third  quarter,  after  growing  at 
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a  rapid  4.2%  annual  rate  in  the  second  quarter. 

Consumer  spending  at  least  seems  to  have  bounced 
back  in  August  from  its  July  hiatus.  The  BTM/Schroders 
chain-store  sales  index  and  the  Johnson  Redbook  sur- 
vey show  that  August  sales  are  running  ahead  of  July's. 
Children's  clothing  seems  to  be  selling  well  during  this 
back-to-school  season  which  some  consider  a  predic- 
tor of  how  Christmas  sales  will  do. 

And  housing  has  been  slow  to  wilt  under  the  heat  of 
higher  mortgage  rates.  Sales  of  existing  homes  have  fall- 
en for  two  consecutive  months,  but  July's  sales  dipped 
just  0.5%,  to  an  annual  rate  of  4.14  million.  Resales, 
meanwhile,  remain  far  above  year-ago  levels.  Mortgage 
applications  to  buy  a  home  still  have  not  fallen  much. 

FURTHER  PROOF  OF  STRONG  DEMAND  can  be 

found  in  manufacturers'  order  books.  New  orders  for 
durable  goods  increased  1.6%  in  July,  after  falling 
just  0.2%  in  June.  Orders  are  11.1%  above  last  year's 
level  (chart). 

The  July  gain  was  fairly  widespread.  Orders  for  non- 
defense  capital  goods  rose  7.2%  in  July,  helped  by 
strong  aircraft  orders.  Capital-goods  bookings  increased 
a  healthy  3.6%,  even  excluding  aircraft.  Shipments  of 
private  capital  goods — a  proxy  for  business  equipment 
investment — fell  2%  in  July,  but  the  steady  advance  in 
orders  indicates  that  capital  spending  will  not  become  a 
drag  on  gdp  growth. 


ORDER  BOOKS 
ARE  FILLING  UP 


Overseas,  demand  should  get  a  boost  from  the  cut 
interest  rates  in  Europe.  On  Aug.  22,  the  Bundesbai 
trimmed  short-term  German  rates  by  a  surprising 
large  three-tenths  of  a  percentage  point.  The  move  i 
lowed  for  similar  rate  cuts  by  other  central  banks 
the  Continent,  paving  the  way  for  now-struggling  E 
ropean  economies  to  post  better  growth  and  to  bi 
more  U.  S.  goods.  Across  the  Pacific,  Japan  is  recovt 
ing  modestly,  and  other  parts  of  Asia  are  picking  up 

More  demand  at  home  and 
abroad  will  add  life  to  the  fac- 
tory sector  in  the  second  half. 
That  should  lead  to  more 
jobs — and  greater  gains  in  con- 
sumer incomes,  spending,  and 
confidence.  A  case  in  point:  the 
aircraft  industry.  Because  of 
swelling  demand,  Boeing  Co. 
is  lifting  production  of  its  777 
jetliner  by  40%,  and  it  plans  to 
hire  5,000  more  workers  this 
year,  on  top  of  8,200  new  slots  previously  planned. 

All  this  buoyancy  will  not  go  unnoticed  on  the  trs 
ing  desks  of  the  bond  market  or  the  marble  haUs  of  t 
Federal  Reserve.  Each  holds  sway  over  interest  rat 
and  growth  prospects.  So  stiff  action  by  either  coi 
have  consumers  switching  their  tune  from  Happy  Dc 
Are  Here  Again  to  Am  I  Blue? 
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JAPAN 


A  HUMBLE-BUT  WIDENING-BECOVERY 


The  latest  news  on  Japan's  re- 
covery ranges  from  good  to 
not  so  good.  On  the  down  side, 
the  economy  has  lost  some  mo- 
mentum. The  good  news:  The  up- 
turn is  broadening,  confirming 
that  the  recovery, 
while  modest,  is 
durable. 

That  was  the  gist  of 
the  Bank  of  Japan's 
quarterly  Tankan  sur- 
vey of  10,000  compa- 
nies, the  country's 
most  comprehensive 
and  closely  watched  re 
port  on  economic  con- 
ditions. For  the  second 
time  in  a  year,  the  Tankan's  head- 
line measure  of  sentiment  at  ma- 
jor manufacturers  declined.  Manu- 
facturers, still  wrestling  with 
excessive  inventories,  cut  their 
output  sharply  in  June,  and  a  July 


THE  TANKAN  SURVEY: 
HALTING  IMPROVEMENT 


'90  '96 
A  PERCENT  OF  RESPONSES: 
"FAVORABLE''  MINUS  "UNFAVORABLE" 
DATA  BANK  OF  JAPAN,  DRI/McGRAW-HILL 


rebound  is  not  expected  to  make 
up  the  lost  ground. 

Sentiment  among  nonmanufac- 
turers,  which  tend  to  be  small-to- 
midsize  companies,  improved,  how- 
ever, as  did  the  reading  from  small 
manufacturers.  That 
means  the  recovery  is 
broadening.  Also,  the 
Tankan  confirmed  that 
capital  spending  is  ac- 
celerating. All  sectors 
revised  up  spending 
plans,  a  key  forward- 
looking  indicator. 

Domestic  demand 
generally  is  improv- 
ing, as  suggested  by 
surging  imports,  which  resulted  in 
a  sharp  37.7%  yearly  decline  in 
Japan's  July  trade  surplus.  House- 
hold expenditures  jumped  3.2%  in 
June,  as  rising  corporate  profits 
lifted  summer  bonuses  by  a 


healthy  6.1%.  July  and  August 
spending  data  are  suffering  be- 
cause of  the  food-poisoning  scare 
but  firmer  job  markets  are  a  soli 
support  under  future  outlays. 

The  Tankan  results  suggest 
three  things  about  the  outlook. 
First,  after  an  expected  drop  in 
second-quarter  real  gross  domes 
tic  product,  following  a  quirky 
first-quarter  surge,  second-half 
growth  is  settling  into  the  2%-to 
3%  range — extremely  modest  by 
Japanese  standards.  Second,  the 
loss  of  momentum  among  big 
manufacturers  kills  any  specula- 
tion that  the  Bank  of  Japan  will 
hike  interest  rates  in  the  coming 
months.  And  third,  chances  have 
risen  that  the  government  will 
propose  a  supplementary  budget 
for  this  fiscal  year  containing  a 
dollop  of  stimulus  to  keep  the  n 
covery  on  track  in  1997. 
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ELECTION  '96 


How  Clinton  and 
the  Democrats 
plan  to  nail  down 
another  victory 

Chicago  may  be  the  Windy  City, 
but  you  wouldn't  know  it  from 
the  gentle  rhetorical  breezes  waft- 
ing through  the  United  Center, 
the  arena  that  housed  the  Aug.  26-29 
Democratic  National  Convention.  In 
place  of  gusty  oratory  from  podium- 
thumping  pols,  television  viewers  saw  a 
feel-good  production  designed  more  for 
empathy  than  raw  politics.  Often,  dele- 
gates sat  transfixed  before  giant  televi- 
sion screens,  watching  a  procession  of 
"real  people"  tell  their  stories  of  caring, 
community,  and  triumph  over  tragedy. 
For  many,  this  emotional  rite  eased 
memories  of  Chicago  '68,  a  convention 
torn  by  division.  Instead  of  tear  gas, 
Chicago  '96  saw  cleansing  tears. 

But  as  the 
Clinton/Gore  team 
prepared  to  board 
its  bus  to  ride  out 
of  town  and  onto  the  campaign  trail, 
Democrats  were  set  to  put  away  their 
hankies  and  take  out  the  brass  knuckles. 
Convinced  that  President  Clinton  has  the 
upper  hand  in  his  fight  with  GOP  nominee 
Bob  Dole,  the  White  House  is  readying  a 
bruising  campaign.  The  aim:  to  batter 
Dole  for  offering  an  economically  risky 
tax  cut,  attack  his  ties  to  Newt  Gingrich 
and  cop  congressional  "extremists,"  and 
shred  the  Kansan's  claim  to  be  an  agent 
of  change  by  highlighting  his  ties  to  the 
tobacco  lobby  and  other  special  interests. 

Clinton  aides  expect  the  race  to  nar- 
row, but  they  have  reason  for  optimism. 
The  President  holds  big  leads  with  key 
voting  blocs — among  them  women,  inde- 
pendents, moderates,  suburbanites,  and 
Catholics.  As  a  result.  Dole  is  well  short 
of  the  270  electoral  votes  he  needs  to 
win  on  Nov.  5.  A  business  week  analysis 
shows  that  if  the  election  were  held  to- 
day, Dole  would  cany  16  states  with  135 
electoral  votes.  Clinton  has  a  solid  grip 
on  19  states  and  270  electoral  votes,  and 
holds  a  slender  lead  in  15  toss-up  states 
with  another  133  votes  (table). 
GAFFE-PRONE.  Still,  Clinton  is  far  from 
declaring  victory.  His  New  Democratic 
policies  could  depress  turnout  among  lib- 
erals. Whitewater  may  yet  bite,  and 
looming  debates  could  be  a  no-win  propo- 
sition. With  expectations  for  the  gaffe- 


prone  Dole  so  low  and  Clinton's  reputa- 
tion for  oratory  so  high,  the  President 
can't  live  up  to  all  of  the  hype. 

Although  that's  a  worry,  it's  a  distant 
one.  At  the  moment,  Clintonites  are  fo- 
cused on  keeping  Dole  pinned  down,  forc- 
ing him  to  respond  to  charges  that  his 
proposed  $548  billion  tax  cut  would  "blow 
a  hole  in  the  deficit"  and  to  deny  charges 
that  the  only  way  to  finance  the  pro- 
posed tax  breaks  would  be  to  slash  safe- 
ty-net programs. 

So  far,  the  tactic  is  working.  Rising  to 
Clinton's  bait,  Dole  recently  told  Florida 
seniors  he  wouldn't  "devastate"  Social 
Security  and  Medicare.  In  Nashville,  he 
retreated  from  a  gop  platform  plank  that 
would  repeal  automatic  citizenship  for 
children  of  illegal  immigrants.  And  in 
an  Aug.  23  Chicago  Tribune  interview, 
the  former  Senate  Majority  Leader 
seemed  to  shift  economic  priorities,  in- 


5/ 


sisting  that  budget-balancing  would  t»tt 
precedence  over  tax-cutting.  Says 
pollster  Frank  I.  Luntz:  "Defense)}, 
death  for  the  Dole  campaign." 

Longer-term,  Clinton  aims  to 
Dole  off  his  stride  by  highlighting  issL 
where  he's  out  of  sync  with  swing  vot  i 
In  the  runup  to  his  convention,  the  P 
ident  issued  an  Executive  Order 
stricting  cigarette  sales  to  minors  (I 
claims  tobacco  is  not  addictive),  propc  „.,, 
extending  the  Brady  Bill's  restrict] 
on  gun  ownership  to  individuals  wil 
history  of  domestic  violence  (Dole 
poses  gun  control),  and  rolled  out  i 
targeted  tax  breaks  for  homeowners 
investors  in  blighted  urban  areas  (I 
prefers  costlier  across-the-board  cut 

The  way  Clinton  chose  to  pay  for 
new  initiatives  was  the  essence  of 
ning:  The  entire  $8.5  billion  cost  wouli 
borne  by  U.  S.  multinationals,  user 
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DERAILER? 

Clinton  must 
still  counter 
Dole's  tax-cut 
message 


rate  jets,  and  companies  seeking 
val  of  mergers.  Any  Dole  criticism 
;  plan  would  align  him  with  Big 
ess  and  underscore  Clinton's  focus 
e  middle  class.  The  upshot,  says 
cratic  consultant  William  Carrick: 

has  been  pushed  to  the  opposite 
f  where  swing  voters  are." 
OTARGETSNG."  Clinton  strategists 
to  stoke  doubts  about  Dole  with 
n  and  moderates  by  harping  on  the 
m's  links  to  a  gop  Congress  the 
lent  claims  is  hostile  to  education, 
nvironment,  and  social  programs, 
more  people  see  of  the  Newt  Gin- 
Bob  Dole  agenda,"  says  White 
i  aide  George  R.  Stephanopoulos, 
Detter  we'll  do."  Replies  Republi- 
irty  chief  Haley  Barbour:  "Democ- 
lave  nothing  to  peddle  but  fear. 

the  debate  shifts  to  the  budget 
ixes,  they'll  lose  the  argument." 


In  theory,  Dole's  big  tax 
cut,  with  its  promise  of  an 
extra  $1,600  per  year  for  the 
typical  family,  should  be 
dominating  the  campaign. 
"It's  based  on  a  fallacious 
premise,  but  the  tax  cut  is 
his  most  attractive  issue," 
concedes  Presidential  politi- 
cal aide  Harold  C.  Ickes. 
"There's  no  question  it  presents  a  chal- 
lenge to  us." 

Clinton,  though,  is  blunting  the  ap- 
peal of  Dole's  plan  by  raising  doubts 
about  his  ability  to  pay  for  it.  An  Aug. 
26  survey  by  pollster  Edward  Goeas,  a 
Republican,  and  Celinda  Lake,  a  Democ- 
rat, found  that  just  33%  of  Americans  be- 
lieve that  taxes  and  the  deficit  can  be  cut 
at  the  same  time — down  from  38%  dur- 
ing the  Republican  convention. 

Clintonites  also  are  engaged  in  what 


White  House  deputy  political  director 
Craig  T.  Smith  calls  "microtargeting" 
of  voter  blocs.  Among  them:  working 
women  with  children.  Though  generally 
affluent,  these  voters  have  been  turned 
off  by  the  social  conservatism  of  the 
GOP  Congress.  Another  group  up  for 
grabs:  well-heeled  "Greens."  These  Re- 
publican-leaning suburbanites  are  still 
fuming  over  gop  attempts  to  ease  envi- 
ronmental laws.  "Republicans  want  to 
sweep  their  record  under  the  rug,"  says 
Democratic  consultant  Dane  Strother. 
"We're  not  going  to  allow  it." 

To  appreciate  how 
confident  Democrats 
are  about  this  strate- 
gy, look  at  where 
Clinton  and  running- 
mate  Al  Gore 
planned  to  go  after 
Chicago.  The  duo  was 
to  board  a  bus  and 
roll  through  Missouri, 
Illinois,  and  Ten- 
nessee— key  states 
where  Dole  lags. 
"Dole  is  still  trying  to 
nail  down  base  states, 
while  we're  in  the 
swing  areas,"  says  a 
Clinton  aide.  "If  that's 
still  the  case  in  Octo- 
ber, it's  over."  But 
Republicans  believe 
that  Clinton's  support 
is  soft,  and  when 
Dole  zeroes  in  on  tax- 
es, he'll  score.  Says 
gop  pollster  Whit 
Ayres:  "The  swing 
vote  is  not  firmly  in 
Clinton's  corner." 

Privately,  Clinton- 
ites admit  Ayres  is 
right.  And  there  are 
undoubtedly  some 


THE  ELECTORAL 
VOTE  TODAY 


Clinton 

270 

Dole 

135 

Toss-Up 

133 

Needed  to  Win  270 
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for  the  Clinton 
Express.  Democratic 
strategists  caution 
that  if  Dole  ever  finds 
his  voice,  learns  to 
stay  on  his  tax-cut 
message,  and  makes  more  effective  use  of 
his  secondary  themes  of  crime,  character, 
and  social  decay,  even  the  most  assertive 
White  House  strategy  could  come  a  crop- 
per. But  such  thoughts  were  far  from 
Democratic  delegates'  minds  as  they  de- 
camped Chicago  and  headed  for  home, 
most  convinced  that  victory  for  their 
team  was  just  eight  short  weeks  away. 

By  Riclmrd  S.  Dunham  and  Lee  Wal- 
czak  in  Chicago  and  Mary  Beth  Regan 
aboard  the  21st  Century  Express 
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THE  ECONOMY 


WRONG-WAY  BILL'S 
ECONOMIC  TOUCHDOWN 

America  is  humming,  but  how  much  did  Clinton  contribute? 

He's  trying  to  evoke  Hairy  Truman's 
"give  'em  hell"  campaign,  but  Wonk- 
in-Chief  Bill  Clinton  still  loves  to 
give  'em  a  bunch  of  statistics.  From  the 
Midwestern  towns  along  his  Aug.  25-28 
whistle-stop  tour  to  the  Democratic  con- 
vention in  Chicago,  the  President  spout- 
ed the  same  recitation  of  his  record:  10 
million  new  jobs,  4.5  million  new  home- 
owners, 10  million  households  refinancing 
mortgages,  the  budget  deficit  at  a  14- 
year  low,  250,000  fewer  federal  jobs,  a 
30%  jump  in  exports.  And  huge  crowds 
cheered  every  boffo  number. 

As  Clinton  gears  up  for  the  general- 
election  campaign,  the  honor  roll  of  stats 
is  more  than  just  bragging:  It's  key  to 
his  reelection  strategy.  The  President 
knows  that  his  own  $110  billion  package 
of  tax  goodies  can't  match  Bob  Dole's 
$548  billion  cut  in  income  taxes  for 
sheer  heft  and  raw  pocketbook  appeal. 
So  he  needs  to  convince  voters  that  the 
economy  is  so  strong  they  don't  need  a 
federal  freebie.  "The  country  was  in  a 
ditch  when  the  President  took  over," 
argues  White  House  strategist  Harold 
C  Ickes.  "Now,  people  finally  think  the 
economy  is  going  in  the  right  direction." 

But  just  how  much  did  Clinton  set 
that  direction?  Not  as  much  as  his  par- 
tisans claim.  In  fact,  throughout  his 
term,  the  President  has  been  denied 
policies  he  sought — and  gotten  better 
outcomes  as  a  result.  Aided  by  a  favor- 
able business  cycle  and  a  bravura  mon- 
etary performance  by  Federal  Reserve 


A  LABOR  RALLY:  10  million  new  jobs 
on  his  watch,  Clinton  claims 

Chairman  Alan  Greenspan,  Clinton's  pol- 
icy defeats  helped  spur  an  economy  like- 
ly to  carry  him  to  victory.  "Whatever 
the  motivations,  the  Administration  has 
ended  up  doing  the  right  things,  and  it 
gets  the  credit,"  says  Leh- 
man Brothers  Inc.  chief 
economist  Allen  L.  Sinai. 

Take  health  care.  Clinton's  reform 
campaign  crashed  under  its  own  weight 
and  the  unpredictable  costs  of  trying 
to  reengineer  one-seventh  of  the  econo- 
my from  Washington.  Yet  the  two-year 
debate  prodded  the  private  sector  into 
reforms  that  have  cut  medical  price 
hikes  from  7.5%  in  1992  to  3.4%  so  far 
this  year.  Clinton's  legislation  was  "a 
huge  wake-up  call  for  our  industry," 


ELECTION  '96 


says  Eric  D.  Sipf,  president  of  I 
Health  Care  of  Colorado. 

On  fiscal  policy,  Clinton  has  been  m 
adept  at  shifting  with  the  political  wii 
As  a  candidate  in  1992,  he  stumped  fcj 
big  economic  stimulus  package.  Ij 
when  Congress  rejected  that,  the  Pr> 
dent  went  to  the  mat  for  tax  hikes  j 
spending  cuts  that  have  since  shrj 
the  deficit  by  60%  and  helped  lower] 
terest  rates.  "That  package  was  insj 
mental  in  keeping  the  economy  grS 
ing,"  says  Brookings  Institul 
economist  Robert  D.  Reischauer,  a  I 
mer  director  of  the  Congressional  I 
get  Office.  "But  it  wouldn't  have  woi 
if  he  had  gotten  his  original  packag 
"ECONOMIC  JUDO."  The  scenario  was 
played  last  year.  After  Republicans  I 
control  of  Congress,  Clinton  resiJ 
their  calls  to  balance  the  budget! 
2002.  But  his  reluctant  conversion  I 
allows  him  to  campaign  as  the  elect! 
tine  proponent  of  fiscal  responsibihl 
The  White  House  insists  its  lal 
spending  plan  will  close  the  deficil 
2001,  ahead  of  the  GOP's  schedule.  I£ 
weak  claim:  Clinton's  budget,  like  | 
of  the  Republicans,  would  require! 
likely  30%-plus  cuts  in  most  agenl 
spending.  But  compared  with  Dole,  i 
insists  he  can  cut  taxes  by  15%  and! 
balance  the  budget,  Clinton  seemsjl 
model  of  fiscal  probity.  "I  will  not  prcfg 
anytMng  in  this  cam™ 
that  cannot  be  paid  I 
the  President  declares! 
Clintonites  admit  that  they've  m 
fited  from  flexibility.  The  PresiB 
"used  economic  judo,  taking  the  forB 
what's  going  on  and  riding  with  it,"  HI 
Commerce  Secretary  Mickey  Kal 
But  that  doesn't  mean  Clinton  shojj 
get  credit,  argues  Kantor:  "If  this 
omy  were  in  bad  shape,  he  would 
100%  of  the  blame."  Treasury  Secrj 
Robert  E.  Rubin  insists  that  the  H 


GRADING  CLINT0N0MICS 


ghout  his  term,  Clinton  has  been  denied  policies  he  sought — and 
\  better  results  than  he  would  have  had  he  prevailed 


THE  BUDGET 

B Candidate  Clin- 
~  ton  in  '92 

wouldn't  have  sup- 
ported the  budget 
President  Clinton 
signed  in  '93 — or  the 
plans  of  '95  and  '96. 
But  under  pressure, 
Clinton  put  deficits 
first.  That  kept  inter- 
est rates  down  and 
the  economy  growing. 


THE  FED 

A This  may  be  the 
only  topic  that 
verbose  candidate 
Clinton  won't  talk 
about.  But  by  giving 
Federal  Reserve 
Chairman  Alan 
Greenspan  free  rein, 
the  Administration 
bought  harmony — 
and  lower  interest 
rates. 


TRADE 

B Clintonites  brag 
"  about  big  trade 
deals  and  a  surge  in 
exports.  But  negotia- 
tors have  too  often 
put  getting  the  deals 
ahead  of  getting 
results,  and  sales 
abroad  have  been 
fueled  more  by  the 
dollar's  fall  than  by 
trade  delegations. 


REGULATION 

C Clinton's  health 
plan  would  have 
created  the  mother 
of  all  regulatory 
schemes.  Stymied  on 
the  Hill,  Clinton  reg- 
ulators have  instead 
tinkered,  undermin- 
ing schemes  to  use 
cost-benefit  analysis 
to  weed  out  unjusti- 
fied regs. 


PRODUCTIVITY 

I*  Productivity  h; 
grown  at  an 
abysmal  0.3%  an] 
al  rate  on  Clinton! 
watch.  That's  largl 
the  result  of  laggii 
investment  in  thes 
'80s.  The  Presided 
emphasis  on  educa- 
tion and  training  ta 
eventually  pay  off, 

INCOMPLETE 
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s  success  in  slashing  the  deficit  has 
ted  an  economic  turnaround.  "Back 
le  Bush  years,  our  economy  was 
ed  as  yesterday's  news,"  he  says, 
t's  changed  dramatically." 
ills  show  voters  agree.  "I've  got  a 
:r  standard  of  living,"  says  Bob  Mc- 
45,  a  teacher  in  Van  Buren,  Ohio, 
came  out  for  the  whistle-stop  tour. 
;rest  rates  are  down;  there  are 


more  jobs.  I've  been  able  to  refinance 
my  house."  But  many  business  leaders 
mainly  credit  the  better  economy  to  a 
GOP  Congress  that  moderated  Clinton's 
policies.  "The  balance  of  powers  is  work- 
ing. What's  come  out  of  the  process  has 
been  some  pretty  good  legislation,"  says 
Phillip  B.  Rooney,  ceo  of  wmx  Tech- 
nologies Inc.  and  a  Democrat. 

But  most  voters  don't  bother  to  fol- 


low Washington's  inside  game  when 
evaluating  the  state  of  their  economy. 
Presidents'  political  fortunes  rise  and 
fall  with  the  economic  stats.  And  as  the 
Wonk  in  the  White  House  will  tell  you, 
the  numbers  are  looking  good — whether 
he's  responsible  for  them  or  not. 

By  Mike  McNamee  in  Washington, 
with  Mary  Beth  Regan  and  Richard  A. 
Melcher  in  Chicago 


COMMENTARY 


By  Ron  Stodghill  II 

THE  PERILS  OF  TAKING  THE  BLACK  VOTE  FOR  GRANTED 


I ays  before  the  Democratic  Con- 
vention, an  expectant  air  filled 
Operation  push  headquarters 
i  Chicago's  South  Side.  The  Rev- 
■end  Jesse  Jackson  was  awaiting  a 
lone  call  from  the  White  House, 
tie  call  finally  came  in  around  noon, 
id  Jackson  nearly  jumped  out  of 
s  seat  to  grab  it.  But  as  he  was 
suing  a  rather  long-winded  greet- 
g,  his  face  suddenly 
ished  with  embarrass- 
ent.  "The  line  is  dead," 
ickson  fumed  to  his  sec- 
tary, slamming  down 
le  phone.  "I  got  cut  off." 
In  the  days  ahead,  it 
ill  take  a  lot  more  than 
a  Bell  to  really  connect 
;sse  Jackson  with  the 
Tiite  House.  President 
linton,  despite  a  spotty 
scord  on  key  issues,  feels 
i  secure  in  his  relation- 
dp  to  African  American 
)ters  that  he  would 
ither  pose  for  photo  ops 
lan  talk  turkey.  Remem- 
|  1992?  With  passionate 
>eeches  on  inclusion  that 
ent  down  as  smoothly  as  his  saxo- 
lone  riffs,  Clinton  won  82%  of  the 
ack  vote.  This  time,  Clinton  figures 
i  might  fare  even  better  simply  by 
lising  the  prospect  of  Bob  Dole  in 
le  White  House  and  Newt  Gingrich 
inning  Congress.  As  Ronald  W. 
falters,  a  Howard  University  politi- 
il  scientist,  puts  it:  "Blacks  are  not 
i  enthusiastic  about  Clinton  as  they 
re  terrified  by  the  alternative." 
MLURES.  Maybe  so,  but  Clinton  is 
pandering  political  capital  the 
'emocrats  will  need  long  after  he 
saves  office.  Disenchantment  among 
lacks  over  the  President's  first  term 
!  widespread.  He  hasn't  been  a  big 
aender  on  social  programs,  didn't 
et  national  health  insurance  passed, 
tid  didn't  stand  firmly  behind  em- 


battled black  nominees  such  as  Lani 
Guinier.  And  Clinton's  signing  of 
sweeping  welfare-reform  legislation 
has  widened  a  gulf  that  his  Aug.  21 
announcement  of  $3.4  billion  in  new 
government  work  programs  won't 
come  anywhere  near  closing.  "The 
energy  and  excitement  for  Clinton 
just  isn't  there,"  says  Kevin  Antoine, 
a  Democratic  congressional  candidate 


JACKSON  IN  CHICAGO:  Little  passion  for  the  Pres  iden  t 


in  Mississippi.  "He  hasn't  worked 
hard  enough  for  our  vote." 

A  low  turnout  among  African 
American  voters  could  be  costly  to 
Clinton  in  such  key  states  as  Ohio, 
Illinois,  and  Michigan.  But  with  Clin- 
ton comfortably  ahead  in  the  1996 
race,  the  bigger  problem  is  an  in- 
creasing strain  on  the  Democrats' 
ties  to  the  voting  bloc  that  has  re- 
mained their  most  loyal  since  the 
election  of  Franklin  D.  Roosevelt  in 
1932.  "Black  voters  aren't  going  to 
be  satisfied  much  longer  by  a  party 
that  takes  them  for  granted,"  warns 
Kweisi  Mfume,  chief  executive  of  the 
National  Association  for  the  Ad- 
vancement of  Colored  People.  Even 
Jackson,  who  on  Aug.  27  dutifully  de- 
livered a  rousing  convention  speech, 


is  less  effusive  off  the  podium.  "We 
can't  evaluate  Clinton  inning  by  in- 
ning," he  says.  "We  have  to  look  at 
his  score  at  the  end  of  the  game." 

Disenchantment  among  black  vot- 
ers should  be  setting  off  alarm  bells 
for  Democrats.  While  blacks  make  up 
less  than  10%  of  the  total  vote,  those 
votes  are  in  critical  electoral  college 
states  and  can  quickly  turn  an  elec- 
tion. In  1976,  Jimmy 
Carter  won  47%  of  the 
white  vote,  while  incum- 
bent Gerald  Ford  won 
52%.  It  was  blacks'  83% 
vote  for  Carter  that  en- 
abled him  to  unseat  Ford. 

Anti-Dole  sentiment 
will  help  Clinton  in  this 
race,  despite  Dole's  plea 
for  African  American 
votes  at  a  convention  of 
black  journalists  in  late 
August.  But  imagine  what 
might  have  happened  if 
the  GOP  had  nominated 
former  housing  secretary 
Jack.  F.  Kemp,  who  has 
deep  ties  to  the  black 
community.  In  a  close 
race,  Clinton  would  be  in  trouble. 

As  it  stands,  black  voters'  best 
path  to  influence  may  be  in  helping 
Clinton  regain  control  of  Congress. 
And  if  history  is  any  guide,  the  GOP 
is  vulnerable.  Since  1946,  the  party 
in  control  of  Congress  loses  an  aver- 
age of  about  24  seats.  With  197  Dem- 
ocrats in  Congress,  plus  one  indepen- 
dent who  typically  votes  Democratic, 
the  Democrats  need  just  20  seats  to 
regain  control. 

Given  that  kind  of  math,  a  big 
black  vote  could  tip  the  balance  this 
year.  But  without  a  lot  of  work, 
Democrats  shouldn't  bank  on  it. 

Stodghill  co-authored  a  new  book 
with  Kiveisi  Mfume  about  the  naacp 
chiefs  life  (page  18). 
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TOBACCO 


THE  RACE 
AROUND  THE  FDA 

How  cigarette  companies  aim  to  bypass 
new  federal  regs  on  promotions  and  ads 


At  Tobacco  Outlet  in  Woodstock,  Ga., 
there  was  never  any  question  that 
cigarettes  would  be  a  mainstay.  The 
chief  surprise  for  store  manager  Tim 
Brown  was  the  big  business  he  does  in 
Joe  Camel  T-shirts,  Winston  Cup 
lighters,  and  Virginia  Slims  alarm  clocks. 
Laments  Brown:  "If  the  government 
eliminates  those  things,  we'll  lose  a  good 
chunk  of  our  business." 

Maybe.  But  it's  far  from  sure  that 
the  Food  &  Drug  Administration's  new 
effort  to  curb  teenage  smoking  through 
far-reaching  bans  on  cigarette  sales  and 
promotions  will  put  a  crimp  in  the  to- 
bacco industry  itself.  For  one  thing,  cig- 
arette companies  are  mounting  an  ag- 
gressive legal  fight  in  tobacco-friendly 
North  Carolina.  They're  claiming  that 
First  Amendment  rights  should  over- 
power fda  regulatory  muscle.  The  aim: 
to  protect  the  $45  billion  industry's  $6 
billion  in  annual  marketing  outlays. 
A  DEAL  COOKING?  Meanwhile,  the  pos- 
sibility of  a  huge  settlement  address- 
ing tobacco  company  liability  is  taking 
form  in  Congress  and  among  plaintiffs' 
attorneys.  The  deal  was  discussed  at  a 
Chicago  meeting  of  13  state  attorneys 
general  suing  the  industry  on  Aug.  27, 
and  the  White  House  has  indicated  that 
it  might  go  along.  It  would  give  the  in- 
dustry immunity  from  litigation  in  re- 
turn for  a  payment  of  up  to  $130  billion 
over  15  years.  It  also  would  bar  future 
lawsuits  by  individuals  and  cap  awards 
at  $1  million  in  existing  cases. 


At  the  same  time,  Big  Tobacco 
is  planning  vigorous  new  marketing 
strategies  to  counter  the  fda  regs.  The 
agency  wants  to  block  cigarette  ads  in 
sports  and  concert  promotions,  on  bill- 
boards and  vending  machines  that 
teenagers  see,  and  in  teen  magazines. 
To  adjust,  tobacco  is  considering  a  re- 
jiggering  of  its  sponsorship  programs  so 
they  comply  with  the  new  rales,  launch- 
ing aggressive  direct-mail  campaigns  us- 
ing massive  customer  databases,  and 
marketing  electronically  via  the  Internet. 

One  look  at  overseas  markets  shows 
just  how  tenacious  Big  Tobacco  can  be. 
When  Thailand  banned  cigarette  ads,  ads 
for  Kent,  a  Lorillard  brand,  disappeared. 
But  suddenly  a  related  company  was 
promoting  "Kent  Leisure  Holidays."  An 
advertising  ban  in  Hong  Kong  yielded 
a  "Marlboro  Red  Hot  Hits"  music  pro- 
motion in  magazines  and  a  "Salem  Atti- 
tude" clothing  line.  The  fda  rules  seek  to 
ban  such  maneuvers,  but  industry  ob- 
servers expect  cigarette  makers  to  in- 
vent new  ones.  "They  have  such  enor- 
mous resources  to  put  into  advertising 
and  promotion — we  expect  they'll  find 
creative  new  ways  to  get  around  the 
fda,"  says  Kathy  Mulvey,  executive  di- 
rector of  the  antitobacco  group  Infact. 

Direct  mail  alone  offers  incredible  op- 
portunities. Tobacco  companies  have 
compiled  massive  customer  lists  by  of- 
fering promotional  giveaways  and  other 
gimmicks.  Free-speech  guarantees  mean 
that  mail  is  protected  from  most  fda 


regulation.  And  by  simply  lying  abc 
their  ages,  minors  who  want  cigarett 
can  easily  land  on  company  mailing  lis 

Then  there's  the  Net.  R.J.  Reyno] 
is  already  testing  that  tactic  in  Euro] 
where  its  Camel  brand  sponsors  a  W 
site  called  the  Silver  Page.  Features 
elude  notices  about  "rave"  parties  wh< 
cigarettes  are  distributed  free. 
BAD  ad  news.  To  be  sure,  the  fd 
actions  aren't  toothless:  Dayton  Hi 
son  Corp.'s  Target  Stores  announced 
Aug.  28  that  it  will  stop  selling  cij 
rettes  because  of  profit  concerns  rela 
to  limiting  sales  to  minors.  And  c; 
for  text-only,  colorless  advertising 
hurt  the  companies'  marketing  effoi 
"When  you  drain  the  blood  and  si 
the  life  out  of  an  ad  so  that  it  has  no 
tention-getting  characteristics,  you  li 
its  effectiveness,"  frets  Darnel  L.  Ja 
executive  vice-president  of  the  Assoi 
tion  of  National  Advertisers.  Agei 
executives  who  work  for  Big  Toba 
expect  the  companies'  overall  ad  spe 
ing  to  drop  dramatically. 

That  may  not  cut  into  cigarette  c< 
pany  profits,  because  most  current 
arette  marketing  is  aimed  at  steal 
market  share  from  competitors — and 
company  would  suffer  more  than  ant 
er  if  ads  are  cut.  Indeed,  in  Cana< 
five-year  experiment  with  an  outri 
ban  on  cigarette  advertising,  Impe 
Tobacco,  which  controls  65%  of  Ca 
da's  smokes  market,  saw  operating  p 


JOE,  THE  COMEBACK  CAMEL? 

How  Big  Tobacco  might  circumvent  Food  &  Drug  Administration  rules 


HIT  THE  INTERNET  There 
currently  are  no  restrictions 
on  tobacco  promotion — or 
even  sales — on  the  Inter- 
net, a  natural  pipeline  to 
the  nation's  young  people. 

DATA:  BUSINESS  WEEK 


"PHILIP  MORRIS"  GEAR? 

To  avoid  the  ban  on  brand- 
name  logo  items,  compa- 
nies can  slap  corporate 
logos  on  clothing.  A  sports 
event  such  as  the  Winston 
Cup  stock  car  race  may 
become  the  Reynolds  Cup. 


TOURISM,  ROCK  BANDS, 
ETC.  In  countries  such  as 
Thailand  and  China  that 
have  already  banned  ciga- 
rette ads,  companies  have 
created  travel  and  music 
booking  agencies  as  pro- 
motion devices. 


ALL  FOR  A  GOOD  CAUS 

Cigarette  companies  cou 
take  up  causes,  such  as 
battling  illiteracy,  that 
would  enable  them  to  cor 
tact  young  people  withou 
directly  marketing  produc 
to  them. 
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T&E  down  50%. 
'ace-to-face  up  100%. 


netmorkMCI  Videoconferencing 
lets  you  haue  face  time 

BhHHHHBHHHHBI 

luith  people  all  ouer  the  tuorld  - 
at  one  time.  Document  Conferencing 
lets  you  review  and  edit  documents 
simultaneously  with  others 
right  from  your  computer. 
How?  Call  1-B00-H75-3555 
or  uisit  http://www.mci.com 


News:  Analysis  &  Commentary 


it  more  than  double,  thanks  largely  to  a 
huge  cutback  in  advertising  costs. 

Still,  the  companies  are  unlikely  to 
drop  altogether  long-term  promotions 
such  as  the  nascar  circuit.  Rather  than 
abandon  its  $30  million  sponsorship  of 
the  Winston  Cup,  which  it  has  backed 
for  two  decades,  experts  expect  rjr 
Nabisco  Inc.  to  rename  it  the  Reynolds 
Cup,  after  Winston's  corporate  parent. 


Or  it  might  just  rename  it  after  anoth- 
er product — call  it,  say,  the  Nabisco 
Wafers  Cup.  One  way  or  another,  H.  A. 
"Humpy"  Wheeler,  president  of  race- 
track operator  Speedway  Motorsports 
Inc.  in  Charlotte,  N.  C,  is  confident 
nascar  won't  lose  this  sponsor.  "I  don't 
think  they'll  give  it  up  when  we've  got 
253  corporate  sponsors  all  involved  in 
Winston  Cup  racing.  They  know  some- 


one else  would  love  to  put  their  nam 
on  it,"  he  says. 

In  the  end,  the  fda  regulations  coul 
have  the  unintended  result  of  proddin 
the  cigarette  companies  into  a  new  ei 
of  creative  marketing.  Antismoking  ai 
tivists  thought  old  Joe  Camel  was 
tough  foe.  Before  long,  he  may  be  r« 
called  as  a  well-trained  house  pet. 

By  David  Greising  in  Atlani 


TOBACCO  COUNTRY'S  HOMEGROWN  JUDGE 


Back  in  January  of  1974,  one 
week  after  stepping  down  as 
U.  S.  Attorney  for  the  Middle 
District  of  North  Carolina,  Greens- 
boro attorney  William  L.  Osteen  Sr. 
agreed  to  represent  a  group  of 
North  Carolina  tobacco  farmers  as  a 
paid  lobbyist  in  Washington.  Two 
decades  later,  the  66-year-old 
Osteen  finds  himself  at  the  conflu- 
ence of  tobacco  and  Wash- 
ington once  again — this 
time  as  a  federal  judge  in 
Greensboro,  overseeing 
the  high-profile  lawsuit 
filed  by  cigarette  makers 
to  block  Food  &  Drug 
Administration  proposals 
to  crack  down  on  ciga- 
rette marketing. 

Osteen,  who  has  spent 
his  career  in  the  heart  of 
tobacco  country,  is  at  cen- 
ter stage  in  the  White 
House's  battle  with  Big 
Tobacco.  His  stint  as  a 
lobbyist — which  his  office 
says  lasted  only  a  week  or 
two — is  bound  to  generate 
controversy.  But  those 
who  have  practiced  law  with  Osteen, 
or  who  have  argued  before  him  dur- 
ing his  40-year  legal  career,  paint  a 
portrait  of  a  man  who  is  not  easily 
swayed.  Charges  of  a  conflict  of  in- 
terest are  "balderdash,"  says  Ken- 
neth W.  McAllister,  general  counsel 
for  Wachovia  Corp.,  who  in  the  mid- 
1980s  prosecuted  some  of  Osteen's 
clients  as  a  U.  S.  Attorney. 
CRUEL  DOUBT.  Osteen,  who  declined 
to  be  interviewed,  was  appointed  to 
his  current  position  as  U.  S.  District 
Judge  for  the  Middle  District  of 
North  Carolina  in  April,  1991,  by 
George  Bush.  Before  being  tapped 
by  Bush,  Osteen  spent  17  years  in 
his  private  law  practice,  focusing  on 
\vhit%-collar  defense  cases.  His  role 


as  the  defense  attorney  in  a  notori- 
ous murder  case  chronicled  by  au- 
thor Joe  McGinniss  in  the  best-sell- 

inu'  1  k  ( 'nicl  Doubt  got  him 

national  recognition  in  1992.  Ed  As- 
ner  played  Osteen  in  the  TV  movie 
about  the  case. 

Osteen  is  familiar  with  the  politi- 
cal fishbowl.  After  graduating  from 
the  University  of  North  Carolina 


OSTEEN:  His  stint  as  a  lobbyist  is  bound  to  be  controversial 


School  of  Law  in  1956,  he  practiced 
law  for  four  years  before  being  elect- 
ed a  state  representative  at  age  29. 
He  served  two  terms,  both  as  Re- 
publican minority  leader.  The  state 
gop  courted  him  to  run  for  governor 
in  1964,  but  he  declined.  In  1968,  he 
failed  in  a  bid  for  Congress.  A  year 
later,  Nixon  appointed  him  U.  S.  at- 
torney in  Greensboro.  Osteen  re- 
turned to  private  practice  in  Decem- 
ber, 1973.  The  eldest  of  his  three 
sons,  William,  is  a  partner  in  the  firm 
his  father  founded. 

For  the  next  17  years,  Osteen  de- 
veloped a  reputation  as  a  skillful 
cross-examiner  whose  intense  but 
courteous  demeanor  played  well  with 
juries.  One  of  his  clients  was  Smith 


Bagley,  a  Washington  socialite  and  an 
heir  to  the  R.J.  Reynolds  Tobacco 
Co.  fortune,  whom  Osteen  successful- 
ly defended  against  charges  of  stock 
manipulation  in  1979. 

While  lawyers  for  the  fda  will 
likely  bring  up  Osteen's  lobbying 
stint,  it  is  not  a  clear-cut  case  of  con- 
flict of  interest.  "It  might  be  some- 
thing an  fda  lawyer  would  want  to 
raise,"  says  Walter  H. 
Bennett  Jr.,  a  professor  at 
the  North  Carolina  School 
of  Law.  "But  just  the  fact 
that  he  represented  to- 
bacco farmers  in  the  past 
does  not  constitute  a  con- 
flict of  interest  per  se." 
Graham  Kelder,  managing 
attorney  for  the  Tobacco 
Products  Liability  Project 
at  Northeastern  Universi- 
ty School  of  Law,  takes  a 
harsher  view:  "It  seems 
little  like  too  sweet  of  a 
setup — having  a  case 
tried  in  North  Carolina 
by  a  judge  who  used  to 
be  a  lobbyist  for  tobacco 
farmers." 
The  fda  case  is  not  the  only  to- 
bacco-related controversy  in  Osteen's 
docket.  In  1993,  he  was  assigned  the 
suit  filed  by  the  industry  against  the 
Environmental  Protection  Agency  foi 
classifying  secondhand  cigarette 
smoke  as  cancer-causing.  Both  cases 
are  in  the  pretrial  phase  and  few  ma 
jor  decisions  have  been  made.  In 
May,  1995,  however,  Osteen  denied 
the  epa's  request  to  dismiss  the  suit, 
ruling  that  the  industry  had  a  legal 
right  to  pursue  the  action. 

Friends  of  Osteen  describe  him  as 
a  family  man  who  enjoys  his  privacy 
Given  the  intense  interest  in  his  up- 
coming case,  Osteen  is  going  to  find 
himself  short  on  quiet  moments 


By  Justin  Catanoso  in  Greensbc 
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Every  big  company 
starts  small." 


The  Berger  Small  Company 
Growth  Fund 

AVERAGE  ANNUAL  TOTAL  RETURN  AS  OF  6/30/96* 
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Since  Inception  (12/30/93) 

Fortune  500®  companies 
don't  start  as  multimillion- 
dollar  mega-corporations. 
They  begin  small,  but 
work  hard  to  eventually 
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finding  them  ahead  of  time  is  harder — and  a  lot  riskier. 
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they  do  show  that,  in  the  past,  we've  discovered  some  diamonds 
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COMMENTARY 


By  John  Carey 


CLINTON'S  ANTISMOKING  PLAN  WON'T  EXACTLY  KICK  BUTT 


The  federal  government  is  trying 
to  clamp  the  shackles  of  regula- 
tion onto  the  Marlboro  Man.  On 
Aug.  23,  the  White  House  allowed  the 
Food  &  Ding  Administration  to  issue 
tough  curbs  on  kids'  access  to  tobacco 
and  on  industry  advertising.  The  plan 
bans  most  vending  machines,  prohibits 
sales  to  kids,  ends  brand-name  spon- 
sorship of  events  like  auto  races,  bans 
billboards  near  schools, 
and  limits  magazine  ads 
likely  to  be  seen  by  kids 
to  a  black  and  white, 
text-only  format. 

But  labeling  smoking 
as  a  kids'  problem  is  po- 
tentially dangerous — and 
could  lead  the  whole  ap- 
proach to  backfire.  The 
tobacco  industry's  insidi- 
ous message  to  America's 
youth  is  that  lighting  up 
is  the  fast-track  to  adult- 
hood. So  if  the  govern- 
ment tells  children  not  to 
smoke,  "it's  essentially 
the  same  message,"  wor- 
ries Stanton  A.  Glantz,  a 
professor  of  medicine  at 
the  University  of  Califor- 
nia, San  Francisco. 
SYMBOLIC.  Of  course,  in  a 
nation  whose  Revolution 
was  funded  by  tobacco 
money,  where  82%  of  cur- 
rent members  of  Con- 
gress have  taken  industry 
contributions,  the  government's  deci- 
sion to  regulate  tobacco  as  an  addic- 
tive drag  has  symbolic  value.  And  it 
has  the  advantage  of  being  politically 
feasible.  Only  by  recasting  smoking  as 
"pediatric  disease"  were  fda  Commis- 
sioner David  A.  Kessler  and  Vice- 
President  Al  Gore  able  to  convince 
Clinton  a  year  ago  that  fda  regula- 
tion wasn't  electoral  suicide. 

In  addition,  the  advertising  re- 
straints proposed  by  the  FDA  will 
have  some  positive  effects.  Just  ask 
Gregory  Connolly,  director  of  the  to- 
bacco control  program  in  the  Massa- 
chusetts Public  Health  Dept.  An  ag- 
gressive $50  million  antismoking 
campaign  by  that  state  has  helped  cut 
smoking  by  adults — but  not  by  kids. 
The  reasons:  cheaper  cigs  and  a  flood 


of  advertising  and  promotions  aimed 
at  children.  Surveys  show  that  25%  of 
the  state's  youth  have  what  Connolly 
calls  "bribes  to  induce  experimenta- 
tion"— caps,  T-shirts,  or  other  trinkets 
emblazoned  with  cigarette  brand 
names.  And  kids  with  these  items  are 
three  times  more  likely  to  smoke. 

But  don't  underestimate  Big  Tobac- 
co's ability  to  finesse  the  new  rales, 

3U> 


PUFFERY 


Big  Tobacco's  message  to 
America's  youth  is  that  lighting  up  is 
very  adult.  Unfortunately,  telling  kids 
not  to  smoke  amounts  to  the  same  thing 


even  if  they  survive  legal  challenge. 
The  first  major  decline  in  U.  S.  smok- 
ing followed  the  1971  ban  on  radio 
and  TV  ads.  But  within  a  decade,  the 
industry  was  reaching  the  susceptible 
with  print  ads,  sports  sponsorships, 
and  other  promotions,  wiping  out 
those  losses.  In  Norway,  which  has  an 
ad  ban,  children  still  know  all  the 
brand  names,  says  John  Pierce,  head 
of  cancer  prevention  at  the  University 
of  California,  San  Diego.  So  don't  be 
surprised  if  the  industry's  canny  mar- 
keters make  black  and  white  text  ads 
seem  as  cool  as  Joe  Camel.  Or  if  the 
antitobacco  campaign  the  FDA  is  re- 
quiring companies  to  mount  subtly 
manages  to  promote  smoking. 

That's  why  the  Clintonites  need 
sterner  measures.  At  the  outset,  they 


should  drop  the  dangerous  pretense 
that  tobacco  is  just  a  children's  issue 
and  try  to  cut  smoking  by  adults  as 
well.  "The  irony  of  kids  smoking  is 
that  they  are  both  rebelling  and 
wanting  to  emulate  adults,"  argues 
Glantz.  "If  they  perceive  society  is  re- 
jecting tobacco,  they  will  reject  it 
too."  Harsher  attitudes  aren't  going 
to  keep  all  kids  from  lighting  up.  But 
chipping  further  into  the 
image  of  cigarettes  as  an 
alluring  adult  habit 
should  dramatically  re- 
duce the  number  of 
kids — now  an  estimated 
3,000 — who  start  smoking 
each  day. 

The  path  to  further 
hastening  that  rejection 
is  hardly  mysterious.  The; 
essential  steps:  Impose 
tougher  restrictions  on 
smoking  in  workplaces 
and  public  gathering 
spots.  Hike  taxes  on  ciga 
rettes  dramatically.  Ban 
all  tobacco  ads.  Mount  an 
aggressive  ad  campaign 
aimed  at  puncturing  the 
myth  that  smoking  is 
cool  and  exposing  the  in- 
dustry's deceptions.  One 
ad  produced  by  Califomi; 
public  health  officials  of- 
fers footage  of  tobacco 
execs  telling  Congress 
nicotine  isn't  addictive. 
Unfortunately,  gop  Governor  Pete 
Wilson's  Administration  pulled  the  ad 
under  pressure  from  industry  lawyers 
The  final  step:  Extend  a  helping  hand 
to  smokers  who  want  to  quit. 

Compared  with  the  Republicans, 
the  Democrats  look  like  heroes.  Earli- 
er this  summer,  <  ;op  Presidential  can- 
didate Bob  Dole  made  the  absurd  sug 
gestion  that  nicotine  isn't  addictive. 
Now,  he's  attacking  the  fda  plan  as 
just  a  smokescreen  meant  to  obscure 
Clinton's  failure  to  stem  an  upsurge  ii 
teen  drag  use.  He's  wrong.  The  fda  1 
plan  may  be  a  half-baked  solution  to 
the  smoking  problem.  But  it's  the  bes 
Washington  has  ever  managed. 


Carey  tracks 
Washington. 


the    FDA  fror 


1 
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ONLY  THE  STATE  DEPARTMENT  HAS  MORE  TO  DO 
WITH  INTERNATIONAL  POLICIES  THAN  WE  DO. 


General  Accident 


Tme,  we  write  insurance  policies,  not  peace  treaties.  But  when  you're  dealing  with  unfamiliar  countries, 
re  are  always  problems  to  negotiate.  Which  is  why  you  need  General  Accident  Insurance.  Through  a  network 
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>  billion.  An  A+  (Superior)  rating  from  A.M.  Best,  a  well-known 


arance  rating  service.  And  25,000  people  who  are  equipped  to  handle 


General  Accident 
Insurance 
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LAWSUITS 


WHO  GOT  SMOKED 
IN  INDIANAPOLIS? 

What  looks  like  a  Big  Tobacco  win  may  be  a  warning 


T 

1 1 


spending  billions  to  protect  themselves 
against  lawsuits.  Under  a  sweeping  new 
legislative  proposal,  the  industry  would 
shell  out  $130  billion  over  15  years  for 
immunity  from  many  types  of  litigation, 
caps  on  damage  awards,  and  restrictions 
on  fda  regulation. 

Tobacco  brought  in  the  A-Team  to 
fight  the  Indiana  suit.  Its  lead  counsel 
was  the  legendary  trial  lawyer  David 


Ihe  American  people  know  smok- 
ers can  and  do  quit,  and  they  still 
believe  in  individual  responsibili- 
ty." So  claimed  a  press  release  distrib- 
uted by  R.J.  Reynolds  Tobacco  Co.  sec- 
onds after  an  Indianapolis  jury  handed 
cigarette  makers  a  victory  on  Aug.  23  in 
the  closely  watched  Rogers  case, 
brought  by  heirs  of  a  deceased  smoker. 

Big  Tobacco  urgently  needed  to  sell 
this  point.  On  Aug. 
9,  a  Florida  jury  had 
shocked  cigarette 
manufacturers  by 
awarding  $750,000  to 
a  smoker  in  a  simi- 
lar suit.  Wall  Street 
feared  that  months  of 
negative  publicity 
had  caused  a  tectonic 
shift  in  public  opin- 
ion— and  that  juries 
could  no  longer  be 
relied  upon  to  exon- 
erate the  industry  on 
the  grounds  that 
smokers  knew  of  the 
risks  involved.  If  to- 
bacco lost  the  Rogers 
suit,  executives 
feared  that  plaintiffs' 
lawyers  would  be 
emboldened  to  file 

thousands    of   new  ,  , 

cases,  driving  stocks  Cigarette  makers  had  all  the  advantages  in  this 

to  historic  lows.  , 

calling  the  Florida  negligence  case.  But  victory  came  hard-and  that 

ruling   "an   aberra-       .  , 

tion, "  the  rjr  release  might  push  them  to  compromise  with  opponents 

argued  that  "critics  of  

the  tobacco  industry   TOBACCO'S  A-TEAM:  LITIGATOR  HARDY  AND  RJR  LAWYER  DONAHUE  (REAR) 

were  premature  in 

K.  Hardy  of  Kansas  City's  Shook,  Hardy 
&  Bacon.  Plaintiff  Yvonne  Rogers  was 
represented  by  C.  Warren  Holland,  a 
little-known  local  litigator  with  no  pre- 
vious experience  in  tobacco  cases  and  no 
links  to  the  coalition  of  well-funded 
plaintiffs'  lawyers  leading  most  of  the 
big  cases  against  the  industry. 

While  Holland  did  a  better  job  than 
expected,  he  lacked  advantages  that  fu- 
ture plaintiffs'  attorneys  may  enjoy.  He 
wasn't  permitted  by  the  judge  to  show  ju- 
rors incriminating  internal  industry  docu- 
ments that  have  emerged  in  recent  years, 


declaring  it  a  turning  point  in  tobacco 
litigation."  On  Aug.  2(5,  investors  bought 
the  reasoning.  Even  though  the  Stan- 
dard &  Poor's  500-stock  index  fell  half  a 
percent,  the  s&P  tobacco  index  rose  2.3%. 
INVINCIBILITY.  Wall  Street  may  be  wrong. 
The  case  should  have  been  an  easy  vic- 
tory for  the  industry,  and  it  wasn't.  Up- 
coming trials,  including  one  next  month 
being  brought  by  Norwood  Wilner,  the 
lawyer  .vho  won  in  Florida,  will  be 
tougher.  That  may  be  one  reason  why 
cigarette  makers,  despite  pronounce- 
ments of  invincibility,  may  be  considering 


including  a  key  Brown  &  Williamson  Tc 
bacco  Corp.  memorandum  declaring  irW 
are,  then,  in  the  business  of  selling  nicq 
tine,  an  addictive  drug."  That  document 
was  critical  in  swaying  the  Florida  juri 
Holland's  plaintiff  was  not  completely  synj 
pathetic,  either.  The  deceased  Richarl 
Rogers  managed  to  quit  smoking  l| 
months  before  his  death — discrediting 
Holland's  claims  of  addiction.  And  Ho! 
land  also  had  to  surmount  an  Indiana  lal 
that  prevents  plaintiffs  from  winning  ! 
they  bear  more  than  half  of  the  blani 
for  their  own  injuries.  Other  states,  if 
eluding  Florida,  allow  victims  to  recovj 
money  even  if  they  are  99%  to  blame  f« 
their  own  injuries. 

Even  with  the  cigarette  makers'  ai| 
vantages  in  the  Rogers  case,  it  took  I 
jury  more  than  18  hours  to  exonera 
them.  During  the  loi  ,i 
wait,  industry  lawye'  , 
feared  the  worse,  "ill 
this  point,  you  ha1  j 
to  assume  that  tl ! 
jury  is  deadlocked  j 
said  Daniel  W.  Do( 
ahue,  R.J.  Reynok 
deputy  general  cou 
sel,  six  hours  bef™ 
the  decision. 

After  the  jury  ■ 
nally  made   up  j  f 
mind,   it   took  t|j 
nearly  imprecedentB 
step   of   holding  ! 
press  conference  8>: 
ensure  that  the  vcjjj 
diet  wouldn't  be  "iriSj 
construed  as  an  (U 
dorsement    of  t|| 
tobacco    compani' : 
position  on  smoki; 
and   health."  Jurj| ; 
David  Anderson  s*l 
that  although  Rich;i 
Rogers  bore  mostf 
the   blame   for  i 
death,  tobacco  shail 
some  responsibil'. 
ahue  (REAR)        Translation:  The  pl;- 
tiffs  would  have  vli 
under  the  rules  of  Florida.  Anders! 
added  that  if  Rogers  had  tried  har 
to  quit,  and  then  failed,  "we  perh;S 
would  have  come  forth  with  a  differ t 
verdict." 

Make  no  mistake:  The  industry  s 
cause  for  celebration  after  Rogers.} 
didn't  have  to  shell  out  a  dime  in  dir 
ages,  and  it  prevented  a  plaintiffs'  v> 
ning  streak.  But  the  case  proved  tit 
antitobacco  activism  is  having  an  eftf 
on  jurors.  And  that  doesn't  bode  w  .. 
for  the  industry's  future. 

By  Mike  France  in  Indianap»\ 
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If  your  mainframe -based  enterprise  has  expanded  to  include  thousands  of  PCs  and  servers, 
while  your  internal  resources  haven't,  call  Vanstar,  the  distributed  computing  experts. 

Vanstar  offers  the  network  management  and  life  cycle  services  you  need  to  manage  growth: 
consulting  and  design,  network  planning,  integration,  procurement,  financing,  installation,  and 
deskside  support.  Everydiing  you  need  to  break  free  of  your  internal  constraints. 

With  Vanstar,  you  choose  as  much,  or  as  little,  of  our  expertise  as  you  need  to  master 
your  distributed  computing  environment.  That  flexibility  is  why  hundreds  of  Fortune 
1000  companies  have  selected  Vanstar. 

To  learn  how  you  can  stay  ahead,  please  visit  us  at  www.vanstar.com/8ball  or  call  us 
at  1-800-994-2345.  We'll  help  you  make  a  clean  break. 


1  Vanstar  Corporation.  Visit  our  web  site:  www.vanstar.com/8ball 


COMMENTARY 

By  Toddi  Gutner 


PERSONAL  BANKRUPTCY:  HOW  TO  SLOW  THE  STAMPEDE 


Personal  bankruptcies  are  piling 
up  faster  than  credit-card  offers 
An  astounding  1.1  million  fami- 
lies— 1%  of  all  households — are 
expected  to  file  for  bankruptcy  in 
1996,  a  26%  increase  over  1995.  Fig- 
ures released  on  Aug.  28  show  that 
1996's  second  quarter  had  the  most 
bankruptcies  of  any  quarter  on 
record.  Easier  credit  terms,  which 
have  propelled  monthly  consumer 
debt  service  to  a  near-record  17% 
of  disposable  income,  combined 
with  corporate  layoffs  and  a  rise 
in  uninsured  medical  expenses 
are  dealing  a  brutal  blow  to 
the  financial  health  of  many 
Americans. 

It's  a  problem  that  hits 
every  citizen  in  the  wallet 
Bank-card  losses  due  to 
bankruptcy  topped  $10.4 
billion  in  1995,  up  from 
$7.2  billion  in  1994.  That 
cost  trickles  down  to 
those  who  remain  credit- 
worthy in  the  form  of  high- 
er interest  rates  and  fees. 
The  same  applies  in  the  med- 
ical field:  Uncollected  bills  lead 
to  higher  insurance  premiums 
for  everyone.  "Costs  get  passed 
on  to  consumers  in  the  form  of 
higher  prices  for  goods  and  services 
and  increased  finance  charges,"  says 
Robert  Johnson  of  Purdue  Universi- 
ty's Credit  Research  Center. 
IN  TOO  DEEP.  Little  is  being  done  to 
remedy  the  situation.  What's  needed 
is  congressional  action.  Legislators 
need  to  address  the  weaknesses  in 
the  U.  S.  Bankruptcy  Code  and  to 
help  alleviate  the  problem  of  rising 
consumer  debt. 

As  things  stand,  consumers  can 
choose  to  file  for  a  Chapter  7  (liqui- 
dation of  debts)  or  a  Chapter  13  (re- 
payment plan)  bankruptcy.  About 
30%  of  debtors  file  Chapter  13;  the 
remainder  walk  away  from  their 
debts.  In  part,  that's  because  many 
are  too  deep  in  the  hole  to  dig  them- 
selves out. 

But  there's  another  reason:  While 
the  I'ankruptcy  Code  is  a  federal 
law,  consumer  rights  vary  from  state 
to  state.  'The  current  system  is  too 
complex  and  diverse,"  says  Elizabeth 


Warren,  a  Harvard  Law  School  pro- 
fessor and  consultant  to  the  National 
Bankruptcy  Review  Commission,  a 
government-appointed  panel  review- 
ing the  code.  "The  more  complex  the 
system,  the  less  certain  we  can  be 
that  it  works  well." 

For  example,  several  districts  with- 
in states  discourage  Chapter  13  cases. 
Bankruptcy  courts  in  Los  Angeles, 


\MVAIH 


a  

for  instance,  reject  repayment  plans 
unless  the  debtor  can  repay  70%  or 
more.  The  same  attitude  prevails  in 
New  York.  "If  a  debtor  chooses  a 
Chapter  13  and  falls  behind  on  pay- 
ments, the  courts  don't  modify  plans 
so  they  can  succeed,"  says  David 
Doyaga,  a  New  York  bankruptcy 
lawyer.  In  part,  that's  because  of 
overburdened  courts,  but  it's  also  due 
to  a  bias  against  Chapter  13's  hassles. 

In  Tennessee  and  Alabama,  on  the 
other  hand,  settling  one's  debts  is  en- 
couraged. Courts  may  lower  pay- 


America  needs  a 
system  that 
encourages  repayment 
-not  debt  liquidation 


ments  for  a  time  to  help  debtors  con- 
tinue a  plan.  And  the  more  debt  re- 
payment, the  lower  the  costs  that 
get  passed  along  to  all  consumers. 
INCENTIVES.  Congress  should  consid- 
er a  unified  federal  system  with  re- 
payment as  its  cornerstone.  Debtors 
who  can  pay  at  least  40%  to  50%  of 
their  debts  within  five  years  should 
be  required  to  do  so;  the  balance 
would  be  discharged  upon  the 
plan's  completion. 

There  must  also  be  incen- 
is   tives  to  help  debtors  complete 
plans.  Under  the  federal  sys- 
tem, lawyers  serving  as 
Chapter  13  bankruptcy 
trustees  are  paid  a  maxi- 
mum $127,000  annually. 
Trustees  should  be  re- 
quired to  act  as  advocates 
for  clients  and  to  guide 
those  having  trouble 
keeping  up  with  pay- 
ments. Their  compensation 
could  be  commission-based 
to  reflect  the  progress  of  con- 
sumers who  continue  a  plan. 
Revamping  the  U.  S.  Bank- 
ruptcy Code  is  only  part  of  the 
solution.  Credit-card  companies 
must  take  responsibility,  too.  Con- 
gress should  require  lenders  to 
provide  easy-to-understand  disclo- 
sures about  credit  usage.  Card  com- 
panies know  borrowers'  salaries,  so 
they  could  tailor  bills  to  say:  "If  your 
gross  income  is  $18,000,  your  total 
monthly  credit-card  debt  should  not 
exceed  $450." 

Finally,  education  can  play  a  role. 
According  to  the  Consumer  Credit 
Counseling  Service  (cccs),  a  nonprof- 
it foundation,  more  than  60%  of  peo- 
ple who  consulted  its  Austin  (Tex.) 
office  didn't  know  about  such  alterna 
tives  to  bankruptcy  as  loan  consoli- 
dation and  creditor  negotiations. 
Bankruptcy  filers  should  be  required 
to  attend  financial  seminars  that 
would  be  administered  by  the  cccs 
and  funded  by  creditors. 

Bankruptcy  is  an  opportunity  for  ; 
fresh  financial  start — but  it  should  b< 
the  last  resort,  not  the  first  option. 

Gutner  covers  personal  finance  foi 
BUSINESS  WEEK. 
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RST  GAMBLING,  THEN  A  BANK: 
ILIFORNIA  HAS  RESERVATIONS 

!  Viejas  Band's  bid  to  diversify  draws  flak  from  the  state 


rowing  up  in  a  shack  on  the  Viejas 
Indian  Reservation,  35  miles  east 
of  San  Diego,  Anthony  R.  Pico  re- 
ibers  the  humiliation  of  being 
d  to  use  a  separate  water  fountain 
is  mostly  white  school.  Today, 
ks  to  some  of  the  locals  who  once 
:ed  him,  the  50-year-old  Pico,  chair- 
of  the  Viejas  Band  of  Kumeyaay 
ins,  is  rich.  Every  night,  gamblers 
d  into  the  tribe's  thriving 
10,  pushing  dollar  bills  into 
nore  than  1,000  video  slot 
lines. 

3w,  Pico  and  the  band's  287 
r  members,  who  have  been 
ring  up  more  than  $65  mil-  t  ' 
a  year  from  the  casino,  are  ^  f 
ring  off  against  the  State  of 
ornia  in  the  latest  of  a  long 
of  battles  over  the  booming  | 
in  gambling  industry.  The 
fight  centers  on  tiny  Bor- 
Springs  Bank,  a  struggling 
lender  that  the  tribe  hopes 
mtrol.  For  the  Viejas,  it's  a 
er  of  the  right  to  diversify 
'  assets  as  they  see  fit.  But 
"ornia's  politically  ambitious 
rney  General,  Daniel  E.  Lun- 
,  who  has  been  trying  to  get 
)  slot  machines  removed  from 
;ornia's  33  Indian-operated 
,os,  sees  such  casinos  as  mag- 
for  organized  crime  and  cor- 
iun.  Adding  a  bank,  he  rea- 
,  is  a  recipe  for  disaster, 
lat's  why  Lungren's  office  is  trying 
lock  the  Viejas'  $1.6  million  deal 
ly  60%  of  the  bank,  despite  a  June 
.  from  the  Federal  Deposit  Insur- 
Corp.  Says  Steve  Telliano  of  the 
rney  General's  staff:  "We  can't  cer- 
that  gambling  on  tribal  lands  is 
. .  driven  by  organized  crime." 
>?  The  battle  over  the  bank  has 
provided  an  impetus  for  Lungren, 
intends  to  run  for  governor  in 
|  to  push  for  a  bigger  role  in  au- 
ig  and  investigating  the  state's 
;hly  $1  billion  Indian  gaming  oper- 
is.  Indeed,  sources  say  Lungren 
back  off  from  demanding  the  re- 
al of  the  video  slot  machines  in  ex- 
lge  for  the  Indians  agreeing  to 
e  up  an  online  network  that  would 


enable  the  state  to  monitor  the  ma- 
chines. They  provide  the  bulk  of  Indian 
gaming  profits.  Under  the  1988  Indian 
Gaming  Regulatory  Act,  which  allowed 
casinos  on  Indian  reservations,  only  the 
Bureau  of  Indian  Affairs  regulates  trib- 
al gambling. 

The  Viejas  and  their  supporters  claim 
Lungren  is  whipping  up  anti-Indian 
bias.  "Lungren  may  not  be  a  racist,  but 


other  tribes  and  set  up  automated  teller 
machines  in  other  Indian-owned  casi- 
nos. "We  know  Indian  country  better 
than  anyone,"  says  Winkelman,  "and 
there  is  a  lot  of  business  out  there." 
ABUSE.  Winkelman  and  Pico  bristle  at 
Lungren's  none-too-subtle  assertions 
that  the  bank  would  pave  the  way  for 
criminal  activity.  "We  inn  a  clean,  tight, 
professional  organization,"  says  Winkel- 
man, who  insists  that  the  tribe's  casino 
adheres  to  the  Bank  Secrecy  Act  of 
1970.  That  law  requires  casinos  to  re- 
port any  winnings  in  excess  of  $3,000 
to  the  Internal  Revenue  Service. 

Lungren's  concerns,  however,  can't 
be  dismissed  so  lightly.  "From  the  days 
of  Bugsy  Siegel,  casinos  worldwide 
have  been  ripe  grounds  for  money 
laundering,"  says  ex-federal  prosecu- 


CASINO  BRAWL 


Viejas  head  Pico 
(left)  bristles  at 
Lungren's  view 
that  a  bank 
would  pave  the 
way  for  crime. 
"Our  honor  and 
integrity,"  are  at 
stake,  he  says 


he's  acting  like  one,"  says  Jonathan 
Winkelman,  the  tribe's  longtime  busi- 
ness adviser  and  lawyer.  "At  stake," 
says  Pico,  "is  our  honor  and  integrity." 

The  bank,  tribal  leaders  say,  is  part 
of  a  plan  to  spend  $100  million  diversi- 
fying into  such  projects  as  a  shopping 
mall  and  casinos  in  Latin  America.  The 
bank,  says  Winkelman,  will  provide  an 
important  community  service  to  the 
Viejas  and  other  Native  Americans, 
while  earning  the  Viejas  9%  to  10% 
returns  on  their  investment. 

Borrego  Springs  Bank,  despite  its 
mere  $2.4  million  in  assets,  could  even- 
tually make  the  Viejas  a  growing  pow- 
er in  Indian  gambling  throughout  the 
West,  says  Winkelman.  The  bank  would 
finance  Indian-backed  investments  by 


tor  Charles  Intriago,  publisher  of  the 
Money  Laundering  Alert  newsletter. 
"With  the  proliferation  of  Indian  casi- 
nos, there's  more  opportunity."  Own- 
ing banks,  he  says,  can  only  increase 
the  chances  for  abuse. 

While  the  controversy  rages,  the 
Viejas  are  stepping  up  their  invest- 
ment activities.  They  are  pouring  $30 
million  into  a  shopping  mall  and  an  In- 
dian theme  park  across  from  the  casino 
on  the  1,600-acre  reservation.  The  tribe 
is  also  doubling  its  100,000  square  feet 
of  casino  space.  For  Pico  and  his  tribe, 
getting  respect  took  an  act  of  Con- 
gress. They're  unlikely  to  let  an  At- 
torney General  across  the  table  pres- 
sure them  into  folding  their  cards. 

By  Erie  Schine  in  Alpine,  Calif. 
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AUTOS 


DEMOLITION  DERBY 
ON  WALL  STREET? 

Auto  dealers  are  getting  into  IPOs,  but  their  timing  may  be  off 


Auto  megadealer  Peter  G.  Jarvis 
recently  rebuffed  a  buyout  offer 
from  adman-turned-car-dealer  Carl 
Spielvogel.  Jarvis,  CEO  of  Warnock  Au- 
tomotive Group  in  Morristown,  N.J., 
told  Spielvogel  that  his  14  dealerships 
were  not  for  sale.  Now,  as  Spielvogel's 
United  Auto  Group  heads  to  Wall  Street 
in  late  September  to  raise  $172.5  million 
through  an  initial  public  offering,  Jarvis 


meanwhile,  wish  the  rush  to  go  public 
would  slow,  if  not  stop.  They  fear  losing 
control  of  their  brands  if  they  have  to 
deal  with  big  retailers  who  answer  to 
shareholders.  Chrysler,  GM,  and  Nissan 
say  they  will  revoke  their  franchises  if 
uag  or  Cross-Continent  sell  more  than 
20%  of  their  stock  to  an  outside  in- 
vestor. Ford  Motor  Co.  flatly  refuses  to 
allow  its  dealers  to  go  public.  "We  pre- 


Driver's  Mart,  backed  by  wealthy  deal 
ers,  intends  to  open  100.  Driver's  Man 
based  in  Grand  Rapids,  also  plans  a 
ipo  next  year. 

PRICE  HIKE.  Meanwhile,  uag  and  Cross 
Continent  are  both  planning  aequisitio1 
sprees  with  then1  newfound  millions,  gi\ 
ing  them  far  more  clout  in  the  markei 
place  than  the  small,  independent  dealer 
And  the  nation's  largest  megadeale 
Hendrick  Automotive  of  Charlotte,  N.  Q 
started  readying  itself  for  an  expects 
huge  ipo  by  hiring  former  General  Mi 
tors  Corp.  Vice-President  Jim  Perkii 
to  become  its  vice-chairman.  "It's  goir 
to  be  like  Home  Depot  vs.  the  local  har 
ware  store,"  says  Menlow. 

Already,  uag  is  driving  up  the  prii 
of  expanding  in  the  auto  business.  Tl 
National  Automobile  Dealers  Ass 


DEALING  FOR  DOLLARS  Leaders  of  the  pack  of  car  chains  planning  initial  public  offerings 


UNITED  AUTO  GROUP 

(New  York  City) 

CEO  Carl  Spielvogel 

FINANCIAL  STATUS  Lost  $3 .5 
million  on  revenue  of  $805.6  mil- 
lion last  year 

NETWORK  38  new-carl Tour 
used-car  dealerships 

IPCTpfa~nne"d  "for  Sept ~30~with~ " 
expected  proceeds  of  $172.5 
million 

says  he  can't  help  but  "fantasize 
about  how  much  we'd  get." 

He's  not  the  only  one.  Auto  dealers 
are  about  to  jump  into  the  ipo  market 
in  a  big  way.  Leading  the  pack  is 
Spielvogel's  New  York-based  United 
Auto  Group  (UAG),  a  chain  of  42  new- 
and  used-car  dealerships,  and  Cross- 
Continent  Auto  Retailers,  a  six-deal- 
ership chain  out  of  Amarillo,  Tex.  ~ 
Cross-Continent,  led  by  veteran  auto 
dealer  Bill  A.  Gilliland,  is  trying  to  raise 
up  to  $52.1  million  through  an  ipo 
planned  for  the  week  of  Sept.  23.  But 
others  won't  be  far  behind.  "It  is  open 
season  for  this  entire  sector,"  says  David 
Menlow,  president  of  ipo  Financial  Net- 
work Corp.,  which  rates  new  offerings. 
CLOUT.  Some  analysts,  however,  are 
fretting  about  the  timing  of  the  offer- 
ings, pointing  to  the  downturn  expected 
to  hit  the  auto  industiy  in  the  next  year 
or  two,  to  say  nothing  of  the  high  debt 
levels  car  selling  requires.  Says  Robert 
Natale,  a  new-issues  expert  with  Stan- 
dard &  Poor's:  "I  consider  this  prospect- 
ing— this  is  not  exactly  a  high-growth 
business." 

Detroit  and  Japanese  auto  makers, 


GILLILAND:  Cross-Continent  anus  to  pare 
debt  by  $25  million  and  buy  a  dealership 


fer  to  stay  with  private  capital  in- 
vestors," says  Jim  O'Connor,  general 
manager  of  Ford's  Lincoln-Mercury  Div. 
"The  owner's  name  is  on  the  building, 
his  life  is  there." 

Car  dealers,  though,  know  they  need 
more  financial  clout.  Big-money  players 
Circuit  City  Stores  Inc.  and  Republic- 
Industries  Chairman  H.  Wayne  Huizen- 
ga  are  moving  to  expand  into  new-car 
sales  once  they  build  up  the  chains  of 
used-car  dealerships  they're  launching. 
The  newcomers  already  are  shaking  up 
the  moribund  dealership  business  by  of- 
fering car  buyers  low-hassle  buying  on  a 
wide  selection  of  used  cars.  Circuit 
City's  CarMax  and  Huizenga's  AutoNa- 
tion plan  to  open  80-plus  outlets  each 
over  the  next  five  years,  while  rival 


CROSS-CONTINENT  AUTO 
RETAILERS  (Amarillo,  Tex.) 

<  CEO  "Bill"  Gllliland"" 

FINANCIAL  STATUS  Earned 
$2.2  million  on  revenue  of 
$236.2  million  last  year 

NETWORK  Six  Texas  and~6kla"-" 
homa  new-car  dealerships 

IPO"$45"  1  "mllliorf to  $52.  l"  mil 
lion,  expected  late  September 

DATA:  SECURITIES  &  EXCHANGE  COMMISSION.  COMPANY  REPORTS 

says  the  average  dealership  has  be 
selling  for  $3  million  to  $4  millk 
Yet  uag  paid  an  average  of  $12  rt 
lion  for  each  of  three  suburban  I 
lanta  dealerships  it  acquired  tli 
year,  and  it  is  planning  to  use  $ 
million  from  its  stock  sale  to  pi 
chase  a  chain  of  luxury-car  franch 
es  in  Arizona.  "The  new  players  ; 
"  going  to  inject  the  efficiencies  o) 
corporate  mentality  into  the  busines 
says  Gilliland. 

It  could  use  some.  Cross-Conti™ 
will  use  $13.85  million  from  its  st( 
sale  to  acquire  a  Dodge  dealership 
Oklahoma  City,  but  it  also  will  put ! 
million  into  retiring  debt.  UAG  doest 
have  the  cleanest  balance  sheet,  eitir. 
It  lost  $5.2  million  during  the  past  tl 
years  as  it  struggled  to  turn  around  e 
DiFeo  Group  of  New  York  and  Nl 
Jersey  dealerships  it  acquired  for  3 
million  in  1992.  uag  says  DiFeo  is  rl 
in  the  black. 

If  these  initial  dealer  ipos  attract  a 
money — troubled  balance  sheets  1 
not — the  whole  business  is  goingo 
change  in  a  hurry. 

By  Keith  Nauyhton  in  Deft* 
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If  we  had  'em,  we'd  move  'em. 

■  What  exactly  is  standing  between  Mississippi 
and  the  number  one  spot  on  your  site  list?  We 
want  to  know.  Because,  no  matter  how  insur- 
mountable that  obstacle  might  seem,  there's  a 
very  good  chance  we  can  do  something  about  it. 

■  Call  1-800-340-3323,  and  we'll  tell  you  a  little 
more  about  Mississippi,  our  incentives  and  the 
aggressively  pro-business  environment  we've 
created.  You'll  see  that  with  the  right  attitude, 
just  about  anything  is  possible. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 


News:  Analysis  &  Commentary 


WEIGHT  LOSS 


A  FAT  PILL 

WITH  A  BIG  FAT  PROBLEM 

Redux  cuts  appetite  but  could  carry  serious  health  risks 


It  has  been  linked  in  a  new  study  to  a 
rare  but  often-fatal  lung  ailment.  Yet 
weight-obsessed  Americans  have  al- 
ready turned  a  new  diet  pill,  Redux,  into 
the  biggest  chug  debut  since  the  nicotine 
patch.  And  it's  set  to  get  a  hefty  sales 
boost  now  that  commercial  diet  clinics 
plan  to  make  it  part  of  their  programs. 

To  hard-core  dieters,  Redux  sounds 
like  manna  from  heaven.  Less  than 
three  months  on  the  market,  the  drug's 
weekly  prescriptions  are  topping  85,700. 
To  many  doctors,  that's  a  recipe  for  dis- 
aster. "I'm  scared,"  says  Lewis  S.  Sei- 
den,  a  University  of  Chicago  phanna- 
cologist.  Redux  is  aimed  at  seriously 
obese  people,  but  "my  worry  is  it's  go- 
ing to  be  taken  by  people  who  are  just 
10-20  pounds  ovei-weight — and  the  ben- 
efit is  not  worth  the  risk,"  says  Seiden. 

Indeed,  even  as  Redux  grows  toward 
a  likely  $100  million  or  more  in  sales 
this  year,  its  safety  is  being  called  into 
question.  Researchers  writing  in  the  Aug. 
29  issue  of  the  Neiv  England  Journal  of 
Medicine  report  that  just  three  months' 
use  of  Redux  and  other  similar  drugs 
boosts  the  risk  of  rare  but  deadly  pri- 
mary pulmonaiy  hypertension  from  un- 
der 2  cases  per  million  to  55  cases  per 
million  patients.  Longer-term  use,  the 
authors  fear,  could  lead  to  one  case  in 


every  10,000  patients.  Earlier,  some  re- 
searchers had  suggested  the  drug  might 
have  an  adverse  effect  on  the  brain. 

The  new  study  has  prompted  fresh 
wonies  at  the  Food  &  Drag  Adminis- 
tration, which  approved  Redux  on  Apr. 
29.  After  consulting  with  the  FDA,  mar- 
keter American  Home  Products  Corp. 
and  owner  Interneuron  Pharmaceuticals 
Inc.  agreed  to  strengthen  warning  labels 
and  write  cautionary  letters  to  300,000 
health-care  providers.  While  American 
Home  officials  insist  the  disease  risk  "re- 
mains small,"  they  urged  people  with 
shortness  of  breath,  chest  pains,  or  other 
problems  to  stop  using  Redux. 

In  France,  regulators  have  moved  well 
beyond  monitoring.  Af- 
ter estimating  that 
such  "anorexigens" 
were  responsible  for  20 
to  30  deaths  a  year, 
health  officials  decreed 
last  fall  that  initial  pre- 
scriptions can  be  made 
only  by  hospital-based 
specialists.  That  cut  use 
from  more  than  200,000 
60-capsule  boxes  per 
month  to  about  7,000 
boxes.  The  French 
found  the  drugs  were 


WEIGHING 
HARM 

The  damage  of 
being  30%  over- 
weight may  make 
Redux  worth  a 
try.  But  dieters 
court  disaster 


REDUX  IS  RED-HOT 

CONSUMER 
SPENDING  FOR 
PRESCRIPTIONS 

 -MbB 


,  i  i 
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1  I  L_ 


MAY  17,  '96 
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commonly  used  >i 
only  slightly  o\j 
weight  women. 

American  doctj 
remain  free  to  j| 
scribe  Redux 
anyone,  but  the  n 
keters  insist  it  i 
intended  for  cosm 
weight  loss, 
healthy  people, 
dux  is  recommended  only  for  those 
are  30%  or  more  over  desirable  wei 
A  5  ft.,  4  in.  woman  would  have 
weigh  143  to  169  pounds  or  more  t< 
a  candidate;  a  5  ft.,  7  in.  man  171 
201  pounds  or  more. 

Seriously  obese  people  risk  diab 
heart  trouble,  and  other  ailments 
balancing  those  dangers  against 
seemingly  small  risks  of  pulmonary 
pertension  seemed  worthwhile  to 
fda,  even  though  there  were  plent 
critics.  Twenty-two  scientists  um 
cessfully  urged  the  fda  to  delay 
proval  because  of  worrisome  long-lai 
brain-chemistry  changes  in  test  anil 
Now,  however,  some  experts  fret 
the  pills  will  become  a  cratch  for  pe 
who  would  be  better  off  just  dieting 
exercising.  "The  problem  for  all 
medications  is  that  once  you  stop  ta 
it,  you  regain  the  weight,"  says 
Michael  D.  Jensen  of  the  Mayo  C 
"If  it  works,  you're  pretty  much  sayii 
will  take  it  the  rest  of  my  life.' " 
profit  PRESSURE.  Critics  are  trou 
by  diet  clinics'  plans  to  promote  R< 
and  make  it  available  through  in-h 
or  affiliated  doctors.  But  for  outfits 
as  Jenny  Craig  Inc.,  the  drag  is  a  i 
petitive  threat  they  must  defuse  bj 
fering  it  to  clients.  Since  Redux  hit 
market  in  June,  Jenny  Craig  offij 
say,  sales  have  declined  over  30%. 
diet  chain  is  testing  the  drag  in  tflj 
markets  and  will  soon  add  more.  Bijji 
ning  Sept.  2,  Nutri/System  will  offeifti 
dux  at  about  80  outlets. 

Diet  clinics  say  the  drug  is  n(|§j 
placement  for  counseling  and  meal  at-. 

ning.  They  insist  n.a 
only  seriously  cpfi 
weight  clients  arelafc 
didates  and  say  tlHi 
screen  accordingly^ 
for  all  their 
claimers,  the  allu  ,  ft 
Redux  may  prov<pi 
powerful  for  m 
chains — and  diet<8-- 
to  resist. 

By  Joseph  Vibi 
in  Philadelphia 
Nanette    By  met  1 
Los  Angeles 


AUG-  16 
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Xir  Business  Is  Helping  Y)urs 
Buy  What  Money  Carit. 

the  road  ahead, 
there  are  some  challenging 
opportunities  for  your  busi- 
ness. And  money  alone  can 
only  take  you  so  far.  When 
you  need  help  beyond  creative 
financing,  we  can  make 
sure  you're  headed  in  the 
right  direction.  After  all,  we 
get  involved  in  areas  most 
financial  service  companies 
wouldn't  dream  of  to  provide 
I  value.  Like  helping  a  major  shipping  company  establish  a  distribution  network  to  ensure  adequate 
re  parts  availability.  Or  helping  a  leading  mortgage  company  make  housing  more  affordable  for 
•income  families  and  dramatically  increasing  its  affordable  lending. 

At  GE  Capital  Services,  were  26  diversified  businesses.  And  each  one  is  dedicated  to  developing 
i  delivering  products  and  services  that  help  make  your  dollar  worth  more  than  a  dollar  If  you're  looking 
some  smart  business  help,  call  1-800-243-2222.  And  let  us  give  you  a  few  of  the  things  money  can't  buy. 


GE  Capital  Services 

Our  Business  Is  Helping  Yours' 


AMERICOM   •  AUTO  FINANCIAL  SERVICES   •  AVIATION  SERVICES  •  COMMERCIAL  EOUIPMENT  FINANCING   •  COMMERCIAL  FINANCE 
COMMERCIAL  REAL  ESTATE  FINANCING  AND  SERVICES  •  CONSOLIDATED  FINANCIAL  INSURANCE  •  CONSUMER  FINANCIAL  SERVICES 
EMPLOYERS  REINSURANCE  CORPORATION  •  EQUITY  CAPITAL  GROUP  •  FINANCIAL  GUARANTY  INSURANCE  COMPANY  •  FLEET  SERVICES 
GE  CAPITAL  HAWAII  •  GENSTAR  •  GLOBAL  CONSUMER  FINANCE  •  GLOBAL  PROJECT  &  STRUCTURED  FINANCE  •  GNA  •  MODULAR  SPACE 
MORTGAGE  INSURANCE  •  MORTGAGE  SERVICES  ■  PENSKE  TRUCK  LEASING  •  RAILCAR  SERVICES  •  RETAILER  FINANCIAL  SERVICES 
TECHNOLOGY  MANAGEMENT  SERVICES  •  TIP/TRANSPORT  INTERNATIONAL  POOL  •  VENDOR  FINANCIAL  SERVICES 


In  Business  This  Week 


EDITED  BY  THANE  PETERSON 


CRUNCH  TIME  AT 
ARCHER  DANIELS 

THE    U.S.   GOVERNMENT  IS 

bearing  down  on  Archer 
Daniels  Midland.  On  Aug. 
27,  two  Japanese  and  one 
Korean  company,  together 
with  three  of  their  senior 
executives,  signed  plea 
agreements  and  agreed  to 
pay  more  than  $20  million  in 
fines  to  settle  charges  of 
price-fixing.  Executives  of 
the  three  companies,  Japan's 
Ajinomoto  and  Kyowa 
Hakko  Kogyo  and  the  U.  S. 
unit  of  Korea's  Sewon,  also 
are  cooperating  with  the  Jus- 
tice Dept.'s  investigation  of 
adm's  alleged  role  in  the 
price-fixing  of  a  food  addi- 
tive, lysine.  Sources  close  to 
the  situation  say  adm  and 
two  of  its  senior  executives 


CLOSING  BELL 


AST  MASTER 

A  year  after  Samsung  Elec- 
tronics spent  $378  million  at 
$22  per  share  to  buy  40%  of 
AST  Research,  the  Korean 
giant  has  taken  over.  On 
Aug.  27,  it  replaced  AST's 
CEO,  ex-Apple  executive  Ian 
Diery,  with  Young-Soo  Kim,  a 
Samsung  vice-president  for- 
merly of  Honeywell  and  IBM. 
The  PC  maker's  shares 
jumped  half  a  point,  to  5Vn, 
down  from  around  8  in  early 
June.  Samsung's  stock  and 
options  now  give  it  a  49.5% 
stake  in  money-losing  AST. 


DATA  BUl'IMKER';  FINANCIAL  MARKETS 


face  mid-September  indict- 
ments, but  that  serious  plea 
negotiations  have  not  been 
started. 


MAJOR  BUCKS  FOR  A 
MINING  COMPANY 

WHEN    WORLDCOM  MADE 

known  its  $11.5  billion  deal  to 
buy  mfs  Communications  on 
Aug.  26,  the  biggest  winners 
were  current  and  former  em- 
ployees of  Peter  Kiewit  Sons', 
an  Omaha  construction  and 
mining  company.  Kiewit, 
owned  mostly  by  employees, 
started  mfs  in  1987  and  in- 
vested a  total  of  $500  million 
in  the  telecom  company.  The 
biggest  jackpot  goes  to  Chair- 
man Walter  Scott  Jr.,  whose 
9.5  million  shares  are  worth 
about  $420  million. 


IT  S  TARGET 
CHRYSLER  IN  CANADA 

SURPRISE,  surprise:  on 
Aug.  28,  the  Canadian  Auto 
Workers  selected  Chrysler 
Canada  as  its  strike  target. 
The  caw's  major  beef  is  with 
General  Motors  of  Canada, 
which  hopes  to  eliminate  sev- 
eral thousand  union  jobs 
through  outsourcing  and  selling 
two  parts  plants.  But  caw 
President  Buzz  Hargrove  fig- 
ures Chrysler,  which  makes  its 
lucrative  lh  models  and  many 
minivans  in  Canada,  has  more 
incentive  to  ante  up  a  good 
deal  before  the  Sept.  17  strike 
deadline.  Hargrove's  decision 
was  closely  coordinated  with 
the  United  Auto  Workers, 
which  has  ruled  out  targeting 
Chrysler.  But  the  caw  still  ex- 
pects a  strike  at  gm  in  Canada. 
Hargrove  assesses  the  odds  of 
avoiding  one  at  no  better  than 
"a  snowball's  chances  in  hell." 


INGRAM'S 
SO-A-YEAR  MAN 

not  many  top  executives 
can  be  persuaded  to  take  a 
job  with  no  pay.  But  com- 


HEADLINER:  STEPHEN  HILBERT 


CONSECO'S  EXTREME  SHOPPING 


Cold  callers  learn  to  live 
with  rejection.  So  it's  no 
surprise  that  Stephen 
Hilbert,  the  former  ency 
clopedia  salesman 
who  heads 
Carmel  (Ind.)  in- 
surance compa- 
ny Conseco,  is 
bouncing  back 
from  his  failed 
bid  for  Kemper 
two  years  ago.  On 
Aug.  26,  Hilbert  un- 
veiled four  acquisitions 
with  an  aggregate  value  of 
$2  billion. 

A  planned  $793  million 
stock  swap  for  American 
Travelers  would  give  Con- 
seco strong  distribution  of 
long-term  care  insurance 
for  the  elderly,  and  a  $650 
million  cash-and-stock  deal 
for  Capitol  American  Fi- 


nancial would  bring  a  big  3 
cancer  insurance  business. ! 
Hilbert  will  also  buy  the 
remaining  shares  of  twol 
companies  in  which] 
he  owns  stakes:  | 
Bankers  Life 
Holding  and 
American  Life  I 
Holding.  That  I 
would  improve 
Conseco's  bal- 
ance sheet.  The 
company's  stock 
jumped  1%,  to  44,  on  the 
news,  up  40.5%  this  year. 

More  buyouts  are  likely 
In  15  years,  Hilbert  has 
done  25.  "Beneath  [Con- 
seco's] traditional  exterior, 
says  Hilbert,  "there  beats 
the  heart  of  a  tiger."  If  it 
can  just  keep  from  biting 
off  more  than  it  can  chew. 

By  Greg  Burr 


puter  industry  veteran  Jerre 
Stead,  53,  agreed  to  do  ex- 
actly that  on  Aug.  27  when 
he  signed  on  as  ceo  of 
Ingram  Micro,  the  world's 
biggest  microcomputer  dis- 
tributor. Stead,  who  previ- 
ously worked  for  at&t 
and  headed  software  devel- 
oper Legent,  is  taking  all 
his  pay  in  stock  options 
tied  to  a  hoped-for  $280  mil- 
lion, 20-million-share  initial 
public  offering  Ingram  plans 
by  the  end  of  October. 
Stead's  options,  which  begin 
to  vest  in  April,  2000,  will 
give  him  a  2.8%  stake  in 
Ingram. 

F0XMEYER  HIRES  A 
TURNAROUND  ACE 

ROBERT  PEISER,  WHO  LAST 

year  helped  pilot  Trans 
World  Airlines  out  of  Chap- 
ter 11  as  its  chief  financial 
officer,  now  hopes  to  steer 
FoxMeyer  Drug  out  of  bank- 
ruptcy. This  could  be  one 


tough  turnaround.  Peiser, 
was  appointed  FoxMey< 
vice-chairman  and  ceo 
Aug.  27,  at  the  same  ti 
the  troubled  drug  distri 
tor  filed  for  Chapter  11 
tection  and  called  off  a 
million  deal  under  whicl 
would  have  been  bought 
a  New  Jersey  investor  gr 
led  by  William  Taggart. 
buyout  plan  was  scuttled 
trade  creditors,  who  dk 
want  Taggart  ahead  of  tr 
in  bankruptcy  court,  s 
one  source. 

ETCETERA... 

■  dec  plans  a  share  issue 
a  unit  to  promote  its  1 
Vista  Web  search  technok 

■  Boeing  says  it  will  hike 
jetliner  production  by  75^ 
the  fourth  quarter. 

■  h&r  Block  delayed  a  sh; 
holder  vote  on  its  spin-oi 
troubled  CompuServe. 

■  Fund  manager  Bob  B< 
witt  left  Fidelity  to  tali 
job  with  Goldman  Sachs. 


52  BUSINESS  WEEK  /  SEPTEMBER  9.  1996 


Retirement  Is  Dead.  It's  Been  Replaced  By 

A  Novel  Concept  Called  Living. 


Who  decided  that  at  the  age  of  65  it  was  time  to  hit  the  hrakes,  start  acting  your  age  and  smile  sweetly 
as  the  world  spins  by?  Definitely  not  you.  So  we've  packaged  a  unique  set  of  tools,  including  annuities. 
401(k)s,  IRAs,  mutual  funds,  and  life  insurance  for  you  and  your  family.  Everything  you  need  to  lay  the 
groundwork  for  your  next  grand  adventure.  Whether  that's  finishing  law  school  or  turning  your  genius  for 
the  perfect  omelet  into  a  corner  cafe.  Because  when  you  turn  65,  the  concept  of  retirement  will  be  the  only 
thing  that's  old  and  tired.  For  a  free  brochure,  call  1-800 -AETNA- 60  or  visit  us  at  http://www.aetna.com. 


Build  for  Retirement.  Manage  for  Lifer 


/Etna 


Aetna    Retirement  Services 


'After  you've  experienced  Ultravision 
everything  else  is  just  television  " 


The  drama  of  true-to-life  images  enveloped 
in  lifelike  audio.  Incredibly  vivid  colors 
seen  in  amazing  clarity.  Sound  mat  impacts 
your  mind  as  much  as  your  ears.  This  is  what 
mmmmmmmmmmmmm.  differentiates  the  Ultra  vision  experience 
from  merely  watching  television.  A  difference  made  possible  by 
technological  advances  that  are  unique  to  Hitachi,  such  as  the 
HDTV  Lens  Svstem  that  significantly  improves  picture  quality 
by  using  higher  grade  optics  and  state-of-the-art  lens  design. 

Hitachi's  exclusive  high-output  — 
Ultravision  Projection  Tubes,  together  with 
large  diameter  electron  guns,  further 
improve  focus  clarity  by  providing  more 
precise  magnification  and  increased 
accuracy  of  me  electron  beam's  shape. 

TO  ensure  that  your  television  main- 
tains its ;  sharpness,  Hitachi  developed 


V 


J   Mfl£IC  FOCUS"  J 


Magic  Focus,  the  industry  's  only  automatic 
dis;ital  convergence  system.  And  because 
the  Ultravision  experience  demands  sound 
that's  as  breathtakingiy  sharp  as  our 
picture,  Hitachi  has  taken  Dolby  Pro- 
Logic  Surround  Sound  to  an  even  higher 
level  with  a  built-in  center  channel  speaker. 

And  that's  just  the  beginning.  There's  also  Hitachi  # 
Wireless  Sound  Delivery  System,  Perfect  Volume,  I  UraTEC 
Color  Coded  On-Screen  Display,  MultiViewer  Dual  Tuner  Pll 
Auto  Link,  Plug  &  Play...the  list  of  Hitachi  features  goes  on 
and  on.  As  will  your  viewing  pleasure.  So  much  so,  that  on« 
you've  experienced  Ultravision,  you'll  never  settle  tor  plain 
old  television  again.  Like  every  product  Hitachi  makes,  trom 
computers  and  semiconductors  to  power  tools  and  powei 
plants.  We  put  innovation  and  quality  first  to  make  sure  your 
satisfaction  will  last. 
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ED  BY  DOUGLAS  HARBRECHT 


MALL-BUSINESS  EXPORTERS 
■T  A  BOOST  FROM  BILL 


^publicans  wince  but  agree.  Trade  expansion  has  been 
me  of  President  Clinton's  significant  first-term  accom- 
plishments. Now,  with  the  November  election  looming, 
Ldministration  in  coming  weeks  plans  to  unveil  two  ini- 
es  aimed  at  luring  small  and  midsize  businesses  into  the 
1  marketplace.  One  would  make  financing  more  accessi- 
)  smaller  exporters.  The  other  would  make  the  Internet 
ty-free  zone"  for  business  transactions, 
ese  proposals  lack  the  grand  sweep  of  the  major  trade 
ds  Clinton  pushed  through  Congress  ear- 

his  Presidency — nafta  and  gatt.  But 
protectionist  sentiments  running  high,  the 
nistration  is  reluctant  to  champion  bold 
et-opening  moves.  Instead,  it's  crafting  a 
1th"  trade  policy  that  focuses  more  on 
er  companies.  That  makes  economic  as 
is  political  sense.  So  far,  the  chief  benefi- 
s  of  Clinton's  trade-promotion  efforts  have 

giant  multinationals.  Yet  the  untapped 
•tunities  for  smaller  companies  are  enor- 
.  Even  though  small  businesses  generate 
,  half  of  the  U.  S.  private-sector  commerce, 
account  for  only  20%  of  exports.  And  the 
tives  could  score  political  points  with  a 
)  long  hostile  to  Clinton, 
rprisingly,  the  proposals  are  the  brainchild 
hite  House  adviser  Ira  C.  Magaziner,  ar- 
it  of  the  disastrous  1994  health-care-re- 
plan.  Angling  for  a  top  job  in  Clinton  II,  he  has  spent  the 
year  exploring  ways  to  boost  U.  S.  exports.  "This  is  one 
>  quest  for  redemption,"  says  a  Magaziner  confidant, 
lether  or  not  the  moves  redeem  Magaziner,  the  Adminis- 
n's  export-friendly  plans  for  smaller  companies  are  overdue, 

experts  say.  Only  about  75  of  the  nation's  9,000  banks  of- 
ade  financing,  and  few  of  those  will  touch  small  exportei-s. 
?  The  paperwork  on  a  $100,000  trade  loan  is  the  same  as 
$10  million  deal,  yet  the  fees  they  pocket  are  far  less. 


CAPITAL  WRAPUP 


KANTOR:  Cracking  markets 


Magaziner's  plan  would  enable  local  banks  to  market  small 
export  loans  for  a  fee  to  big  banks,  which  would  then  bundle 
the  deals  into  investment  portfolios  secured  with  guaran- 
tees from  the  U.  S.  Export-Import  Bank  and  Small  Busi- 
ness Administration.  Such  pooling  exposes  banks  to  less  risk 
than  if  the  loans  were  considered  individually.  The  banks 
could  keep  the  portfolios  on  the  books  or  securitize  and  sell 
them.  The  result  is  that  small  and  midsize  exporters  could  get 
more  money  at  lower  rates.  The  proposal  would  cost  the 
federal  government  little.  And  the  paperwork 
would  shrink  from  a  book  to  a  page. 
"DYNAMITE."  Small-biz  execs  who  have  had  a 
peek  at  the  proposal  like  what  they  see.  "The 
long-term  potential  is  dynamite,"  says  E.  Mar- 
tin Duggan,  executive  director  of  the  Small 
Business  Exporters  Assn. 

The  Administration  also  will  press  other  na- 
tions to  let  software  and  services  be  sold  on 
the  Internet  duty-free.  That  would  help  not 
only  Microsoft  Corp.  but  also  service  compa- 
nies, which  tend  to  be  smaller  businesses.  "By 
using  technology  and  trying  to  have  govern- 
ment policy  catch  up  with  it,  you  can  help 
small  business  crack  foreign  markets,"  says 
Commerce  Secretary  Mickey  Kantor. 

Both  ideas  still  face  hurdles.  For  the  export-fi- 
nance plan  to  work,  the  sba  and  the  Ex-Im 
Bank  must  overcome  long  rivalries.  And  it's  un- 
certain whether  big  banks  will  warm  to  small  exporters.  "Our 
banks  will  go  for  it — if  they  can  do  export  financing  at  a  profit," 
says  Mary  Condeelis  of  Bankers'  Association  for  Foreign  Trade. 

Despite  the  obstacles,  trade  analysts  think  the  Clintonites  are 
onto  something.  U.  S.  companies  export  an  average  of  8.5%  of 
sales,  compared  with  over  50%  in  Germany  and  Japan.  Even 
modest  gains  could  mean  a  big  boost  for  the  U.  S.  economy — 
without  spending  much  cash  or  political  capital. 

By  Amy  Borrus  in  Washington 


HUMER'S  CHOICE 

/Mte  House  and  Senate  Democrat- 
ampaign  strategists  are  leaning  on 
sresentative  Charles  E.  Schumer 
*Jew  York  to  challenge  feisty 
3ublican  Senator  Alfonse  M.  D'Am- 
in  1998.  But  Schumer  is  resisting 
idea.  The  popular  Brooklyn 
mocrat,  a  liberal  who  is  tough  on 
ne,  would  rather  go  to  Albany  as 
Empire  State's  governor.  Trouble 
Democrats  think  GOP  Governor 
)rge  E.  Pataki  will  be  a  tougher 
'8  target  than  D'Amato. 


ANTITRUST  SHUFFLE 

►  Top  trustbuster  Anne  K.  Binga- 
man's  announcement  that  she'll  step 
down  by  November  has  set  off  a  flur- 
ry of  rumors  about  her  replacement. 
Bingaman's  interim  choice,  Joel  I. 
Klein,  will  have  trouble  getting  GOP 
Senate  confirmation,  insiders  say. 
He's  an  ex-deputy  White  House  coun- 
sel who  defended  the  Clintons  against 
Whitewater  charges.  Others  in  the 
running  include  Washington  antitrust 
experts  Janet  L.  McDavid,  Michael  R. 
Lemov,  and  John  DeQ.  Briggs. 


THE  PEROT  FACTOR 

►  Republican  Presidential  nominee 
Bob  Dole  has  a  new  reason  to  keep 
Ross  Perot  out  of  the  Presidential 
debates.  A  poll  of  Michigan  voters 
conducted  by  independent  pollster  Ed 
Sarpolus  shows  a  10%  surge  in  Dole 
support  since  the  GOP  convention — 
almost  all  from  Perot's  column.  With 
Dole  still  lagging  behind  President 
Clinton,  gop  strategists  fear  the 
debates  will  allow  Perot  to  woo  back 
these  voters — making  a  Dole  victory 
an  even  more  daunting  goal. 
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SOUTH  KOREA 


UNFINISHED 
BUSINESS 

Kim  sends  the  chaebol  a  message 


■  t  was  a  surreal  moment  for  a  na- 
I  tion  long  managed  by  military 
I  strongmen  and  industrial  tycoons. 
I  On  Aug.  26,  former  President  Chun 
Doo  Hwan  received  a  death  sentence 
and  his  successor,  Roh  Tae  Woo,  a  22- 
year-minimum  jail  term,  for  their  roles 
in  a  1979  military  coup  and  the  1980 
massacre  of  pro-democracy  demonstra- 
tors in  Kwangju.  The  heads  of  eight 
chaebol,  or  conglomerates,  were  meted 
out  prison  terms  for  bribing  Roh.  Four 
of  their  sentences  were  suspended,  but 
four  others,  including  one  for  Daewoo 
Chairman  Kim  Woo  Choong,  were  not. 

The  sentences  marked  another  clear 
break  with  South  Korea's  authoritarian 
past.  Now,  the  issue  is  how  the  ending 
of  the  bribery  scandal  will  affect  Presi- 
dent Kim  Young  Sam's  drive  to  restore 
much  needed  dynamism  to  the  economy 
through  a  mix  of  financial  reforms,  low- 
er trade  barriers,  and  curtailed  domi- 
nance of  the  nation's  mighty  industrial 
combines.  The  challenge  is  to  modify 
the  country's  very  economic  structure. 
double  TROUBLE.  The  reason  for  a  sense 
of  urgency  is  that  Korea's  economy  is 
suffering  from  both  cyclical  shocks  and 
structural  problems.  The  Korea  Com- 
posite Stock  Price  Index  fell  1.9%  on 
the  news  of  the  sentencings  and  is  trad- 


ing at  a  three-year  low.  A 
weaker  yen  has  undercut 
the  Koreans'  pricing  edge 
in  key  markets,  and  exports 
have  slowed,  partly  because 
of  a  downturn  in  world 
markets  for  semiconductors 
(charts).  To  remain  compet- 
itive, Seoul  has  allowed  the 
Korean  won  to  weaken 
from  775  to  the  dollar  in 
January  to  818  in  late  Au- 
gust. That  hit  corporate 
profits,  which  were  off  41% 
in  the  first  half.  The  bet- 
ting is  that  economic 
growth  will  fall  to  7%  this 
year  from  9%  in  1995. 

That's  still  an  enviable 
growth  by  Western  stan- 
dards. What  worries  Seoul 
analysts,  though,  are  signs 
that  Korea's  export-driven  and  heavily 
regulated  economy  shows  the  sort  of 
deep-rooted  structural  problems  now  con- 
fronting Japan.  Fixing  them  will  require 
at  least  tacit  cooperation  from  the  chae- 
bol. If  Korea  is  to  escape  from  a  trap  in 
which  cheap-labor  Asian  rivals  undercut 
its  products  and  Japan  dominates  the 
top  end  of  the  technology  food  chain,  the 
chaebol  will  have  to  lead  the  way. 


That's  why  the  two-year  sentel 
handed  out  to  Daewoo's  Kim  and  ot| 
prison  terms  for  the  chieftains  of  ie 
Dong  Ah,  Hanbo,  and  Jinro  groil 
added  to  the  economic  anxiety.  "Wl 
happened  to  the  two  former  preside! 
was  nothing  special.  It  was  expect<| 
says  John  S.  Bai,  a  senior  vice-prl 
dent  at  ING  Baring  Securities  Inc.! 
New  York.  "But  the  chaebol  heads  (to 


SOUTH  KOREA'S  CHALLENGES 

...AS  A  TRADE  DEFICIT  WIDENS 


BW  ESTIMATE    "THROUGH  JIM 


ACT  I 

The  dramatic 
sentencing 
of  business 
and  national 
leaders 
signals  the 
end  of  a 
political  era. 
Now,  President 
Kim  Young 
Sam  must 
complete  the 
delicate  job  of 
reforming 
the  economy 


CHUN  IN  PRISON  GARB 
(LEFT).  DAEWOO'S  KIM 
(RIGHT)  AND  SAMSUNG'S 
LEE  (ABOVE)  WERE 
SPARED  THAT  IGNOMINY 


jail  terms  was  something  investors 
t  expect." 

ich  will  turn  on  how  well  President 
who  assumed  power  in  1993  as  the 
try's  first  truly  civilian  leader,  can 
tain  a  delicate  balancing  act.  If  his 
rnment  is  perceived  as  going  soft  on 
chaebol  bosses,  such  as  Daewoo's 
and  others,  it  would  send  a  positive 
il  to  investors  but  would  be  politi- 
unpopular  among  Korean  voters, 
i  the  President  is  likely  to  use  the 
;nces  to  maintain  the  appearance  of 
plining  the  chaebol  while  not  dam- 
>"  their  vitality.  The  four  chairmen 
se  sentences  weren't  suspended,  for 
lple,  have  not  been  detained  and  are 
tin  to  appeal.  Even  though  none  of 
i  is  expected  to  do  any  serious  jail 
,  the  President  can  keep  the  heat 
hem.  Even  chaebol  chairmen  such 
Jmsung's  Lee  Kun  Hee  who  received 
ended  sentences  will  be  under  pres- 
to pay  greater  heed  to  government 
es.  Kim  likely  will  spare  Chun  from 
gallows  and  lighten  Roh's  term  in 


prison  through  presidential  pardons. 

The  reason  for  the  carefully  nuanced 
treatment  is  that  President  Kim  wants 
to  reform,  but  not  break,  the  Korean 
model.  He  has  already  made  some  cred- 
ible moves  such  as  lifting  the  practice  of 
anonymous  financial  transactions,  which 
helped  bring  the  bribery  scandal  to 
light.  The  sentencing  of  the  chairmen 
clearly  signals  that  Kim  will  have  much 
less  tolerance  for  corruption.  "The  old 
system  of  bribery  will  be  gone  from  the 
top  levels  and  eventually  throughout 
the  whole  system,"  says  Gregory  Beier, 
a  principal  with  Seoul-based  Hanmi 
Capital.  "In  that  sense,  the  system  be- 
comes more  modern." 
NEEDED:  A  POLICY  MIX.  Easing  the  tight 
knots  between  government  and  busi- 
ness would  certainly  make  it  easier  to 
liberalize  some  sectors  of  the  economy. 
In  June,  Seoul  lifted  a  ban  on  imports  of 
10  Japanese-made  goods,  including  golf 
clubs.  The  number  of  banned  imports 
has  declined  from  258  in  1993  to  152 
today,  and  other  liberalization  measures 


are  in  the  works.  Kim  is  pushing  these 
refonns  partly  because  he  has  huge  per- 
sonal prestige  on  the  line.  He  has  vowed 
that  Korea  will  become  the  first  Asian 
economy  outside  Japan  to  win  entrance 
into  the  Organization  for  Economic  Co- 
operation &  Development. 

But  will  he  go  far  enough?  What's 
badly  needed  is  a  policy  mix  of  more  ag- 
gressive deregulation,  more  open  trade, 
revised  labor  laws,  and  retraining  of 
workers  to  lower  soaring  labor  costs. 
Those  sorts  of  steps  would  help  broaden 
the  industrial  base  to  include  smaller 
companies  and  diversify  its  export  pow- 
er beyond  price-sensitive  products  such 
as  chips,  petrochemicals,  and  steel. 

Ultimately,  that  means  tackling  the 
underlying  problem  of  concentration. 
The  chaebol's  diversification  into  every- 
thing from  convenience  stores  to  con- 
struction discourages  the  development  of 
small  and  medium-size  businesses  and 
keeps  costs  artificially  high.  The  com- 
bined sales  of  the  four  biggest  chae- 
bol— Hyundai,  Samsung,  lg  Electron- 
ics, and  Daewoo — equal  a  stunning  84% 
of  the  nation's  economic  output. 

So  far,  Kim  hasn't  had  much  luck  get- 
ting a  real  grip  on  these  challenges. 
Last  month,  he  sacked  his  economic  ad- 
viser and  replaced  Finance  Minister  Rha 
Woong  Bae  with  a  member  of  his  own 
ruling  National  Assembly  party.  Yet  few 
expect  bold  strokes  from  Rha's  succes- 
sor, Han  Seung  Soo,  other  than  to  pro- 
mote Seoul's  campaign  of  discouraging 
consumers  from  buying  imports  to  ease 
the  overall  current  account  deficit,  which 
reached  $9.3  billion  in  the  first  half  of 
1996,  vs.  $8.9  billion  for  all  of  1995. 

What  Kim  really  needs  to  do,  many 
analysts  say,  is  redirect  the  chaebol  to 
focus  on  their  core  strengths  and  let 
smaller  domestic  and  foreign  rivals  spe- 
cialize in  markets  these  lumbering  gi- 
ants can't.  Back  in  1993,  Kim  pitched  a 
plan  to  encourage  the  chaebol  to  focus 
on  their  three  key  businesses  and  grad- 
ually divest  the  rest.  The  plan  was  ig- 
nored, and  the  number  of  chaebol-affili- 
ated business  has  grown  10%  since  then. 

With  the  conglomerates  extending 
their  reach  into  virtually  eveiy  aspect  of 
Korea's  economic  life,  it's  hard  to  see 
how  the  nation  will  develop  more  com- 
petitive, smaller  enterprises.  Without 
radical  reform,  "economic  growth  will 
slow  to  below  6%  by  the  turn  of  the 
century,"  warns  Park  Woo  Kyu,  a  re- 
search fellow  at  the  Korea  Development 
Institute.  That's  why  the  biggest  drama 
in  Korea  isn't  in  the  courtroom  but  out 
in  the  economic  trenches. 

By  Catherine  Keumhyun  Lee 
in  Seoul 
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EUROPE 


EUROPE  PUTS  ITSELF 
ON  A  CRASH  DIET 


From  Spain  to  Scandinavia, 
government  leaders  vow  to 
cut  their  budgets,  and  the 
battle  lines  are  forming 

As  they  make  their  way  home 
from  long  summer  breaks,  Euro- 
peans seeking  a  reading  on  the 
economic  health  of  their  countries 
might  contemplate  how  French  Presi- 
dent Jacques  Chirac  spent  his  summer 
vacation.  In  a  bit  of  unintended  sym- 
bolism, Chirac  parked  himself  on  an  is- 
land fortress  off  the  Mediterranean 
coast  to  toil  away  on  France's  1997 
budget.  He  might  want  to  retreat  back 
behind  those  walls  after  the  budget's 
details  become  public.  Chirac  and  his 
Prime  Minister,  Alain  Juppe,  vow  to 


make  serious  cuts — cuts  many  union 
members,  students,  and  pensioners 
have  vowed  to  oppose  with  all  their 
vigor. 

It's  shaping  up  to  be  a  hot  fall  for 
the  Continent's  political  leaders.  From 
Spain  to  Scandinavia,  government  lead- 
ers are  preparing  to  administer  massive 
doses  of  fiscal  frugality,  and  that  is  ril- 
ing vested  interests  and  making  in- 
vestors skittish.  It's  a  scary  dilemma.  If 
the  various  regimes  do  ram  their  aus- 
terity programs  through,  then  the  drop 
in  government  spending  that  follows 
could  endanger  economic  recovery.  But 
if  social  unrest  and  parliamentary  op- 
ponents succeed  in  blocking  serious 
cuts,  then  most  countries  can  forget 
about  meeting  the  requirements  for 
European  monetary  union.  That  fail- 
ure would  trigger  a  damaging  loss  of 


confidence  in  European  bourses 
bond  markets. 

The  governments  sure  are  tall 
tough,  especially  since  they  have 
one  year  left  to  prove  that  their  c< 
tries  have  enough  fiscal  self-contrc 
qualify  for  monetary  union.  Saloi 
Brothers  Inc.  estimates  that  1997  f 
plans  to  be  unveiled  in  September 
tighten  budgets  in  the  European  XJw 
by  as  much  as  1%  of  gross  doma 
product,  or  about  $72  billion. 

That  follows  budget  squeezing  4i 
amounted  to  nearly  0.75%  of  GDwj 
each  of  the  past  four  years.  Since  »i 
eminent  spending  in  Europe  acco»| 
for  such  a  big  chunk  of  economic  aiv- 
ity,  this  show  of  fiscal  resolve  is  b<w 
to  have  a  dampening  effect.  The  spiel- 
ing cuts  are  aimed  at  health  and  rad- 
ical insurance,  as  well  as  program™ 
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With  Merrill  Lynch,  your  401(k) 
program  may  not  look  quite  like  any  other. 
But  it  will  fit  you  to  perfection. 

At  Merrill  Lynch,  your  401(k)  program  can  be  tailored  specifically  to  your  unique 
requirements.  We  can  help  you  develop  solutions  in  the  key  areas  of  401  (k)  program  design: 


Bundled  Services 

v  ^  By  bundling  employee  benefit 
and  record-keeping  services, 
you'll  gain  maximum  flexibility 
and  value  from  your  plan. 

Technology 

Merrill  Lynch  has  a  flexible  systems 
architecture.  And  we  are  committed  to 
investing  in  state-of-the-art  technology 
to  best  serve  you  and  your  employees. 

Investment  Management  Expertise 

Every  client  benefits  from  the  firm's 
highly  ranked  investment  manage- 
ment expertise  and  access  to 
nearly  400  mutual  funds. 


ft 


1 


9& 


Education  and  Communications 

Merrill  Lynch's  award-winning 
education  and  communication 
programs,  built  upon  our 
financial  planning  and 
investment  expertise, 
are  proven  to  increase 
plan  participation. 


For  more  information,  call 
Donna  Winn,  First  Vice  President, 
at  609-282-2233.  Because  there's 
a  big  difference  between  your  40 1  (k) 
planning  needs  and  everybody  else's. 


The  difference  is  Merrill  Lynch. 


Merrill  Lynch 

A  tradition  of  trust. 


'01990  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated  Member  SIPC 
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housing  and  job  support.  "Budgets 
around  Europe  are  deflationary,"  wor- 
ries Christopher  Potts,  chief  economist 
at  French  brokerage  Cheuvreux  De 
Virieu.  "This  is  going  to  be  a  very 
painful  period." 

NERVOUS  MARKETS.  But  while  Europe's 
budget  drafters  are  vowing  to  be  ruth- 
less, warnings  are  rising  on  all  sides 
that  they  cannot  go  too  far.  In  early 
summer,  the  Organization  for  Econom- 
ic Cooperation  &  Development  cau- 
tioned that  fiscal  tightening  intended 
to  meet  single-currency  criteria  could 
plunge  Europe  back  into  recession.  On 
Aug.  23,  in  a  break  with  Italian  busi- 
ness' usual  backing  for  things  Euro- 
pean, Fiat  ceo  Cesare  Romiti  stated 
that  Italy  should  put  solving  its  12.3% 
jobless  rate  ahead  of  meeting  the  tar- 
gets for  monetary  union.  Deputy  Prime 
Minister  Walter  Veltroni  chimed  in, 
calling  for  a  postponement  of  monetary 
union  until  after  Italy  emerges  from 
recession. 

This  is  the  kind  of  ambivalence  that 
the  markets  hate.  Thus,  when  the  Bun- 
desbank on  Aug.  22  cut  30  basis  points 
from  its  key  short-term  interest  rate, 
to  a  historical  low  of  3%,  investors 
shrugged  off  what  should  have  been 
very  positive  news.  Concerns  about  the 


If  the  various 
regimes  ram  their 
austerity  programs 
through,  the  drop  in 
spending  could 
endanger  economic 
recovery  across  the 
Continent 


the  odds  on  upheaval,  many  foreign  in- 
vestors have  elected  to  decamp,  selling 
off  $24  billion  in  French  government 
debt  in  the  first  five  months  of  this 
year.  "Anything  Juppe  does  to  rein- 
force his  fiscal  credibility  with  markets 
won't  go  down  well  with  demonstra- 
tors on  the  boulevards,"  says  Union 
Bank  of  Switzerland  economist  George 
Magnus. 

Across  the  Rhine,  meanwhile,  there 


Can  Europe  Get  Fiscal? 


COUNTRY 


BUDGET  GOAL 


FRANCE    \  Cut  spending  by  $12  billion 
!  and  taxes  by  $4  billion 

GERMANY   Chop  $46  billion  from 
i  various  budgets  by  1997 

ITALY      i  Lower  deficit  from  6.4%  of 
I  GDP  to  4.4%  of  GDP 

SPAIN      j  Cut  spending  by  1.2% 
of  GDP 


CHALLENGE 

Markets  will  love  cuts,  but  social 
unrest  could  ensue 

Lower  tax  revenues  are  widening  the  deficit,  and 
eastern  Germany  still  needs  billions  in  subsidies 

Serious  spending  cuts  are  required, 
and  the  unions  are  opposed 

Look  for  labor  unrest  if  the  government 
i  must  cancel  promised  wage  hikes 

DATA.  BUSINESS  WEEK 


impact  of  volatile  budget  politics  on 
the  markets  now  outweigh  any  relief 
over  a  rate  cut. 

Nowhere  will  the  budget  drama  be 
greater  than  in  France.  Juppe  aims  to 
shrink  French  government  spending 
by  $12  billion.  That  would  represent 
the  first  real  decline  in  French  gov- 
ernment outlays  in  recent  memory. 
Unions  vow  to  repeat  the  strikes  that 
brought  France  to  a  halt  last  fall,  when 
Juppe  first  assaulted  welfare  spending. 
"All  the  ingredients  are  there  for  an 
explosion,"  warns  Marc  Blondel,  general 
secretary  of  the  Force  Ouvriere  union, 
a  leader  of  last  fall's  strikes.  Figuring 


is  solid  determination  to  squeeze  state 
spending.  German  Chancellor  Helmut 
Kohl  is  on  track  to  win  parliamentary 
approval  for  structural  changes  and  tax 
and  spending  cuts  that  could  rein  in 
spending  next  year  by  as  much  as  2% 
of  GDP.  With  profits  so  far  this  year 
exceeding  expectations  and  GDP  growth 
in  1997  headed  for  2.5%,  Kohl  stands  a 
fair  chance  of  hitting  Germany's  mone- 
tary union  targets.  But  if  France  can- 
not keep  up  with  its  key  ally,  German 
victory  won't  be  enough  to  head  off 
new  vigilante  attacks  on  the  French 
franc.  France's  economy  may  not  have 
grown  at  all  in  the  second  quarter  this 


year,  and  unemployment,  at  12.5%, 
on  the  rise.  Even  with  a  pickup  in  ecr 
nomic  growth  next  year  to  2.3%  or  a 
Magnus  doesn't  see  France  reducii; 
its  budget  deficit  below  4%  of  gdp.  Ju>! 
pe  needs  a  deficit  of  3%  of  gdp  to  me 
monetary  union  criteria. 

This  French  scenario  is  likely  to  pi] 
out  on  a  smaller  scale  elsewhes 
around  Europe,  particularly  in  t| 
South.  In  Spain,  Prime  Minister  Jojj 
Maria  Aznar  has  his  eye  on  cutting 
budget  deficit  to  3%  of  gdp,  down  fr< 
4.4%  now.  That  would  mean  tighte 
ing  the  budget  by  as  much  as  $7 
lion,  or  1.25%  of  gdp,  a  feat  most  c( 
sider  impossible.  He's  already  hik 
taxes  on  alcohol  and  tobacco  and 
public  health  expenses.  Aznar  now  ai 
to  freeze  public-sector  wages,  a  mo 
that  will  put  him  on  a  collision  coui 
with  trade  unions  who  want  inflatii 
adjusted  pay  increases. 

Italy  is  preparing  for  a  stormy  Si 
son,  too.  Prime  Minister  Romano  Pr 
wants  to  reduce  Italy's  1997  budj 
deficit  of  $88  billion  by  $21  billion, 
to  achieve  both  growth  rates  of 
and  declining  inflation,  Prodi  will  hi 
to  hold  down  increases  in  worl 
salaries,  figures  Ottavio  Ricchi,  dri/1 
Graw-Hill  economist  in  Milan.  That 
els  the  risks  of  a  nasty  confrontat 
between  Prodi  and  Italy's  metal  wo 
ers,  one  of  the  country's  most  diffk 
and  aggressive  unions. 
MORE  SPARK.  These  tensions  make  s< 
executives  gloomy.  "Europe  is  lack 
any  evidence  of  a  fundamental  uptu 
says  Alan  G.  Spall,  finance  director 
British  chemical  maker  Imperial  Che 
cal  Industries  PLC.  But  the  hope  is 
the  Bundesbank's  rate  cuts  will  pro\ 
some  economic  spark  by  early  next  y 
The  Buba's  mid-August  cut  alone 
save  Belgium  more  than  $1.3  billioi 
debt  repayment,  estimates  Banque  Bt 
elles   Lambert  economist  Jean- 
Hologne.  And  in  the  Netherlands,  w 
increases  have  been  tamed  and  co] 
rate  borrowing  is  beginning  to  pick 
"Recovery  is  really  getting  under 
here,"  says  Frans  van  Laar,  vice-pi 
dent  at  abn  Amro  Bank. 

A  robust  recovery  might  counteic 
the  effects  of  fiscal  austerity  and  en  I) 
enough  jobs  to  take  the  edge  off 
unions'  anger.  But  such  an  upturn  pb 
ably  won't  come  in  time  to  avert  MM 
budgetary  clashes  everyone  expeSJ 
Look  for  more  turmoil  before  Euroe'6 
economic  future  becomes  clear. 

By  Bill  Javetski  in  Paris,  w(\ 
William  EchiktSOH  in  Brussels,  Sta"i 
Reed  in  London,  and  Monica  La'  &  I 
in  Rome 


60  BUSINESS  WEEK  /  SEPTEMBER  9.  1996 


ART  900  Service  takes  your  customer  support  costs 
out  of  the  left  and  into  the  right. 


900 

Is  your  customer  support  costing  too  much  money?  An  AT&T  900  number  turns  it  into  a  sen  ice  that 
pays  for  itself.  Now  you  can  soke  your  customers'  problems  while  you  solve  one  of  your  ow  n.  AT&T  900  Service. 
It  puts  your  customer  support  costs  back  in  the  black.  Which  keeps  you  from  seeing  reel.  ._ 
CALL    1    800    655-1366    Ext.  669  http://www.att.com/business/900services 


AT&T.  For  the  life  of  your  business!" 


AT&T 


International  Outlook 


EDITED  BY  PAULA  DWYER 


BEHIND  THE  SHOWMANSHIP, 
RUSSIA'S  LEBED  HAS  A  BOLD  PLAN 

Center.  "The  only  way  he  can  make  it  to  the  top  is  by  bei 
in  the  public  eye." 

If  Yeltsin  were  to  become  incapacitated  and  resign,  prom 
ing  new  elections,  Lebed  would  be  far  ahead  of  other  pre 
dential  wannabes.  He  already  has  his  own  power  base — the 
million  people,  or  15%  of  the  turnout,  in  the  first  round  of  t 
June  presidential  election,  putting  him  in  third  place.  The  oii 
other  likely  presidential  candidate  who  is  a  proven  vo; 
getter  is  Moscow  Mayor  Yuri  Luzhkov,  who  won  90% 
Moscow  votes  in  his  June  reelection.  Chernomyrdin's  pai 
drew  only  10%  support  in  December's  parliamentary  electio 

Meanwhile,  Chubais 

The  former 


Russia's  national  security  chief,  Alexander  I.  Lebed,  sprang 
from  his  helicopter  in  the  Chechen  village  of  Noviye 
Atagi  on  Aug.  24  primed  to  resume  peace  talks  with 
rebel  leaders.  When  told  that  Chechen  negotiator  Asian 
Maskhadov  had  not  yet  arrived,  Lebed  proposed  a  chess 
match  to  pass  the  time.  Soon,  he  was  setting  up  a  chessboard, 
placing  the  white  pieces  on  his  side.  But  at  the  last  second,  in 
full  view  of  journalists,  he  gallantly  turned  the  board  around 
to  give  his  Chechen  opponent  the  first  move. 

Lebed  has  revealed  a  surprising  flair  for  the  dramatic 
gesture  since  becoming  a  top  aide  to  President  Boris  Yeltsin 
on  June  18.  As  a  precondi- 
tion of  accepting  the  job, 
he  persuaded  Yeltsin  to 
Are  Defense  Minister  Gen- 
eral Pavel  Grachev,  an  old 
Lebed  nemesis.  Charged 
with  handling  the  Chech- 
nya conflict,  he  won  sweep- 
ing powers  to  negotiate 
the  war's  end.  He  publicly 
challenges  Prime  Minister 
Viktor  S.  Chernomyrdin 
and  heaps  scom  on  other 
Cabinet  colleagues.  He 
even  questions  whether 
Yeltsin  is  healthy  enough 
to  govern.  Clearly,  the 
46-year-old  former  gener- 
al is  playing  a  high-stakes 
game  designed  to  catapult 
himself  into  the  Russian 
presidency. 

It's  a  bold  gamble.  The  Chechen  peace  talks  could  fail. 
Kremlin  insiders  could  plot  his  downfall.  Lebed  is  pitting 
himself  against  such  seasoned  infighters  as  Chernomyrdin,  his 
most  likely  rival  for  the  presidency,  and  Anatoly  B.  Chubais, 
Yeltsin's  chief  of  staff  and  the  aide  most  responsible  for  his 
election  victory.  Lehed's  brash  moves  could  even  get  him 
fired.  Indeed,  as  he  returned  to  Moscow  on  Aug.  25,  bearing 
his  plan  to  end  the  20-month-old  war,  an  irritated  Yeltsin  re- 
fused to  meet  with  him  and  left  for  vacation  the  next  day. 
LOOSE  CANNON?  But  Lebed's  derring-do  may  be  his  strength, 
even  if  it  gets  him  sacked.  He  presents  a  stark  contrast  to  the 
doddering  Yeltsin,  whose  heart  disease  has  kept  him  sidelined 
since  his  July  3  victory.  Lebed  seems  refreshingly  blunt  and 
honest,  while  Yeltsin  and  his  inner  circle  come  across  as  se- 
cretive and  duplicitous.  Lebed  plays  the  media  well,  while 
Yeltsin  does  everything  possible  to  avoid  them. 

By  arguing  for  an  end  to  a  senseless  Chechen  war,  Lebed 
is  taking  his  case  directly  to  the  people.  His  Kremlin  rivals, 
meanwhile,  continue  to  play  by  the  old  rules,  seeking  ways  to 
foil  him.  Some  Russian  generals  would  rather  see  his  peace 
plan  fail  than  see  him  win  praise  as  a  peacemaker.  "Lebed 
cannot  win  a  standard  bureaucratic  game,"  says  Andrei  Kor- 
tunov,  an  analyst  at  the  Moscow-based  Russian  Research 


general  is 
plainly  angling 
for  the 
presidency- 
but  his  daring 
may  cost  him 
his  job 


REFRESHINGLY 

-      .  .  ■ 
THE  MEDIA  WELL 


superb  administrator 
lacks  the  common  toi 
Russian  voters  like. 

Yet  even  as  Lebed  p< 
tions  himself  for  the  n 
presidential  race,  Russi; 
and  the  outside  world 
don't  know  if  he's  a  lo> 
cannon  or  a  bold  reforn 
If  he  were  president,  wo 
he  be  authoritarian  or  p 
democracy?  Nationalistic 
open  to  the  West?  V 
clues  will  be  found 
Lebed's  next  moves.  If 
succeeds  with  his  pe 
plan  in  Chechnya,  he'll  1 
ly  try  to  reform  Russ 
military    and  challe 
Chernomyrdin's  contro 
economic  policy. 
The  theatrical  former  general,  who  has  taken  to  smoV 
with  a  cigarette  holder,  calls  himself  a  "semidemocrat," 
guing  that  no  one  raised  in  the  Soviet  system  can  tot 
change  in  five  years.  Yet  some  intellectuals  are  champior 
Lebed's  "democratic  achievements,"  such  as  his  rejectiouf| 
the  use  of  force  in  ethnic  disputes.  Lebed  takes  the  soft 
line  on  nato  expansion  of  any  Russian  official. 

Still,  Lebed  may  never  get  a  chance  to  reveal  his  true  i- 
ors.  By  staking  his  reputation  on  ending  the  war,  his 
sure  to  be  the  scapegoat  if  fighting  resumes.  His  rr$ 
may  yet  convince  Yeltsin  to  reject  the  plan,  which  is  lillf 
to  include  a  controversial  referendum  in  five  years'© 
Chechen  independence.  And  if  his  plan  is  accepted,  Lep 
risks  losing  support  if  nationalist  voters  view  it  as  a  deM 
for  Mother  Russia. 

No  doubt  Yeltsin  is  seriously  ill  and  not  likely  to  lastp 
his  four-year  term.  In  the  great  power  struggle  to  repce 
him,  Lebed  is  laying  down  his  marker.  Even  if  his  Kreiii 
rivals  prevail  and  Lebed  is  ousted,  he  can  retreat  torn 
seat  in  the  Duma  and  blame  the  country's  problem^" 
Yeltsin.  On  Lebed's  Duma  office  wall  hangs  a  picture  stt 
bolizing  his  pluck:  a  lone  wolf. 

By  Patricia  Kranz  in  MoiM 
 -1 
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Lyle  Berman  is  racing 
to  fix  his  huge  Las  Vegas 
casino,  Stratosphere, 
which  is  deep  in  debt 

Lyle  A.  Berman  is  a  high-stakes 
poker  player  with  a  fierce  entre- 
preneurial streak.  And  for  the  most 
part,  his  risk-taking  has  paid  off.  In 
the  1970s,  when  leather  goods  were  seen 
as  upscale,  he  transformed  his  family's 
small  leather-wholesaling  company  into 
a  mass-market  retailer.  Five 
yeai^  ago,  he  burst  onto  the  gam- 
ing scene  with  Grand  Casinos 
Inc.,  the  first  operator  to  spot  op- 
portunities managing  Indian  casi- 
nos in  Minnesota  and  in  dockside 
gambling  along  the  Mississippi 
Gulf  Coast. 

But  Berman's  wagering  has 
also  meant  trouble.  He  says  he 
was  tossed  out  of  the  University 
of  Pennsylvania  in  the  early  1960s 
for  running  poker  games.  Now 
he's  grappling  with  his  worst 


Berman  can  win  a  sharp  reduction  in 
Stratosphere's  debt — talks  with  bond- 
holders began  in  late  August — he  may 
put  the  company  into  bankruptcy. 

Stratosphere's  travails  are  hurting  not 
just  its  shareholders  but  also  Grand  Casi- 
nos'. Stratosphere  stock  has  plunged  from 
a  high  near  14  to  about  2'A,  pulling  Grand, 
which  owns  42%,  down  from  35K  in  Feb- 
ruary to  about  18  in  late  August.  The 
value  of  Berman's  12.6%  stake  in  Grand 
has  fallen  by  nearly  half,  to  $94  million, 
and  he's  holding  390,000  Stratosphere 
shares  and  $7.9  million  in  notes.  Grand, 
which  had  1995  revenues  of  $373  million. 


A  GAMBLER  S  HAND 


Berman  sits  atop  a  network  of  companies, 
many  linked  to  his  Grand  Casinos 

GRAND  CASINOS  Chairman  and  CEO.  With  his 
family,  Berman  owns  12.6%,  worth  $94  million. 

STRATOSPHERE  Chairman  and  CEO.  With  family, 
owns  390,000  shares,  worth  $975,000,  and  $7.9 
million  in  notes.  Grand  Casinos  controls  42%. 


INNOVATIVE  GAMING  CORP.  OF  AMERICA 

Chairman.  Owns  0.5%,  worth  $190,000.  Grand 
owns  16%,  worth  $5.75  million. 


BAD  LUCK:  Henna 
underestimated  th 
level  of  competitid 
in  Las  Vegas 

is  liable  for  $48.5  n| 
lion  in  Stratosphe 
construction  loans  aj 
up  to  $60  million  t 
new  equity  over  fqj 
years. 

Meanwhile,  B^ 
man  and  erstwhjj 
partner  Robert  Si* 
pak,  who  quit  .•, 
Stratosphere  chal 
man  in  July,  are{ 
odds.  Shareholdo 
recently  sued  th^ 
and  others  for  & 
legedly  inflating  tt 
stock  by  'griming  Is 
market  to  expect .  f 
huge  success"  prioii 
a  secondary  issue! 
December.  Berni 
calls  the  charges? 
figment  of  a  lawyis 
imagination."  As  for  selling  one  mill) 
Grand  shares  in  February  at  $32  befi 
they  tanked,  he  says  that  he  sold  in  p|- 
to  pay  for  Stratosphere  shares. 

Grand  and  Stratosphere — of  whiche 
is  chairman  and  ceo — are  but  two  eft 
web  of  companies  over  which  Bernft 
presides.  He's  chairman  of  Innovate 
Gaming  Corp.,  a  slot  machine  mail 
16%-owned  by  Grand.  Grand  also  hep] 
27%  of  New  Horizon  Kids  Quest  Ij|| 
which  runs  day-care  centers  in  Grl 
casinos  and  elsewhere.  Berman  also  r»; 
and  owns  a  chunk  of  Rainforest  Cj|l 
Inc.,  the  hot  theme  restaurant  chain,  m 
the  most  part,  he's  had  a  svA 
ride.  Even  now,  Grand  stocI§! 
more  than  triple  its  1991  ii 
price.  And  Rainforest  is  up  eijlj 
fold  since  its  1995  offering. 

Associates  describe  Bermaii)> 
energetic,  compulsive,  and  trn 
ing.  Many  say  they  warned  ffl 
away  from  Stupak,  who  had  p 
financial  problems  and 
shopped  the  Stratosphere  p 
widely  before  turning  to  Berrl  i 
Stupak,  who  didn't  return  em 
said  in  an  August  sec  filing  at 


hand   yet:   his   huge   bet   on   he  quit  in  part  because  Gram* 


Stratosphere  Corp.,  a  Las  Vegas 
entertainment  complex-cum-casi- 
no.  Open  four  months,  Strato- 
sphere is  scrounging  for  cus- 
tomers, cutting  the  cost  of  the 
elevator  ride  up  its  1,149-foot 
tower  from  $7  to  $5,  and  improv- 
ing the  odds  on  its  games.  Unless 


rected  decisions . . .  adversely 
fected  the  company"  and  Gill 
wouldn't  "consider1  his  advice  id 


RAINFOREST  CAFE  Chairman  and  CEO.  With  fam 
ily,  owns  12.4%,  worth  $48  million. 

NEW  HORIZON  KIDS  QUEST  Director.  With  fami- 
ly, owns  1.5%,  worth  $400,000.  Grand  owns 

26J 6%. '_  wort_ h  _$6.- 9. ?!' .i°n--   leap  from  Indian  and  Gulf  Cj 

DATA  BUSINESS  WEEK,  COMPANY  REPORTS  gaining  to  t  llis  VegaS  OUtpOSt'» 

from  the  Strip,  in  an  area  jff 


opinions. 

For  Berman,  it  was  a  iff 
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Think  globally,  invest  logically: 


Number  of  mutual  funds  "I  /TO 

that  qualify  as  "global":  JLxJlL 

Number  of  those  that  have  O  A 

existed  for  5  years  or  more:  kJ  ■ 

Upper  5-year  ranking  "I* 
of  Janus  Worldwide  Fund:  -L 

(Period  ended  6/30/96) 


Janus 
Worldwide 
Fund 


Sure,  there's  an  ocean  of  global  funds  to  choose 
from.  But  it  dries  up  pretty  fast  when  you  look 
at  the  track  records.  After  that,  of  course,  there 
one  Year       34.70%    can  only  be  one  #1. 

You  already  knew  it  was 


Three  Year  21.99% 
Five  Year  21.1396 

Life  of  Fund cm  20.699&    time  to  get  global. 

Average  Annual  Total  Returns  for  the  Period  Ended  June  30, 1996 


Now  you  know  how. 


— ►Start  to  think  big.  ■^;iBiii&>^t!ii;mlfPk  can  or  send  for  a 

prospectus  containing  more  complete  information,  including  expenses  and  special  risks  associated  with  foreign 
investing  such  as  currency  fluctuations  and  political  uncertainty.  Please  read  all  the  materials  carefully 
before  you  invest  or  send  money.  Write  to  Janus  Funds,  P.O.  Box  173375,  Denver,  CO  80217-3375. 
Or  visit  our  Web  site  at  http://www.JanusFunds.com. 


'Lipper  Analytical  Services,  Inc.  rankings  and  fund  performance  figures  are  based  on  total  return,  including 
reinvestment  of  dividends  and  capital  gains  for  the  stated  period.  Lipper  ranked  Janus  Worldwide  Fund 
#3  out  of  142  global  funds  for  the  one-year  period  ended  6/30/96.  Past  performance  does  not  guarantee 
future  results.  Your  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  purchase.  Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 
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The  Saab  900  5E  5-doorTurbo 
is  truly  a  rare  investment  oppor- 
tunity. It  delivers  rapid  gains  thanks 
to  a  185-hp  turbocharged  engine. 
And  it  yields  some  other  benefits 
as  well.  It  has  front-wheel  drive 
for  superior  handling.  And  with 
49.8  cubic  feet  of  cargo  capacity, 
it  holds  more  than  any  other  car 
in  its  class. 

Call  for  a  free  Saab  Excursion 
Kit  giving  complete  information  on  all 
our  models.  And  the  perfect  Saab  to 
find  your  own  road. 


Cxmrsio^  Kit' 
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People 


the  red-light  district  known  as  "Naked 
City."  He  insists  he  wasn't  suckered  by 
the  big  city.  But  "Lyle  was  gonna  get 
drawn  into  something  big  eventually," 
says  Jack  Binion,  chairman  and  ceo  of. 
Horseshoe  Gaming.  "Vegas  will  do  that  to 
you."  Now  Bruce  Turner,  Salomon  Broth- 
ers Inc.'s  senior  gaming  analyst,  says 
Berman  should  write  off  Stratosphere  to 
protect  Grand  shareholders. 
BANKRUPTCY?  Beiinan,  55,  retains  a  pok- 
er veteran's  cool  facade.  Yes,  he  under- 
estimated Vegas'  competitiveness  and 
was  wrong  about  the  tower  drawing  high 
rollers.  But  fold?  "Why  walk  away,"  he 
asks,  "when  we  think  we 
can  make  it  better?"  Still, 
unless  the  holders  of  $203 
million  in  bonds  make  big 
concessions,  he  won't  rule 
out  bankruptcy.  Salomon 
bond  analyst  Richard  P. 
Furst  says  Berman  needs 
them  to  lop  up  to  $60  mil- 
lion off  principal  and  cut 
the  WA%  interest  rate. 

Meanwhile,  Berman  is 
zealously  fixing  things.  He 
spends  at  least  one  week 
a  month  at  Stratosphere, 
racing  from  meetings 
about  the  Chinese  chick- 
en salad  to  sessions  on 
bond  talks.  He  has  shelved 
a  planned  King  Kong  ride 
up  the  tower's  side.  But 
he's  pushing  ahead  with 
the  addition  of  875  rooms 
to  the  current  1,500,  with  more  suites 
to  lure  big  spenders. 

In  between,  he  focuses  the  same  in- 
tensity on  his  smaller  ventures.  New 
Horizon  President  Susan  K.  Dunkley 
says  he  urged  her  to  expand  the  day- 
care center's  at  Grand  from  $100,000  units 
to  $500,000  ones  and — inspired  by  his  9- 
and  11-year-old  daughters — instructed 
her  to  order  $6,000  worth  of  Barbie  dolls. 
At  Rainforest,  whose  decor  features  birds 
and  waterfalls,  he's  the  chief  taster  and 
menu  architect. 

Stratosphere  is  the  first  real  blemish 
on  the  career  Berman  launched  in  1964, 
when  he  graduated  from  the  University 
of  Minnesota  and  joined  the  family 
leather  business.  In  1979  he  sold  the 
company  for  $10  million  to  W.  R.  Grace  & 
Co.  In  1987  he  repurchased  it  in  a  $100 
million  leveraged  buyout,  then  quickly 
sold  it  to  Melville  Corp.  for  $225  million. 
He  and  a  handful  of  executives  cleared 
$32  million  on  the  lbo.  Last  spring, 
Berman  joined  a  team  that  again  bought 
the  company,  now  Wilson's  The  Leather 
Experts  Inc.  The  plan  is  to  go  public 
within  a  few  years. 


Stratosphere- 
located  far  from 
the  Strip  in  a 
district  called 
"Naked  City"- 
is  improving 
odds  on  games 
and  adding 
more  suites  to 
lure  customers 


A  fling  at  semi-retirement  ended  i 
1990  when  Berman  was  asked  to  bul 
and  manage  casinos  for  Minnesota's  Mi; 
Lacs  Chippewa  Indians.  With  $3  millii 
in  family  money,  he  launched  Grand  d- 
nos,  which  in  1992  and  1993  opened  « 
Mille  Lacs  and  Hinckley  casinos.  "Fru 
my  time  in  Vegas,  I  understood  the  pe- 
er of  the  slot  machine,"  says  Berm;| 
who  emphasizes  glitz,  size,  and  value.  ? 

He  then  took  the  formula  to  the  Gf 
Coast,  erecting  sprawling  casinos  | 
Biloxi  and  Gulfport,  Miss.  Along  the  vtf, 
he  found  investments,  such  as  New  He* 
zon  and  Innovative  Gaming,  that  fit  wi 
Grand.  Now  he's  adding 
hotel  and  conference  ay.; 
ter  at  each  gulf  locati. 
And  at  Tunica,  Miss.,  n* 
Memphis,  he's  building 
$470  million  casino,  g$ 
course,  and  outlet  nl 
megaplex.  It  opened  a 
June  to  a  slower-than-^ 
pected  start.  "The  casus 
he  built  on  Indian  lars; 
set  the  model  for-  the  > 
dustry,  and  he  was  i| 
first  to  build  resorts  in  t 
gulf,"  says  Glenn  Schzf 
fer,  president  of  Cirs 
Circus  Enterprises  lis 
But  since  then,  he  adty. 
"it  looks  as  if  he  can't  it 
it  right." 

Even  as  Berman  str«s 
gles  with  Stratosphev 
Grand  Casinos  faces  r(fe 
competition  along  the  gulf  and  at  Tut  a 
from  far-  richer  operators.  Its  Indian  <i- 
tracts,  which  produce  40%  of  operatg 
income,  will  end  by  2002.  If  renewed! 
will  be  for  less  than  the  current  409,i  - 
profits.  On  Aug.  27,  Grand  annound 
earnings  would  be  lower  than  expecii 
Analyst  Jason  Ader  of  Bear,  Stearni 
Co.  predicts  they  will  fall  18%,  to  $15 
million,  this  year.  But  he  says  Berm  's 
strategy  of  creating  "destination  resos" 
could  propel  them  to  $100  million  in  17. 
Still,  Ader  says,  the  stock  is  "only  t 
the  most  speculative  investor." 

The  imperturbable  Berman  is  cdB  1 
dent  that  adding  rooms  and  ameni?s 
will  pump  growth.  Has  he  learned  £tu 
his  mistakes  in  Vegas?  He  says  he'lu- 
more  cautious  about  projections.  Benin 
is  matter-of-fact  about  the  rut  he  hit  vJi 
Stratosphere.  "Everybody  looks  at  £ 
Vegas  as  the  capital  of  gaming,"  he  s.* 
'We  felt  the  right  opportunity  had  ci* 
along."  In  other  words,  he  placed  his  et 
and  took  his  chances. 

By  Richard  A.  Melcher,  with  Zvfo 
Kurschner,  in  Minneapolis,  and  Raild 
Grover  in  Las  Vegas 
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900  SE  5-door  Turbo 


The  new  Saab  900  SE  5-door  Turbo  is  engineered  to  increase  both  your  pulse  and  the  distance  between  you  and  other  cars, 
jding  the  Volvo  850GLT  and  the  Audi  A4+  Its  0  to  60  in  under  7  seconds  is  pure  exhilaration.**  And  its  five-door  roomy  interior, 
e  liberation.  So  any  way  you  open  it  up,  it's  huge.  No  wonder  it's  a  Consumer  Review  "Top  10 
rts  Car 't  For  a  free  Saab  Excursion  Kit,  call  I -800-582-SAAB,  Ext.  249.  www.saabusa.com 

I  Driver  1996  Buyers  Guide  "Saab  Cars  USA,  Inc.  1 1 995  Consumer  Review.  ©1996  SAAB  CARS  USA.  INC 


It's  Only  Logical  That  Intelligent  ManaI 

(Now,  What  The  Heck  Is 


Sys. 
Info- 


r. 

:.ec  unty 

"  1 

«rr«.  | 

ai] 

Storage  [Hy 


Thermal 


Intelligent  your  data  on  the  network  in  case  of 
Manageabilitv  is  kind  failure;  but  now,  thanks  to  our  new 
of  like  Extra  Sensory        PD'CD  drive  backup,  it  also  preserves 


Perception  for  a  computer  and  every  vour  data  locally. 

new  Compaq  Deskpro  has  it.  It  lets  vou  ( )kav,  so  our  newest  version  of 

know  it  something's  going  to  happen  Intelligent  Manageability  is  smart, 

before  it  actually  does.  This  way  vou  can  But  affordable?  Considering  that  the 

manage  all  of  the  desktops  on  vour  net-  Deskpro  line  from  Compaq  starts  at 

work  from  one  location.  around  S  1,100"  we  think  so.  because  we  deliver  continually  up 

raking  inventory,  for  instance,  of  Equally  impressive  are  the  high-        support  software  via  our  Web  sitj 

all  hardware  and  software  is  done  simply  performance  features.  Up  to  Pentium*        CDs.  And  so  is  upgrading  and  servj 

and  efficiently  from  one  Deskpro.  Or  it  Pro  200  processors.  Choice  of  PCI        thanks  to  a  quick-release  CPU 

a  hard  drive's  about  to  tail  anywhere,  graphics.  Plus  a  choice  of  EIDE  and        and  accessible  components" 

you'll  know  ahead  of  time.  As  before,  Ultra  SCSI  hard  drives!'  In  the  end.  Intelligent  Mai 

Intelligent  Manageability  backs  up  And  maintenance?  That's  easv        ability  gives  vou  a  lowered  ca 


pgjg-pUjiyj  PRO  mpaq  I  ..mputer  t  orporatiofl    \ll  right-,  reserved  Compaq  and  Deskpro  registered  U  S  Patent  and  trademark  Office  Deskpro  is  covered  b\  our  J-year  limited  warranty  'Price  m<ntione< 

PROCESSOR  will)  Window*        The  Intel  tniide  Logo  and  Pentium  arc  registered  trademarks  and  the  Pentium  Processor  Logo  and  the  Pentium  Pro  Processor  L<Jgo  are  trademarks  of  Intel  Corporation  Other  pr 


Also  Comes  With  An  Intelligent  Price. 


igent  Manageability?) 


Call  MIS. 


ship,  a  three -year  warranty  and 


ited  toll-free  technical  support 


open  for  business  seven  days  a 


24  hours  a  day.  And  what  could 


ly  be  more  logical  than  that?  For 


visit  us  at  www.compaq.com  or 


The  Dcskpro  line 
starts  at  around 
$1,100:  • 


COMPAQ. 


800-392-8883. 


Has   It   Changed   Your   Life  Yet? 


y.  "Features  vary  by  model  Monitor  not  included  Thermal  sensor  available  only  on  Dcskpro  4000  and  6000  Some  features  available  with  Compaq  Dcskpro  and  independent  software  applications  Other  features  only  available 
a-ed  trademarks  of  their  respective  companies 


fter  stock  markets  close  every  weeknight,  a  bank  of 
high-powered  computers  hums  to  life  in  the  waterfront 
i  offices  of  Boston  money  manager  Gary  L.  Bergstrom. 
I  Trolling  through  database  after  database  in  search  of 
ngs  surprises  and  price  moves,  the  computers  gather  the 
S  figures  on  some  20,000  companies  trading  on  60  bours- 
ound  the  globe.  The  object  of  the  search:  to  find  well-run, 
1-ciass  companies  that  offer  exciting  growth  potential 
lell  at  bargain  valuations. 

ith  many  global  bourses  up  by  double  digits  so  far  this 
you  might  think  that's  an  impossible  task.  But  Bergstrom, 
ient  of  Acadian  Asset  Management  Inc.,  is  having  anything 
.  hard  time  finding  attractive  additions  for  the  $3.5  billion 
a  of  mutual-  and  pension-fund  accounts  he  oversees.  From 
lese  electronics  giant  Hitachi  to  hsbc  Holdings  PLC,  the  An- 
isian  banking  group  that  sells  for  a  downscale  10  times 
ngs  despite  its  awesome  profitability  and  global  reach, 
strom  has  been  turning  up  any  number  of  solid,  dynamic — 
:heap — stocks  to  buy.  Noting  that  most  of  the  big  markets 
lagged  Wall  Street's  stellar  rally,  "now  it's  time  for  them  to 
catch-up,"  he  says.  "There  are  going  to  be  some  very 
opportunities  outside  the  U.  S." 


Bergstrom  is  hardly  the  only  money  manager  finding  plen- 
ty of  justification  to  look  at  global  bourses  right  now.  Many 
Wall  Streeters  are  nervously  waiting  to  see  if  U.  S.  interest 
rates  will  rise  and  the  Dow  Jones  industrial  average,  now 
nearing  a  record  high  again,  will  stage  a  reprise  of  its  432- 
point  decline  of  a  few  months  ago.  So  a  lot  of  them — and  plen- 
ty of  individual  investors — are  looking  hard  at  markets  from 
Bangkok  to  Brussels  for  everything  from  diversification  and 
safety  to  growth  and  income.  "I'm  very  bullish,"  says  Helen 
Young  Hayes,  manager  of  the  Janus  Overseas  and  Worldwide 
funds.  With  good  reason.  Corporate  profits,  especially  out- 
side the  U.  S., 
are  surging. 

bzw  Secu- 
rities Ltd.,  a 
London  in- 
vestment bank,  estimates  earnings  will  be  up  by  about  8%  in 
North  America  but  close  to  40%  worldwide  in  1996,  with  an  ad- 
ditional 17%  gain  in  store  for  '97.  One  reason  for  the  expected 
increases:  corporate  restructurings,  most  notably  in  Europe, 
where  slimdowns,  outsourcings,  spin-offs,  and  other  Ameri- 
can-bred techniques  are  cheering  shareholders  at  Daimler 
Benz,  Deutsche  Bank,  and  a  host  of  other  manufacturing  and  fi- 
nancial companies. 

Helping  corporate  makeovers  take  root  is  an  improving 
world  economic  climate,  which  is  as  benign  as  it  has  been  for 
years  (charts).  The  U.  S.  economy  may  slow  by  late  1996  or 
early  '97.  But  other  economies  are  gaining  steam.  This  means 
that  growth  across  the  industrialized  world  is  picking  up  for 
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Special  Report 


the  first  time  since  1989.  This  recovery  is  sure  to  bring  good 
fortune  to  consumer  stocks,  helping  to  explain  why  many 
fund  managers  have  been  piling  into  Japanese  retailers  still  on 
the  mend  from  the  country's  five-year  economic  slump. 

Most  of  the  economies  of  the  developing  world,  mean- 
while, are  continuing  to  expand  at  a  robust  pace.  Mexico 

alone  grew  by  a  tor- 
rid 7.2%  in  the  second 
quarter,  as  its  strong 
rebound    from  the 
1994-95  devaluation  crisis  gained  momentum — the  main  ex- 
planation for  the  Mexico  City  bolsa's  stunning  gain  of  25% 
this  year  in  dollar  terms. 

Despite  this  global  growth  pickup,  inflation  remains  hard  to 
find.  And  governments  around  the  world  are  gritting  their 
teeth  and  concentrating  on  keeping  their  budgets  in  check. 
The  bottom  line:  Global  interest  rates  should  stay  subdued 
well  into  next  year. 

True,  if  the  expected  U.  S.  slowdown  fails  to  materialize, 
the  Federal  Reserve  may  raise  rates  25  basis  points  this 
fall  as  insurance  against  an  outbreak  of  inflation.  The  Bank  of 
Japan  may  also  push  up  its  discount  rate  a  smidgen  from  its 
record-low  0.5%  to  keep  the  Japanese  economy  moving  ahead 
at  a  sustainable  pace.  But  no  one  is  looking  for  a  wholesale 
tightening  of  global  liquidity  anytime  soon. 

In  fact,  many  investors  have  been  venturing  into  Aus- 
tralia and  New  Zealand  lately  in  the  hope  that  interest  rates 
will  stage  a  pronounced  decline.  And  the  usually  hard-nosed 
German  Bundesbank  defied  many  traders'  expectations  on 
Aug.  22  by  cutting  short-term  rates  30  basis  points,  to  3%. 
Since  July's  interest-rate  jitters  shook  markets  worldwide,  "we 
haven't  been  spooked  for  one  important  reason,"  insists  bzw 

THE  TOP  PICKS 
IN  STOCKS  OVERSEAS 


COMPANY 


P-E  PRICE/PER 
RATIO     SHARE  8/26 


DASSAULT  SYSTEMES  (FRANCE) 

Big  in  high-end  computer-assisted  design 

N.M. 

37* 

SGS-TH0MS0N  MICROSYSTEMS  (FRANCE) 
Chipmaker  has  dodged  an  industry  shakeout 

8 

339 

ELF  AQUITAINE  (FRANCE) 

Cheapest  of  the  major  oils,  solid  balance  sheet 

10 

38* 

STET  (ITALY) 

Phone  giant  a  steal  at  twice  cash  flow 

N.M. 

32* 

GLOBUS  (SWITZERLAND) 

Retailer's  shares  sell  at  60%  of  book  value 

N.M. 

520 

HSBC  HOLDINGS  (BRITAIN) 

Banking  money  machine,  at  10  times  earnings 

10 

176* 

BOMBARDIER  (CANADA) 

Commuter  planes,  railcars,  and  snowmobiles 

18 

14 

AMWAY  ASIA-JAPAN  (JAPAN) 

Sales  force  has  profits  growing  20%  a  year 

29 

23* 

HITACHI  (JAPAN) 

Buoyed  by  lower  yen,  recovering  economy 

18 

94* 

LION  NATHAN  (NEW  ZEALAND) 

Big  brewer  moving  rapidly  into  China 

14 

5 

'American  depositary  receipt       DATA:  BUSINESS  WEEK  SURVEY  OF  MONEY  MANAGERS  AND  ANALYSTS. 
N.M.-  Not  Meaningful                   BLOOMBERG  FINANCIAL  markets 

Securities  Chief  Strategist  Michael  Hughes,  a  buyer  of  stcl 
worldwide.  "Monetary  policy  doesn't  need  to  be  tightened  (I 
matically  at  all." 

There  are  risks  to  this  feel-good  scenario.  Europe's  takl 
could  fall  victim  to  the  budget  deficit  cuts  that  France,  (I 
many,  and  others  plan  as  the  condition  for  launching  a  sin 
European  Union  currency.  And  the  dollar  could  easily  resil 
its  springtime  rebound.  Any  rally  would  leave  U.  S.  invesi 
carrying  foreign-exchange  losses  on  overseas  holdings.  Bw 
weaker  yen  would  also  boost  the  Japanese  economy  I 
swell  exporters'  profits.  That  would  be  especially  beneficial 
long-term  investors  in  Hitachi,  currently  trading  at  a  merei 
times  book  value,  a  third  of  the  average  for  the  StandarB 
Poor's  500-stock  index. 

In  addition  to  currency  risk,  investors  overseas  nee« 
consider  what  could  happen  on  other  markets  if  Wall  St* 
takes  another  tumble.  The  U.S.  equity-market  drop  of  (I 
from  July  4-16  sent  markets  down  around  the  globe.  H 
have  since  recovered.  In  fact,  over  the  longer  haul,  si 
markets  still  tend  to  go  their  own  way,  reflecting  local  |  ><  >1  ; 
economics,  and  earnings. 


FINDING  BIG  VALUE 
IN  SMALL  CAPS 


The  independence  of 
bourse  from  another  ia 
pecially  true  for  emerj 
markets  and  for  small-capitalization  stocks  on  major] 
changes.  The  idea  of  small-stock  value  has  so  captivl 
Tweedy,  Browne  Co.'s  managers  that  fully  40%  of  the  stl 
in  their  Global  Value  fund's  portfolio  have  capitalizations! 
der  $1  billion.  The  portfolio  features  such  unfamiliar — and! 
priced — names  as  Toyo  Tec  Co.,  a  provider  of  security  gifl 
in  Japan.  At  about  $12  per  share,  the  stock  sells  onl 
Tokyo  over-the-counter  market  at  only  80%  of  book  vafe 
and  that  includes  the  equivalent  of  nearly  $12  per  sha| 
cash  on  Toyo  Tec's  books. 

Toyo  Tec  is  hardly  the  only  small  stock  catching  glohfl 
vestors'  eyes.  John  Boich,  the  manager  of  the  Montgomery 
temational  Small-Cap  and  Growth  funds,  notes  that  therl 
$1.8  trillion  worth  of  equities  with  capitalizations  of  $1  billisj 
less  trading  on  the  industrialized  world's  markets.  Bui 
cause  their  prices  can  be  volatile  and  many  brokers  and  14 
ey  managers  overlook  these  lesser  companies  in  favor  cl 
more  liquid  blue  chips,  small-caps  often  feature  lower  valuaM 
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NORTHERN  PROSPECT 

With  the  cheap 
Canadian  dollar  and 
plans  for  new  planes 
and  high-speed  rail 
cars,  Bombardier  is 
a  favorite  with 
bargain-hunters 


That's  good  news  for 
bargain-hunters  such  as 
Boich.  He's  big  on 
Dublin's  Anglo-Irish 
Bank,  whose  market 
cap  is  only  $250  million. 
Despite  a  7%  yield, 
15%  earnings  growth 
and  a  squeaky-clean 
loan  portfolio  focused 
on  high-quality  smaller 
companies,  Anglo-Irish 
still  trades  at  only  1.5 
times  book  value.  Boich 
s  out  that  larger  banks  in  Britain  with  similar  profiles 
etching  twice  book.  Boich  and  several  others  are  also 
lg  Bombardier  Inc.,  the  Canadian  manufacturer  of  air- 
:  rail  equipment,  and  snowmobiles  with  a  market  cap  of 
over  $1  billion.  With  the  cheap  Canadian  dollar,  a  plan 
pply  high-speed  rail  cars  to  the  U.  S.,  and  a  long-haul 
irate  jetliner  making  its  debut  Aug.  26,  Bombardier  has 
I  prospects  and  a  very  strong  new-product  pipeline," 
i  Ed  Miska,  co-manager  of  Evergreen  Asset  Manage- 
;  Corp.'s  Global  Leaders  fund. 

hile  small  caps  are  catching  many  investors'  fancy,  a 
lined  recovery  of  consumer  spending  in  Japan  is  also 
ing  favorable  reviews.  But  that's  certainly  not  enough  to 
c  a  new  onrush  into  Tokyo.  Talk  of  higher  interest  rates 
in  expected  avalanche  of  new  share  issues  from  troubled 


banks  seeking  to  repair  then-  tattered  balance  sheets  is  giving 
some  money  managers  the  jitters.  With  the  Nikkei  stock 
average  up  38%,  to  21,000,  since  July,  1995,  many  overseas  in- 
vestors "have  exhausted  quite  a  bit  of  their  appetite  for 
Japanese  stocks,"  observes  Stephen  G.  Watson,  head  of  the 
global  portfolio  team  at  London's  Gartmore  Global  Partners. 
Still,  among  likely  winners  of  a  bounceback  in  consumer  de- 
mand is  Seven-Eleven  Japan  Co.  the  nation's  No.  1  conve- 
nience-store operator.  With  "a  remarkable  run  of  growth  in 
earnings  per  share,"  Evergreen's  Miska  considers  it  to  be  "a 
classic  stock."  Another  favorite  is  Laox  Co.,  a  leading  retail- 
er of  appliances  and  personal  computers.  Montgomery's  Boich 
estimates  it  is  trading  at  about  25  times  earnings — compara- 
tively modest  by  Japanese  standards — and  expanding  its 
profits  by  25%  a  year. 


CLOSELY  WATCHED  TRENDS 


IN  GERMANY  AND  FRANCE,      Consumer  spending 

may  be  luring  in- 
vestors to  Japanese 
shores,  but  the  prospect  of  a  wave  of  corporate  restructurings 
is  drawing  stock-pickers  to  Europe.  The  Continent's  slug- 
gish growth  in  recent  years  is  increasing  pressure  on  man- 
agers to  improve  shareholder  returns.  Now,  some  are.  Over 
the  past  several  months,  for  example,  Swiss  Bank  Corp.  and 
CS  Holding  have  shaken  up  Zurich's  once-staid  banking  circles 
with  news  of  sweeping  reorganizations  aimed  at  cutting  costs 
and  boosting  their  profitability.  Now,  many  stock-pickers  are 
eyeing  giant  Deutsche  Bank  to  see  whether  its  recent  pur- 
chase of  a  5%  stake  in  rival  Bayerische  Vereinsbank  will 
spark  a  wave  of  financial  takeovers  in  Germany.  "The  long- 
overdue  consolidation  of  the  German  banking  industry  is  fi- 
nally under  way,"  cheers  cs  First  Boston  analyst  Michael 
Geiger.  He  thinks  Deutsche's  stock  could  easily  gain  a  tidy 
15%. 

France,  where  state  lenders  are  bent  backward  under  bad 
loans  and  an  overloaded  government  retirement  system,  is 
also  in  line  for  a  financial  shakeout.  That's  why  Montgomeiy's 
Boich  is  betting  on  Credit  Commercial  de  France,  a  midsize 
lender  with  "a  jewel  of  an  asset-management  division"  that 
stands  to  gain  from  an  expected  shift  across  Europe  to  an 
American-style  system  of  private  pensions  relying  on  stocks 


HOW  TO  BUY  STOCKS  OVERSEAS 

Ws  say  you  want  to  buy  100  shares  of  Castorama  Dubois,  a  French  do-it-yourself  chain.  Castorama  trades  in 
ris  and  doesn't  list  American  depositary  receipts — instruments  representing  ownership  of  shares  overseas — 
on  any  U.  S.  exchange.  But  you  can  still  buy  the  stock.  Here's  how: 


MKING  A  TRADE  Several  full-service  and  discount  bro- 
s,  including  Merrill  Lynch,  Charles  Schwab,  Marquette 
Bary,  and  Barry  Murphy  &  Co.,  trade  international  equities, 
^y*  1 1  quote  a  price  in  dollars,  translated  from  the  local  cur- 
icy.  Castorama,  for  example,  was  trading  at  about  980 
inch  francs  on  Aug.  27.  Schwab's  price  per  share:  $195. 

)RS  VS.  SHARES  When  a  company  has  ADRs,  brokers 
f  you'll  probably  get  a  better  deal  buying  them  instead  of 
ares  trading  abroad.  But  for  many  small-capitalization 
i  emerging-market  issues,  you  may  have  to  go  overseas. 

EMISSIONS  Some  brokers  charge  the  same  for  do- 
istic  and  foreign  trades.  Schwab,  for  example,  would 
arge  $55  to  buy  100  Castorama  shares.  Others  may 
ss  through  an  additional  custody  fee  of  $75  levied 
dealers  who  clear  brokers'  trades.  ADRs  don't  carry 
:h  fees. 


CUSTODY  Your  broker  probably  will  hold  your  shares,  and 
that's  probably  for  the  best.  Foreign  share  certificates  are 
costly  to  obtain.  They  are  even  more  costly  to  replace  if 
you  lose  them. 

DIVIDENDS  Your  broker  will  collect  and  pass  dividends  to 
you,  in  dollars. 

TAXES  Many  countries  withhold  taxes  on  dividends.  Your 
broker  will  report  the  amounts  withheld  on  each  company 
you  own.  You'll  then  have  to  file  with  the  Internal  Revenue 
Service  for  any  credits  you  may  be  due  on  these  sums. 

RISKS  Your  shares  will  be  denominated  in  foreign  cur- 
rencies, so  their  value  will  fall  when  the  dollar  goes  up 
and  rise  when  the  dollar  declines.  Overseas  markets  can  be 
illiquid,  so  you  may  not  be  able  to  get  the  best  price.  And 
you  might  face  delays  in  receiving  proxies  or  tender  offers. 
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and  bonds.  And  restructurings 
are  shaking  up  more  than  the 
European  financial  business. 
Pharmaceutical  makers  are 
also  in  the  midst  of  a  frenzied 
merger  binge  that  shows  no 
sign  of  slowing. 

The  latest  product  of  the 
binge  is  Novartis,  the  result  of 
last  spring's  $36  billion  merger 

of  Switzerland's  Ciba-Geigy  and  Sandoz  Ltd..  When  it  makes  its 
debut  in  September,  Novartis  will  be  the  world's  second- 
largest  pharmaceutical  maker  after  Glaxo  Wellcome  PLC,  as  well 
as  a  power  in  optical  equipment  and  agribusiness.  Although  its 
shares  haven't  started  trading  yet  in  Zurich  and  other  cities, 
analysts  are  drawing  up  rosy  forecasts. 

Merrill  Lynch  & 
Co.  analyst  Janet 
Dyson  figures  Novar- 
tis will  be  one  of  the 
"most  exciting"  stocks  in  the  global  industry,  with  an  annual 
earnings  growth  rate  of  18%  over  the  next  five  years.  But 
Reinout  Kuipers,  head  of  equities  at  Trinity  Capital  Partners  in 
Paris,  prefers  Novartis'  Swiss  rival,  Roche  Holding.  He  esti- 
mates that  with  as  many  as  seven  new  drags  coming  on  line 
this  year  and  a  20%  workforce  reduction  already  completed, 


Managers  are  sifting  through 
European  tech  stocks  that  got 
clobbered  earlier  in  the  year. 
Many  are  at  12-month  lows 


Special  Report 


eluding  Boeing,  Volkswage 
Honda  Motor,  and  Fujitsu 
outsource  more  design  wc 
to  cut  costs. 

Cost-cutting  is  not  only  a  c 
porate  mission,  though.  Ma 
investors  are  plunging  ii 
economies  where  govemmei 
have  also  made  deficit  red 
tions  their  primary  missij 
Chief  among  them:  Australia  and  New  Zealand,  where  high  j 
terest  rates  mean  valuations  of  stocks  are  attractively  low. 


TAKING  A  FLYER 
ON  A  DEFICIT  HAWK 


Roche  should  be  able  to  continue  generating  earnings 
growth  of  20%  a  year.  Plus,  the  industry  is  abuzz 
with  rumors  that  Roche  is  shopping  for  a  takeover, 
possibly  U.  S.  drugmaker  Warner-Lambert  Co. 

Along  with  pharmaceutical  stocks,  managers  are 
sifting  through  European  technology  stocks  that 
got  clobbered  earlier  this  year  alongside  their  Amer- 
ican brethren.  With  many  issues  at  12-month  lows, 
"there  are  enormous  opportunities  here,"  counsels 
Merrill  analyst  Anita  Farrell,  who  recommends 
Nokia,  the  Finnish  cellular-phone  maker  whose  stock 
took  a  nosedive  when  the  company's  inventories  started  to 
bulge  last  winter. 

Nokia's  excess  stocks  have  since  been  worked  off,  and 
with  the  cellular  industry's  sales  growing  by  50%  a  year 
worldwide,  Farrell  feels  the  company  will  remain  a  leader. 
But  European  equity  specialist  Stephen  Jones  of  Gartmore 
prefers  Dassault  Systemes,  a  French  eomputer-assisted-de- 
sign  house  whose  shares  have  hardly  budged  since  they 
came  out  on  the  nasda^  stock  market  and  other  global  ex- 
changes in  June.  Janus'  Hayes  estimates  Dassault's  earnings 
will  grow  by  30%  a  year  as  its  gilt-edged  customers — in- 


New  Aussie  Prime  Mill 
ter  John  Howard  on  Aj 
20  unveiled  a  budget  t| 
reduces  government  spending  by  5.5%  and  aims  to  wipe  jj 
its  $8  billion  deficit  by  1999.  Although  Howard's  plan  % 
sparked  protests,  it's  winning  praise  from  Oakmark  Interp 
tional  Fund  manager  David  G.  Herro,  who  thinks  "he's  gel 
much  further  than  he  said  he  would  to  bring  the  eeoncj 
back."  Betting  the  Liberal  Prime  Minister's  plan  will  ll 
bring  rates  down,  Herro  thinks  it's  "a  no-biainer"  to  select  j 
tional  Australia  Bank  Ltd.,  now  his  fund's  single  largest  hi 
ing.  It  boasts  low  overhead,  a  solid  loan  portfolio,  and  a  7| 
yield.  Yet  it  still  trades  at  only  eight  times  earnings.  Herri 
also  a  fan  of  New  Zealand's  Lion  Nathan  Ii 
another  company  with  a  p-e  of  8.  It's  a  lea<j| 
brewer  at  home  in  New  Zealand  and  is  i 
panding  aggressively  in  China. 

Some  investors  care  less  about  domirl 
themes,  however.  They're  more  interested 
buying  assets  on  the  cheap.  So  they  are  lfl 
ing  up  on  closed-end  international  funds,  sm 
of  which  now  trade  at  record  discounts  fi 
the  value  of  the  assets  they  own. 

Closed-end  funds  hold  portfolios  of  stm 
or  bonds  and  are  publicly  traded  like  indft 
ual  stocks.  Market  experts  attribute  the  is 
counts  on  the  funds  to  poor  performance^ 
vestor  unease  after  July's  market  shakip 
and  increasing  competition  from  webs  (W>w 
Equity  Benchmark  Shares)  and  Coun'y 
Baskets,  open-ended  country  funds  that  tat 
low  expenses  and  trade  on  U.  S.  exchartefc 
Smith  Bamey  Inc.  analyst  Michael  Portejefci 
timates  that  closed-end  emerging-maB 
funds  now  trade  at  an  average  discouilsjS 
10%  off  net  asset  value,  while  funds  corfes- 
trating  on  the  developed  world  are  goinfe 
19%  off.  "Real  bargains  have  opened  up  h 
says.  Among  them:  Scudder  New  EuH 
Fund,  which  has  seen  its  discount  widen  toe. 
14%  to  21%  this  year.  And  the  SoutH 
Africa  Fund,  now  selling  at  a  17%  disclui 
"looks  more  attractive  to  me  every  day.Bfl 
From  closed-end  funds  to  small-cap  sttk.", 
there  are  now  dozens  of  ways  to  particai- 
in  the  global  recovery  without  having  to  pay  an  arm  ifli 
leg.  As  the  world  economy  gains  momentum,  stock  maiei 
should,  by  all  rights,  get  their  piece  of  the  action. 
themes  in  the  world  economy — corporate  restructuUK 
takeovers,  consumer  spending,  and  more — should  alsca 
some  spice  to  the  investment  spectrum.  Even  allowing 
those  inevitable  bumps,  U-turns,  and  surprises,  the  ccjBPl 
year  should  prove  to  be  a  fruitful  one  for  investors^' 
cast  a  global  net. 

Btf  William  (jliisi/ull  in  New  on 
with  Gail  Edmondson  in  if* 


SWISS  MIX 

Ciba-Geigy's  merger 
with  Sandoz  created 
Novartis,  the  world's 
No.  2  drugmaker — 
an  "exciting"  stock 
even  before  its  debut 
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Mutual  Funds 


FundsNetwork#is  the  one 
and  only  connection 
you'll  ever  need. 


Tap  into  it. 


Fidelity 
FundsNetwork 


Berger 

Fidelity 

Founders 

Janus 

Kaufmann 

Montgomery 

PBHG 

Robertson  Stephens 
Stein  Roe 
Strong 

Van  Wagoner 
Warburg  Pincus 
...and  hundreds  more 


When  we  created  Fidelity  FundsNetwork  we  had  one 
purpose  in  mind.  To  make  it  easy  for  you  to  invest  in 
the  vast  array  of  mutual  funds  that  are  out  there. 

But  we  didn't  stop  there.  We're  constantly  improving 
FundsNetwork. 

Today,  you  can  choose  from  hundreds  of  funds  from 


Fidelity.  And  over  2,000  funds  from  other  well-known 


companies.  To  top  it  off,  there  are  six  new  money 
market  funds.1  Plus  ours. 

We've  cut  the  cost  of  investing  as  well.  You  can  now  put 
your  money  into  over  400  funds  without  paying  a  load 
or  a  transaction  fee  to  Fidelity.2 

Then,  to  help  you  zero  in  on  the  right  fund,  we've 
introduced  FundsNetwork  FundScreens.  To  provide 


you  with  objective  information  from  Morningstar. 


And  nothing  gives  you  a  better  snapshot  of  your 
investments  than  our  simple,  consolidated  statement. 

Tap  into  Fidelity  FundsNetwork.  Call  for  a  kit  today 


and  you'll  get  a  FundScreen  free. 


It's  time 


Fidelity 
Investments 


1-800-544-0003       24  hours  a  day  http://www.fid-inv.com 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.-9  p.m.  ET. 

For  more  complete  information  on  any  fund  available  through  FundsNetwork,  including  charges  and  expenses,  call  for  a  free  prospectus. 
Please  read  prospectuses  carefully  before  you  invest  or  send  money. 

'An  investment  in  a  money  market  fund  is  neither  insured  nor  guaranteed  by  the  U.S.  government  and  there  can  be  no  assurance  that  the  fund  will  maintain  a 
stable  net  asset  value  of  $  1 .00  per  share.    2For  more  information  on  the  FundsNetwork  program,  call  for  a  FundsNetwork  Performance  Director}'.  Fidelity 
reserves  the  right  to  change  the  funds  available  with  no  transaction  fees  and  reinstate  the  fees  on  any  funds.  Fidelity  reserves  the  right  to  charge  a  transaction  fee 
if  you  make  five  or  more  short-term  redemptions  (sales  of  shares  held  less  than  six  months)  on  funds  available  with  no  transaction  fees  in  a  12-month  period. 
If  you  purchase  a  no-load  fund  and  pay  a  transaction  fee,  you  will  be  obligated  to  pay  a  transaction  fee  upon  its  sale.  This  program  is  subject  to  change  w  ithout 
notice.  All  fees  as  described  in  the  fund's  prospectus  still  apply.    Fidelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC. 
2b/16134.001 


IN  EMERGING  MARKETS 
IT  PAYS  TO  BE  PICKY 

Value  investors  have  to  work  hard  to  find  the  real  bargains 


Special  Report 


Don  Reed  waxes  nostalgic  when  he  talks  about  the  Sixties. 
But  it's  not  Flower  Power  or  the  Summer  of  Love  that 
brings  a  wistful  tone  to  his  voice.  It's  reminiscing  about 
how  Sir-  John  Templeton,  a  trailblazer  of  global  investing 
when  most  U.  S.  money  managers  stuck  to  America's  "Nifty 
Fifty"  blue-chip  stocks,  forayed  abroad  and  discovered  Japan. 
Although  its  economy  was  growing  an  average  10%  a  year,  the 
overall  price-earnings  multiple  on  the  Tokyo  stock  market  hov- 
ered at  an  amazingly  low  three.  "There's  nothing  like  that  to- 
day," sighs  Reed,  who  as  president  of  Templeton  Investment 

Counsel  Inc.  also  man- 
ages more  than  $4  bil- 
lion worldwide. 

Value  investors 
these  days  must  work  hard  to  find  true  bargains  in  emerging 
markets.  The  universe  of  stocks  in  the  fast-changing  economies 
of  Latin  America,  Asia,  and  Central  Europe  is  regularly 
picked  over  by  even  conservative  investors  who  want  to  di- 
versify their  portfolios.  For  example,  says  director  James 
Diack  of  Stamford-based  InterSec  Research  Corp.,  U.  S.  pen- 
sion funds  at  the  end  of  1995  allocated  13%  of  their  interna- 
tional equity  holdings  to  markets  such  as  Mexico,  compared 
with  3.4%  only  five  years  ago.  As  more  institutions  take  po- 
sitions in  emerging-market  stocks,  it's  tougher  to  be  a  pioneer. 

So  without  a  Japan  of  the  Nineties,  how  do  global  investors 
find  the  sleeper  stocks  in  developing  economies?  Instead  of  re- 
lying on  the  simplest  ratio  analysis — measuring  a  company's 
share  price  against  its  current  or  potential  earnings — experts 
seek  out  special  situations  or  deconstruct  assets.  "Emerging 
markets  are  still  a  great  long-term  story,"  says  Jan  van  Eck, 


SPENDING  POWER 

Korea's  growing 
middle  class  is 
boosting  the  fortunes 
of  consumer-goods 
makers  and  banks 
that  roll  out 
charge  cards 

executive  vice-president 
investment  managem< 
firm  Van  Eck  Global, 
there  are  fewer  pocket: 
tremendous  undervaluati 
You  have  to  be  a  mi 
careful  investor." 

The  great  long-term 
ry,  of  course,  is  the  clas 
argument  for  buying  i 
emerging  markets, 
time-honored  thesis  he 
that  developing  econon 
will  continue  to  grow 
least  twice  as  fast  as  th 
of  the  U.  S.  and  other 
ture  markets  and  that  tl 
expansion  will  trans] 
into  corporate  profits 
stock  prices  that  also 
liver   more  punch, 
trend  is  hardly  new. 
cording  to  Boston-based 
oneering  Managem 
Coip.  statistics,  over  th< 
years  through  1995,  emi 
ing-market  equities  sho 
average  annual  return; 
the  Standard  &  Poor's 


16.5%,  compared  with  12.4%  for 
stock  index  and  11.8%  for  the  eafe  index. 

That  growth  argument  still  lings  true.  Over  the  ne: 
months,  predicts  Mark  H.  Madden,  who  manages  Pioni 
$78  million  Emerging  Markets  Fund  and  its  $30  million  1:1 
Fund,  gnp  will  expand  around  3%  in  the  U.  S.,  2%  to  2.5'J 
Europe,  and  3%  or  3.5%  in  Japan  vs.  6%  to  10%  in 
emerging  nations.  In  some,  such  as  Korea,  a  growing  mij 
class  is  boosting  the  fortunes  of  consumer  goods  makers  and 
banks  that  roll  out  charge  cards.  In  others,  privatizatio| 
state-owned  service  providers,  from  phone  companies  to  ele 
utilities,  promises  improved  efficiency  and  profits. 
BREAKING  RECORDS.  Such  scenarios  look  all  the  more 
pelling  stacked  up  against  a  U.  S.  economy  that  is  wideljj 
pected  to  slow  by  early  next  year — and  a  Dow  Jones  indua 
average  that  keeps  breaking  records  anyway.  "Most  peopl^ 
mit  the  U.  S.  market  is  stretched,"  says  Madden.  "And  ea 
are  probably  slowing  at  this  point  into  the  [business]  eye 

But  some  emerging  equity  markets  are  stretched,! 
Speculators  drove  Russian  stocks  up  by  more  than  1501 
the  first  half  of  1996,  correctly  betting  that  Boris  Yef 
would  win  the  presidential  election — despite  an  economy] 
is  still  struggling  to  pull  out  of  a  crippling  recession, 
though  the  Mexican  bolsa  has  rebounded  more  thanl 
this  year,  thanks  to  continuing  optimism  that  seemed  jusfl 
by  7.2%  GNP  growth  in  the  second  quarter,  Mexico  still 
long  way  to  go  before  economic  recovery  takes  firm  ro(J 

That's  why  value  investors  are  being  super-picky  in  er 
ing  markets.  Take  Amit  Wadhwaney,  who  will  manage  j 
Marks  &  Co.'s  new  Global  Value  Fund,  a  private  lir 
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311  launches 

Imation- 

The  new  $5-25 
billion  leader 
m  information 
and  imaging. 

There's  a  new  world  leader 
m  data  storage,  medical 
laser    imaging,  private 
label  photo  color  film  and 
color   proofing:  Imation. 
Ration    is    a    brand  new 
Fortune  500  company  with 
^novation  in  its  genes. 
A  company  with  a  lot  of  big 
new   ideas.    A   company  that 
thinks  the  way  you  do.  See  us 
at  http://www.imationcom 

°<~  call  l-flflfl-4bt,-3MSb 


IMATION 

Borne  of  m  Innovation 


partnership  dedicated  to  bargain-hunting.  Right  now.  Wad- 
hwaney  is  poring  over  Indian  financial  companies,  which  got 
hammered  by  a  credit  crunch  last  year.  He  expects  a  "huge 
runup  for  those  that  really  have  a  purpose  in  life." 

His  pick;  Shipping  Credit  Investment  Corp.  of  India,  whose 
clean  balance  sheet  attracts  Wadhwaney  as  much  as  its  price. 
Traditionally  a  lender  to  midcap  Indian  industrial  companies, 
scici  is  moving  into  infrastructure  finance.  Wadhwaney  notes 
that  its  ratio  of  nonperforming  loans  to  assets  is  only  2Q. 
compared  with  18%  for  the  average  Indian  bank.  And  at  91e. 
he  calls  the  stock  "wildly  cheap."  as  book  value  is  $1.20.  scici 
also  pays  a  dividend  of  28c  per  share. 

GATT  GAINS.  Wadhwaney's  search  for  hidden  value  includes 
competitive  companies  that  are  active 
in  rapidly  changing  markets.  In  New 
Zealand,  for  instance,  he  is  bullish  on 
two  farming  stocks  that  he  believes 
are  plays  on  wrenching  changes  in 
global  trade  regulations.  "Agricultural 
companies  in  New  Zealand  will  be  in- 
credible beneficiaries  of  gatt."  says 
Wadhwaney.  He  explains  that  as  farm 
subsidies  and  quotas  are  abolished  in 


New  Zealand  farmers  will  gain  a  sig- 
nificant edge  because  they  have  been 
operating  without  such  safety  nets 
since  the  mid-1980s. 

One  is  Tasman  Agriculture  Ltd..  the 
biggest  dairy  farmer  in  Australia  and 
New  Zealand.  Wadhwaney  says  that  at 
83e.  Tasman  is  trading  at  a  20cr-25rc 
discount  to  its  asset-liquidation  value. 
He  also  likes  Wrightson  Ltd..  a  farm- 
service  company  that  provides  farmers 
with  everything  from  seeds  to  insur- 
ance to  product  distribution.  The  stock 
pays  a  dividend  and  at  77c  is  trading 
at  only  eight  times  earnings  per  share. 

Madden  agrees  that  markets  where 
reforms  are  taking  hold  can  offer  ex- 
citing opportunities.  For  example,  al- 
though Brazils  political  leadership  so 
far  has  a  stop-go  record  on  privatiza- 


EMERGING-MARKET  STOCKS 
ON  SPECIAL 


COMPANY  OR  FUND/DESCRIPTION 

PRICE  OM  8/27 

TASMAN  AGRICULTURE  (NEW  ZEALAND)  83c 

Dairy  farming 

KOREA  FIRST  BANK 

$6.72 

Lending  to  consumers 

TELE  BRAS  (BRAZIL)* 

$73 

Communications  giant 

SCICI  (INDIA) 

914 

Infrastructure  finance 

REGENT  SRI  LANKA  FUND 

N/A 

Contrarian  play 

EGIS  (HUNGARY) 

S62 

Generic  drugs 

USIMINAS  (BRAZIL)* 

S  10.49 

High-quality  steelmaker 

ELEKTRIM  (POLAND) 

S9.74 

Infrastructure  equipment 

TELMEX  (MEXICO)* 

S34 

Favorite  telecom  play 

DATA:  BUSINESS  WEEK  SURVEY  OF  RJMD  MANAGERS  "ADRS 

SOLID  STEEL 

Brazilian 

steelmaking  giants 
such  as  Acesita 
should  reap  rewards 
when  government 
reforms  kick  in 


tion.  pension  reform, 
other  needed  changJ 
Madden  favors  sevea 
Brazilian  companl 
poised  to  reap  rewai 
when   the  governme 
"gets  it  right,"  as 
says.  His  picks  inclu 
Acesita  and  Usimin 
both  high-quality,  well-* 
tegrated  steelmaktt 
whose  American  depa 
tory  receipts  are  train 
at  just  under  §5  al 
$10.49.  respectively. 
Madden  is  also  loading  up  on  the  stocks  of  Korean  bain 
such  as  Commercial  Bank  of  Korea  Ltd.  and  Korea  Fife 
Bank,  even  though  both  are  trading  near  their  12-moif 
highs.  Where  does  the  value  come  in?  "The  net  interest  mt 
gins  of  Korean  banks  are  1.5^.  the  lowest  in  the  world."  sJ 
Madden.  He  expects  these  margins  to  shoot  up  dramaticfE 
as  banks  move  into  the  lucrative  consumer-lending  busing 
As  Korea's  per  capita  income  grows,  commercial  banks  tt 
provide  mortgages,  credit  cards,  and  auto  loans  should  t 
their  profitability  skyrocket. 

In  some  cases  an  entire  region  can  seem  like  a  screamf 
buy.  Henrik  Strabo.  who  manages  the  $300  million  Twentik 
Century  International  Emerging  Growth  Fund,  says  C* 
tral  Europe  is  "dirt  cheap  vs.  Al 
and  Latin  America."  Stocks  he  fav* 
include  Egis  Pharmaceuticals  Ltd* 
Hungarian  generic  drugmaker,  » 
Poland's  Elektrim.  which  makes  in 
structure  equipment.  And  Carl  Mar» 
Wadhwaney  says  his  "favorite  matt 
anywhere"  is  violence-torn  Sri  Laia^ 
which  he  calls  "a  wonderful  repositro 
of  value."  To  invest  there,  he  cites  ■< 
offshore  closed-end  funds:  Regent  m 
Lanka  and  Sri  Lanka  Growth  Fur 

You  don't  need  to  go  that  far  afi4 
however.  Templeton's  Reed  maintaul 


"bargain  list"  of  125  to  22-5  stocks  w 
he  updates  continually.  To  make  * 
cut,  shares  must  trade  at  a  frac* 
of  projected  earnings  in  five  yet 
Both  Telefonos  de  Mexico  and  1* 
bras,  the  giant  phone  utilities  of  it 
ico  and  Brazil  whose  adrs  are  alrtij 
well-known  to  U.  S.  investors,  satlj 
the  criteria.  Further  proof  that  v* 
can  lurk  in  unexpected  places — (m 
right  under  your  nose. 

By  Joan  Warner  in  New  In 

For  information  on  reprints  of  this  Spflj 
Report,  call  Business  Week  Repnntsat^ 
426-5494.  or  write  Business  Week  Rep  I 
P.O.  Box  457.  Hightstown,  N.J.  0852 
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xo  SOME  small  PACKAGE  carriers, 
it  9s  a  LABEL. 


IDENTIFICATION  NUMBER 


1234   5678  901 


XO  RPS,  it 's  a 
TOTAL  INFORMATION  SYSTEM. 


ere's  my  package? 

With  RPS  bar-code 
nology,  you  can  trace 
every  single  package 
throughout  the 
itire  delivery  process. 

For  free. 


Vhat  am  I  saving? 

Time  and  money. 
Time  saved  on  your 
loading  dock. 
iey  saved  with  RPS 
icing.  Our  bar  code 
is  even  free. 


Who  signed  for  it? 

PS  tells  you  by  phone, 
ix,  mail — even  by  EDI 
(MIS  people  love  this). 
3et  the  name  and  time 
of  delivery  on  the  day 
of  delivery. 


ABC 

San  Antonio.  TX  78205 


■M 

A  Caliber  System  Company 


What  next? 

Use  RPS  MULTICODE™ 
as  your  electronic  packing  list. 
With  more  information  in 
one  label  than  25  linear 
barcodes,  MULTICODE will 
allow  you  to  trace  your 
packages  by  UCC  code  or 
purchase  order  number. 


What  about  last  week? 

The  RPS  itemized  invoice 
has  it  all.  How  many  packages. 
Where  they  went.  What  they 
weighed.  What  they  cost. 
And  more. 


If  your  carrier  doesn't  give  you  a  system  like  this,  call  1 -K00-ROADPAK®  (762-3725) 
and  get  the  information  you  need  for  every  shipment  you  make. 


Delivering  more  than  your  package. 


it  Sun 


Network  /s  the 


COMP' 


digital 
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«»  Data  General 
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HITACHI 

The  Difference. 


Experience. 


-HCM  ^r 


Almost  All  Computer  Companies 

Sell  Storage. 


The  most  competitive  companies  in  the  world  have  two  things  in  common.  They're  organizing  their  entire  bu 
around  their  information,  doing  anything  and  everything  they  can  to  leverage  it  into  smarter,  more  powerful  decis 

and  strategies. 

And  they're  recognizing  information  storage  as  business-critical  and  then  treating  it  as  a  separate  purchase.  In 
words,  bin  ing  it  from  EMC,  the  world  leader  in  high-performance  storage  solutions.  Unlike  typical  computer  con 
storage,  EMC  intelligent  storage  lets  you  do  a  lot  more  than  just  store.  It  consolidates  all  your  information  and  kee 


EMC? 

THE  STORAGE  ARCHITECTS, 


How  Come  The  Leader  In  Storage 
Doesn't  Sell  Computers? 


e  close,  immediately  accessible  across  the  entire  enterprise,  regardless  of  how  many 

'ent  computers  or  servers  are  involved.  Or  how  many  times  they  change. 

f  you'd  like  to  find  out  how  EMC  can  help  your  company  bring  products  to  market 

er,  respond  to  customers  and  new  opportunities  faster  and  give  indispensable  support 

>ur  overall  growth  and  profit  strategies,  call  1-800-424-EMC2,  ext  216.  Or  visit  us  at 

i7www.emc.com. 


EMC2 

THE  STORAGE  ARCHITR  T8 


FreeTo  Do  More. 


and  THE  STORAGE  ARCHITECTS  are  registered  trademarks  and  EMC  is  a  trademark  of  EMC  Corporation.  Other  trademarks  are  the  property  ol  their  respective  owners. 
Outside  North  Amenta,  call  (508)  435-1000.  ©1W6  EMC  Corporation.  All  rights  reserved. 


Inside  Wall  Street 


CONNOR:  Cybex 
and  Hovnanian 


BY  GENE  G.  MARCIAL 

PICKING  STOCKS 
WITH  LOUSY  PR 

Companies  with  bad  public  relations? 
Money  managers  Mike  Connor  and 
Jerry  Ballan  love  them.  The  Street  often 
overlooks  such  outfits,  say  the  officers  of 
c-B  Partners,  a  New  York  hedge  fund. 

So  far,  the  strategy  appears  to  be 
working.  c-B  Partners  has  outpaced  the 
market  so  far  this 
year,  chalking  up  a 
hefty  29%  gain, 
compared  with  11% 
for  the  Dow  Jones 
industrial  average 
and  8%  for  the 
nasdaq  composite. 

Although  ignored, 
their  current  picks 
have  "great  upside 
potential,"  says  Bal- 
lan. Among  them: 
Lazare  Kaplan  In- 
"  temational  (lki)  the 
nation's  largest  cutter  and  polisher  of 
natural  gem  diamonds  and  the  top  sup- 
plier to  Tiffany's;  Hovnanian  Enterpris- 
es  (hov),  a  builder  of  houses  and  apart- 
ments; and  Cybex  (cyb),  a  maker  of 
fitness  and  physical 
therapy  equipment. 

Lazare  Kaplan, 
controlled  by  Chair- 
man Maurice  Tem- 
pelsman  and  his  son, 
Leon,  the  president, 
who  together  own 
64%,  signed  an  un- 
precedented 10-year 
pact  in  mid-July 
with  Russian  gem 
producer  ak  Almazi 
Rossii  Sakha.  The 
deal  calls  for  Lazare 
to  build  and  manage  a  diamond-cutting 
factoiy  in  Moscow.  It  will  supply  Lazare 
with  at  least  $45  million  worth  of  stones 
a  year.  Lazare  will  market  the  diamonds 
through  its  global  network.  The  Export- 
Import  Bank  will  guarantee  the  financ- 
ing of  a  $60  million  purchase  of  U.S. 
mining  equipment  for  ak  Almazi. 

The  company  ha^  hired  ubs  Securities 
to  explore  "growth  opportunities,"  in- 
cluding mergers  and  acquisitions,  says  a 
Lazare  official.  Ballan  figures  the  Russ- 
ian pact  will  add  some  $70  million  to 
yearly  sales.  For  the  year  ended  May 
31,  1996,  Lazare  posted  sales  of  $266.3 


BALLAN:  Lazare 
gems  sparkle 


million.  Excluding  the  Russian  project, 
Ballan  sees  Lazare  making  $2  in  fiscal 
1997,  and  $3  in  1998.  Now  at  14,  the 
stock  is  worth  24,  says  Ballan. 

Hovnanian's  shares,  at  13  in  early 
1994,  have  dropped  to  6  because  of  dis- 
appointing earnings  caused  by  a  housing 
slump.  But  with  its  Northeastern  mar- 
kets perking  up,  Hovnanian  is  expected 
to  rebound.  He  figures  it  will  make  75(2 
a  share  in  the  year  ending  Oct.  31,  1996, 
and  95c  in  1997.  And  he  sees  the  price 
doubling  in  a  year. 

Cybex,  known  as  Lumex  before  sell- 
ing a  unit  also  called  Lumex  in  April  for 
$40.8  million,  may  be  preparing  for  an- 
other deal:  Cybex  has  retained  Smith 
Barney  as  investment  banker,  says  Con- 
nor, to  find  ways  to  maximize  value 
through  a  merger  or  outright  sale  of 
the  company,  ceo  Ray  Elliott  is  "a  turn- 
around expert  who's  very  much  share- 
holder-oriented," says  Connor.  The  stock, 
at  10,  should  hit  18,  says  Connor.  He 
sees  Cybex  making  50(2  a  share  this 
year-  and  $1  next.  At  that  rate,  Cybex — 
along  with  c-b's  other  picks — may  not 
stay  in  the  doghouse  for  long. 

KEEP  A  WATCH  ON 
THIS  UGLY  DUCKLING 

As  analysts  see  it,  Cygnus  (CYGN),  a 
biotech  outfit,  won't  make  money  un- 
til 1998,  and  this  has  depressed  the 
stock.  It  has  slid  to  16  a  share,  down 
from  25  early  this  year.  Still,  this  devel- 
oper of  diagnostic  and  drug-delivery  sys- 
tems, primarily  transdermal  patches, 
has  some  die-hard  fans. 

Cygnus  has  an  array  of  products  in 
advanced  development — chief  among 
them  GlucoWatch,  a  diabetes  monitor — 
that  are  "potentially  great  winners," 
says  Ronald  Nordmann,  a  partner  at 
Deerfield  Management,  a  New  York  firm 
that  invests  mainly  in  health-eare  stocks. 
He  expects  GlucoWatch  to  be  approved 
for  marketing  by  the  Food  &  Drug  Ad- 
ministration before  the  end  of  1997. 

Worn  like  a  wristwatch,  GlucoWatch 
has  a  disposable  pad  next  to  the  skin 
that  detects  the  glucose  level  in  the 
blood  of  diabetes  patients.  Several  big 
drugmakers  have  signed  pacts  with 
Cygnus.  Beeton  Dickinson  will  market 
GlucoWatch  in  the  U.  S.  And  Japan's 
Yamanouchi  Pharmaceutical  will  sell 
GlucoWatch  in  Japan  and  Korea. 

Cygnus'  other  products  in  the  pipeline 
have  also  attracted  some  biggies:  It  has 
a  deal  with  American  Home  Products  to 
market  hormone  replacement  patches, 


now  in  clinical  trials.  Another  produ, 
FemPatch,  an  estrogen  skin  patch  ij- 
veloped  in  an  agreement  with  Freih 
chugmaker  Sanofi,  will  be  marketed  y 
Warner-Lambert.  And  Johnson  &  Jo> 
son  is  selling  Cygnus'  Nicotrol,  a  sm:- 
ing-cessation  skin  patch  approved  y 
the  fda  in  July  as  a  nonprescript^ 
product. 

"While  we  underscore  the  risk  of  I 
velopment  delays,  the  signing  of  wor-l- 
class  partners  and  recent  upbeat  (!*■ 
cussions  with  management  suggest 
unusual  investment  opportunity,"  sis 
analyst  Douglas  Lind  of  Paine Webb< 

LORAL  SPACE  IS  ON 
THE  LAUNCHING  PAI 

Bernard  Schwartz  is  all  set  to  del 
again.  He  built  Loral  from  serai 
into  a  major  defense  electronics  comt- 
ny  through  an  aggressive  strategy)! 
acquisitions.  Loral  was  acquired  y 
Lockheed  Martin  in  April,  1996.  At  * 
same  time,  Lockheed  spun  off  Lc| 
Space  &  Communications  (lor),  wi 
Schwartz  as  chairman  and  ceo.  L« 
Space  started  trading  on  its  own! 
Apr.  15,  1996,  at  13  a  share.  The  sth 
climbed  as  high  as  18%  in  May  but  is 
fallen  back  to  14.  Some  money  mv 
agers  have  taken  advantage  of  the  m 
to  put  money  behind  Schwartz  agaii 

Says  Oppenheimer  analyst  Lior  Bi»- 
man  of  Loral  Space:  "Given  its  supt 
track  record  and  cash  position  ($5 
million — and  no  debt),  Schwartz  'I 
have  no  problem  financing  its  strat* 
to  become  a  lead- 
ing satellite-based  A  SURGE  AFTEI 
telecom  company."       THE  SPIN-OFF 

Schwartz  ac-  Ia  _ 
knowledges  that 
several  deals  "are 
in  the  works  to 
achieve  that  goal," 
though  he  de- 
clined to  be  spe-  h 
cific  about  the 
companies  he  is 

talking  with.  "We  12 
,         fe  ...  LORAL  SPACE 

have  an  appetite  stock  price 

to  become  an  im-  weekly  close 

portant  player  in  °apr.  15,  '96  aug.  j 
a  consolidating  in-  A  dollars 
dustrv"  Schwartz  data  Bloomberg  financial  ma|P 
says.  Loral  Space  also  owns  33.79frf 
Globalstar  Telecommunications,  whh 
is  preparing  to  launch  a  worldwide  s; 
lite-based  digital  telecom  system.  M 
Loral  also  owns  51%  of  Space  £s- 
tems/Loral,  a  maker  of  satellite  systtis 
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Which  Kind  of  Investor  are  You? 


Primitive  investors  were  always  stalking  the  bull.  And  fearing  the  bear. 
But  slowly,  some  investors  came  to  understand  seasons  and  cycles.  They  settled 
down  and  worked  to  build  wealth.  They  learned  to  thrive  while  others  fought 
to  survive.  Your  financial  advisor  will  want  to  know:  are  you  hoping  to  make 
a  killing?  Or  have  you  evolved  into  a  more  civilized  investor?  Ask  your  financial 
advisor  about  Kemper  Funds  or  call  1-800-Kemper-l  ext.  818. 

P 

H  KEMPER  FUNDS 

Before  you  invest  or  send  money,  carefully  read  the  brochure  and  prospectus  containing  more 
information  including  management  fees  and  expenses.  ©199(S  Kemper  Distributors,  Inc. 

http://www.kemper.com 
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INVESTIGATIONS 


A  GREATER  THREAT 
THAN  TERRORISM? 

Lax  standards  for  plane  mechanics  may  compromise  safety 


The  crash  of  twa  Flight  800  off 
Long  Island  has  made  terrorism 
the  air-safety  issue  of  the  moment. 
But  investigators  studying  this 
spring's  ValuJet  crash  in  the  Florida 
Everglades  have  stumbled  upon  a  safe- 
ty problem  that  may  pose  an  even 
greater  threat:  poorly  trained  mechanics 
with  questionable  credentials.  Officials  of 
the  National  Transportation  Safety 
Board  (NTSB)  have  told  BUSI- 
NESS week  they  found  sev- 
eral mechanics  at  a  repair 
facility  used  by  ValuJet  Air- 
lines Inc.  in  Miami  who  al- 
legedly could  not  understand 
much  English — the  most  ba- 
sic requirement  for  certifica- 
tion in  the  U.  S. 

All  mechanics  licensed  to 
work  on  planes  are  supposed 
to  be  trained  and  tested  in  a 
rigorous  system  set  up  and 
enforced  by  the  Federal  Avi- 
ation Administration.  But 
critics  say  there  are  serious 
flaws  at  every  step  in  the 
process.  Mechanics  may  be 
poorly  trained  at  aviation 
schools  that  are  more  focused 
on  teaching  test-taking  than 
mechanical  skills.  Some  local 
FAA  offices  accept  military  ex- 
perience of  questionable  rele- 
vance in  place  of  a  diploma. 
Shoddy  testing  procedures 
then  allow  these  poorly  qual- 
ified candidates  to  obtain  FAA 
certification,  according  to 
more  than  40  aviation 
sources,  including  mechanics 
at  major  airlines  and  repair 
facilities,  faa  inspectors,  and 
ntsb  officials.  "The  faa  sim- 
ply doesn't  enforce  the  rules 
about  screenii.'j  mechanics," 


charges  ntsb  board  member  John 
Goglia,  a  Clinton  appointee  and  former 
mechanic  at  usAir  Inc.  Adds  a  veteran 
faa  flight  safety  inspector:  "We're  hand- 
ing out  mechanic  certificates  like  bubble 
gum  today." 

Although  the  ntsb  says  JET  LAG:  Concerns 
several  major  airlines  have  are  greater  at  air- 
been  involved  in  fatal  acci-  lines  that  farm  out 
dents  in  which  faultv  main-  maintenance 


tenance  was  a  probable  cause,  the  pre 
lem  is  far  more  widespread  at  the  k> 
cost  carriers,  according  to  ntsb  accidd 
reports  and  industry  insiders.  The  mah 
carriers  do  most  of  their  maintenara 
in-house,  and  while  the  faa  doesn't  I 
quire  it,  the  majors  continue  to  tr;a 
their  mechanics  after  they  have  bej 
certified.  Low-cost  earners,  by  contra 
are  more  likely  to  send  their  planes  A 
to  third-party  repair  stations.  Some  s| 
tions  hire  scores  of  contract  mechais 
for  particular  jobs  and  may  have  lit! 
knowledge  of  their  work  histories. 
FRIGHTENING  PICTURE.  Mechanics! 
some  third-party  repair  stations  e;l 
about  a  third  less  than  the  major  1 
lines  pay,  and  numerous  industry  im^ 
ers  say  that  they're  often  less  skill 
"The  hole  in  the  system^ 
with  the  repair  facilities  tl 
use  contract  labor.  An  airli 
that  sends  out  a  plane  i 
third-party  maintenance  ta!| 
real  risks  unless  they  k« 
tight  tabs  on  the  work,"  s  1 
Eugene  "Dutch"  Dreschet 
lead  inspector  in  the  technaJ 
operations  division  at  Noii 
west  Airlines  Inc.  When  1;& 
er  airlines  do  use  third-pj^ 
stations,  they  are  more  lili 
to  monitor  the  work  clos« 
Poor  maintenance  doe« 
grab  headlines,  but  it  8 
brought  down  many  vm 
planes  than  terrorists.  SB 
1990,  faulty  maintenance  & 
played  a  role  in  14  comr£ 
cial  aircraft  accidents  ini 
U.  S.,  killing  scores  of  pec4 
according  to  ntsb  documea. 
Although  some  of  the  fa^J 
maintenance  has  been  tr;ii 
to  simple  human  error  raSt 
than  outright  incompeteSs, 
the  ease  with  which  unqili- 
fied  mechanics  can  obtain^, 
certification  is  troubling.  h( 
faa  says  that  all  licensed  ifri 
chanics  meet  rigorous  sm\ 
dards  before  getting  tsB'j 
certificates. 

It  is  impossible  to  d<ah 
mine    from    ntsb  rec($J 
whether  improperly  eerie1 
mechanics  have  been  I 
cause  of  any  airline  acciiiitl 
But  a  1993  audit  byp 
Transportation  Dept.'sln  j 


"We're  handing  out  mechanic  certificates  like 
bubble  gum,"  says  an  FAA  flight  safety  inspector 


LET  METLIFE  SHAPE  A  BENEFITS  PLAN 
TO  YOUR  COMPANY'S  NEEP5 . 


Downsizing  and  budget  cuts  may  give 
benefits  managers  more  to  do  than  ever 
before,  and  maybe  less  staff  to  do  it  with. 

That's  why  MetLife  can  be  especially 
useful.  We're  prepared  to  create  a  custom 


benefits  plan  to  your  needs,  drawing  from 
our  wide  range  of  products  and  services 
including  Voluntary  Employee  Benefits. 

For  more  information,  call  your  broker 
or  consultant,  or  1-800-Metl_ife. 


Group  Term,  Universal  and  Variable  Universal  Life  Insurance,  Executive  Life,  Managed  Disability, 
Group  Dental  and  Vision,  Group  Long-Term  Care  Insurance,  Auto  and  Homeowners  Insurance*  401  (k) 
Programs,  Investment  Management  Services  and  Benefits  Administration  Outsourcing  Services. 


GETMET.  ITPAV5. 

1-800-MetLife 


Government 


How  can  someone  with  scanty  English 
get  a  license  in  the  U.S.  if  FAA  rules  forbid  it? 


spector  General's  Office  paints  a  fright- 
ening picture  of  laxity  and  loopholes  in 
the  certification  process,  and  it  concludes 
by  saying  that  the  "faa  cannot  be  as- 
sured that  only  qualified  applicants  were 
certified  as  aviation  mechanics." 

Aviation  insiders  have  complained 
about  the  slipshod  licensing  practices 
for  years.  Now,  word  of  the  problem  is 
beginning  to  circulate  on  Capitol  Hill. 
"Massive  weaknesses  in  the  faa's  over- 
sight of  how  mechanics  get  certified 
have  created  a  serious  safety  gap  in  the 
airline  industry,"  charges  Representa- 
tive Peter  A.  DeFazio  (D-Ore.),  a  mem- 
ber of  the  aviation  subcom- 
mittee    of  the 
House  Transporta- 
tion Committee. 
DeFazio  and  three 
colleagues  wrote  to 
FAA  administrator 
David  R.  Hinson  in 
August  asking  the 
beleaguered  agency 
to  tighten  up  on  the 
licensing  require- 
ments for  mechanics. 

With  entry-level 
maintenance  jobs  at 
the  top  U.S.  airlines 
paying  more  than  $15 
an  hour,  underqualified  me- 
chanics have  plenty  of  incentive  to  ob- 
tain an  aii-frame  and  power-plant  cer- 
tificate. Known  in  the  industry  as  an 
A&P,  this  certificate  allows  mechanics  to 
work  on  aircraft  without  supervision. 
"Demand  is  such  today  that  anyone  with 
an  a&p  who  can  pass  a  drug  test  has  at 
least  one  job  waiting,"  says  Edward 
Ray,  sales  director  at  fapa,  an  Atlanta 
aviation  career-planning  firm  that  puts 
on  job  fairs.  The  certification  process  is 
straightforward:  Mechanics  must  first 
of  all  demonstrate  they  have  had  proper 
experience  or  training.  The  faa  requires 
that  applicants  either  attend  an  FAA-ap- 
proved  aviation-maintenance  school  for 
1,900  hours  or  work  for  30  months  as  an 
apprentice  mechanic.  The  next  step  is  to 
pass  a  series  of  written  tests.  Finally, 
would-be  airplane  mechanics  must  take 
an  oral-and-practical  exam  demonstrat- 
ing hands-on  knowledge  and  skills. 

There  appear  to  be  abuses  at  eveiy 
stage.  The  most  basic  requirement  for 
U.S.  mechanics  is  the  ability  to  read, 
write,  and  understand  English.  But  a 
continuing  ntsb  investigation  of  the  fa- 


tal ValuJet  crash  revealed  that  several 
of  the  Spanish-speaking  mechanics  who 
worked  at  SabreTech,  a  repair  facility  in 
Miami  that  did  maintenance  work  for 
ValuJet,  allegedly  lacked  sufficient  Eng- 
lish. This  would  mean  that  they  could 
not  understand  the  repair  manuals  for 
fixing  planes,  which  are  published  only 
in  English  for  most  aircraft  in  the  U.  S. 
"It's  a  matter  we  intend  to  bring  up 
with  the  faa,"  says  Bernard  Loeb,  di- 
rector of  the  office  of  aviation  safety  at 
the  ntsb.  ValuJet  referred  all  questions 
in  the  matter  to  SabreTech.  The 


Many,  such  as  the  well-respected  Pil 
burgh  Institute  of  Aeronautics,  wh 
charges  $17,388  for  its  course  of  sti 
provide  quality  training.  But  critics 
many  other  schools  are  money-mak 
machines  designed  not  to  teach  stude 
hands-on  skills  but  rather  to  teach  th 
how  to  pass  the  A&P  tests.  "A  lot 
these  schools  are  just  diploma  m 
churning  out  people  who  have  no  b 
ness  being  mechanics,"  charges  Ps 
Spears,  who  until  1995  helped  pi 
graduates  for  two  a&p  schools  and 
now  works  for 
Oakland  (Ca 
repair  station. 
faa  says  that  all 
approved  sch< 
must    meet  st 


of 


iur*etllance 

DME  testing  - 
adequate.     DWlT  _„«uv  thorough 


practices 


oinistretion  (FAA) 

Mechanic  tx*7~*      wtxb  FAA  stan»»*  low«rta*     ,  im  nee  tors 

were  not  consU^  *      .ppolntm.nta  by^   MrWoruun.s.    ™  BOt 

.  nME.  abused  *— ~i    because  stance* 
and  DMfcs  »  occurred    °e<"*       d   m   some  —wit,  FAA 

Tf.ese  problems  o  .afotcttf.  *f*  omenta  •  **  '  ^i.d  a. 
{inspector)    ^  J*  »nd  eouip-*  ,^  wpUcant.  were  cert* 

cannot  oe 
aviation  mechanics . 


SLACK:  A  1993  Transportation  Dept. 
audit  described  loopholes  in  testing 

company's  lawyer  Kenneth  P.  Quinn  an- 
swers that  he  is  "not  aware  of  any  of 
our  licensed  a&p  mechanics  who  can't 
read,  write,  and  understand  English." 

How  is  it  possible  for  someone  with 
scanty  knowledge  of  English  to  get  an 
a&p  license  in  the  U.S.,  if  faa  rules 
forbid  it?  "Easy,"  says  an  faa  flight 
safety  inspector  in  South  Florida,  where 
the  SabreTech  facility  is  located.  "You 
bullshit  your  way  through  the  faa's 
'rigid'  licensing  procedures.  It  happens 
all  the  time."  Furthermore,  he  says  that 
the  inspectors  were  discouraged  by  FAA 
management  from  reporting  problems 
they  encountered  with  testing  proce- 
dures, a  view  that  was  corroborated  by 
six  other  faa  inspectors.  The  faa  says 
the  English  requirements  for  a&p  certi- 
fication are  very  specific,  but  it  would 
not  comment  on  SabreTech  because  of 
the  current  investigation  into  the  Valu- 
Jet crash. 

And  the  aviation  schools  that  are  ap- 
proved by  the  faa  to  train  mechanics? 


standards. 

As  a  substit 
for  aviation  sch 
mechanics  may 
fer  evidence 
practical  exp 
ence — often  in 
military.  In  n& 
cases,  this  is  proi 
But  numerous  aviaif 
professionals  say  that  spep 
faa  offices  are  inappropriately  ffe 
proving  applications  by  former  milil? 
members  with  limited  mechanical  sl|$ 
such  as  former  maintenance  office  wJj 
ers.  Six  current  a&p  mechanics,  whcji 
quested  anonymity,  said  they  macfl 
special  trip  to  another  city  where  fll 
faa  field  offices  had  a  reputation* 
being  "friendly."  Says  mechanic  fl 
Urquhart,  a  veteran  a&p  mechjB 
"Everybody  knows  who  [in  the  faM 
Santa  Claus  and  who's  an  sob."  AccB 
ing  to  today's  grapevine,  Fort  WcB' 
Miami,  Nashville,  and  Seattle  haveB 
most  military-friendly  faa  offices.  V 
FAA  says  that  a  single  standard  isi£ 
plied  throughout  the  country.  ItH 
knowledges  that  it  allows  out-of-s|§ 
applicants  but  has  no  data  on  how  vB 
spread  such  applications  are. 

The  next  step  for  would-be  air<4 
mechanics  is  to  pass  the  written  titt 
something  a  full  95%  of  candidw 
manage  to  do.  Why  such  a  high  r[l 
One  reason  may  be  that  the  FAA  m& 
the  questions  available  in  advance,  n> 
entrepreneurs  provide  the  answll 
"All  you  have  to  do  is  memorize)* 
answers,  and  you're  home  free,"  H 
Leonard  Erickson,  owner  of  Erie]* 
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\NOTHER   INVESTOR'S  ADVANTAGE 

Ten  years  of 
beating  the  S&P. 


No  load. 


Strategist  Growth  Fund  from  American  Express 


Average  Annual  Total  Returns  (As  of  6/30/96)* 
1  Year  5  Year  1 0  Year 


29.P  19.2%  14.1 

Standard  &  Poor's  500  Index 
26.0%  15.7%  13.8% 


% 


0%  No-load 


The  Strategist  Growth  Fund  from 
American  Express  Financial  Direct  has 
outperformed  the  Standard  &  Poor's 
Index  over  the  past  1-,  5-  and  10-year  periods  on  an  average 
lal  total  return  basis.  Of  course,  past  performance  is  no  guar- 
2  of  future  results. 

can  get  started  with  as  little  as  $2,000.  Licensed  financial 
iultants  are  ready  to  discuss  the  wide  range  of  financial 
ucts  from  American  Express  designed  to  meet  a  variety  of 
stment  goals.  Whatever  you  request,  you'll  receive  the  excep- 
il  service  you  expect  from  American  Express. 


Financial 
Direct 


For  a  Strategist  Growth  Fund  prospectus 
— with  no  load  or  transaction  fee,  call 

1800AXP-7002 

2   9  7  -  7  0  0  2 


ige  annual  total  returns  are  Jor  the  periods  emlmg  6/30/96,  ami  include  changes  m  principal  value,  reinvested  dividends  ami  capital  gains  distributions  Investment 
and  principal  value  will  var)>  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  Strategist  Growth  Fund  invests  its  assets  in  Growth 
io  of  Grouth  Trust.  The  Portfolio's  predecessor  fund,  IDS  Growth  Fund,  luis  been  in  existence  since  March  1972.  file  performance  shown  is  based  in  part  on  the 
cal  performance  of  the  predecessor  fund,  which  also  incests  its  assets  in  ( irrnvth  Portfolio.  The  performance  shown  represents  performance  of  the  predecessor  fund  prior 
J/95  and  oj  the  predecessor  jumis  Class  A  shares  from  3/20/95  through  6/30/%,  adjusted  to  reflect  the  absence  of  sales  charges.  Tlie  historical  performance  has  not 
djusted  for  any  difference  between  the  estimated  fees  ami  expenses  of  the  Fund  and  the  historical  lees  ami  expenses  oj  the  predecessor  fund.  Stocks  that  main'  up  the 
00  Index  may  not  necessarily  he  the  same  as  those  in  which  the  funds  portfolio  invests  The  S&P  500  is  not  an  investment  vehicle.  Standard  and  Poor's  anil  S&P  are  registered 
arks  of  the  McGraw-Hill  Companies,  Inc.  For  more  complete  information,  including  charges  and  expenses,  please  call  lor  a  prospectus.  Read  it  carelulh  before  xou 
or  send  money.  American  Express  Service  Corporation,  Distributor. 


'When  I  meet 


j  1  • 

jreathing 

customers,  why  V  J 


don't  I  recognize 


them  from 

the  profiles 

in  my  database?' 


You  know  that  your  customers 
aren't  numbers.  Certainly  no  graphs, 
or  even  fancy  multimedia  presentations 
ily  describe  them. 

'So  how  do  I  paint  a  fuller  picture  of  my 
V  IBM  consultants  are  being  asked  the  same 
m  by  thousands  of  companies.  And  we've 
that  they  all  have  one  thing  in  common, 
t  all  of  the  information  they  need  already 
But  where? 

3ayment  histories  are  in  their  Hong  Kong 
bureau.  Customer  complaints  lloat  around 
ail  limbo.  Details  of  a  new  order  cruise  at 
)  feet  on  a  sales  directors  laptop.  And,  most 
ant,  todays  customers  are  interacting  with 
i  the  Internet.  Providing  your  company  with 
ih  ol  specific  information  with  each  log-in. 
So  IBM  has  developed  new  ways  to  connect 
ompany  to  all  of  this  vital  information -ways 
ce  sure  the  latest,  most  relevant  facts  are 
tly  available  every  time  you  come  in  contact 
)ur  clients.  We  call  these  offerings  Customer 
pship  Solutions. 


Take  our  call  center  technology,  lor  example. 
It  recognizes  callers  and  puts  their  latest  profiles 
on  the  screen  before  your  customer  service  rep 
has  even  picked  up  the  phone.  Now  they  can 
answer.  "Hello  Mr.  Wright,  your  automobile  loan 
has  been  approved  and  you'll  receive  a  check  by 
the  end  of  the  week.  By  the  way.  I  sec  that  you 
requested  an  investment  kit  this  morning  from 
our  Web  site.  It's  gone  out  in  today  s  mail. 

It  all  makes  you  more  responsive.  \\  Inch 
increases  customer  loyalty.  \\  Inch  makes  your 
business  grow. 

We  more  than  understand  the  value  of 
great  elieui  relationships.  And  we'd  love  to  start 
one  w  ith  you.  Visit  us  at  w  w  w.ibm.coi  or 
phone  IBM  at  I  K00  IBM  70!  .  ;   ..  for 

a  Tree  Id  nage  booklet  highlighting  how  IBM  can 
help  your  business  thrive  in  a  networked  world. 


Solutions  for  a  small  planet 


ins  lor  a  small  planel  aie  trademarks  ol  IBM  Corp  ©19%  IBM  Corp 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questions  about  features 
from  the  magazine. 


Labor  Day 


r±4 


-  l  1 

m 


For  a  free  trial  diskette 
including  10  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week 


Labor  Secretary  Robert  B. 
Reich,  in  his  annual  dialogue 
with  the  American  worker,  takes 
your  questions  on  issues  such 
as  the  minimum  wage,  unions, 
and  the  impact  of  high  tech  on 
the  workplace.  He  will  be  on 
stage  with  BW's  Aaron 
Bernstein.  Sept.  2 
7:45  p.m.  eot  in  the  Globe 

Transcripts 

Sample  the  riches  from 
previous  conferences — for 
example,  Dilbert's  view  of 
management  (5/29),  Dole's  top 
economist  on  his  tax  plan 
(8/11),  and  the  overloaded 
Internet  (8/25). 

Transcripts  of  ell  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 

A 

A  M  E  RiLC  A 


Government 


Enterprises,  an  aviation  software  com- 
pany in  Vacaville,  Calif.,  that  sells 
study  kits  with  the  questions  and  an- 
swers for  $69.  Like  dozens  of  other 
vendors  that  advertise  in  the  back  of 
aviation  periodicals,  Erickson  guaran- 
tees that  would-be  mechanics  will  pass 
the  written  test  with  just  three  days  of 
study.  "Everybody  memorizes  the  an- 
swers," confirms  Sig  Mueller,  an  a&p 
mechanic  since  1967.  "It's  kind  of  a 
joke  in  the  industry."  The  faa  says  it 
publishes  the  questions  with  several 
answers,  forcing  the  applicant  to  fig- 
ure out  which  one  is  correct.  It  says 
the  practice  is  a  "common  and  effective 


and  an  faa  inspector.  Since  applicant! 
can  go  to  any  examiner  they  choose,  1 
reputation  for  a  high  pass  rate  can  raj 
suit  in  a  lucrative  sideline  for  the  vel 
eran  mechanics.  "The  dmes  pass  thesl 
guys  for  cash,  and  the  faa  ignores  it  J 
says  an  faa  inspector.  This  view  wa| 
confirmed  by  more  than  25  aviatioil 
sources,  ntsb  officials  privately  say  thei 
suspect  the  a&p  mechanics  at  SabreTec| 
who  allegedly  couldn't  understand  Ena 
lish  may  have  paid  off  a  dme  to  gel 
their  licenses,  a  charge  SabreTechl 
Quinn  says  is  "irresponsible,  unsubstara 
tiated,  and  smacks  of  discrimination.! 
The  faa  says  that  the  dmes  are  allowed 


How  well-trained  are 

aircraft  mechanics? 

!          THE  FAA  REGULATION  | 

THE  REALITY 

FIRST  Mechanics  must  read,  write, 
and  understand  English 

Some  licensed  mechanics  allegedly 
can't  read  English-language  aircraft 
repair  manuals 

AND  mechanics  must  have  30 
months  of  relevant  experience 

Lenient  or  uninformed  FAA 
inspectors  often  approve  candidates 
with  irrelevant  experience 

OR  Mechanics  must  have  1,900  hours 
at  an  FAA-approved  aviation  school 

Some  schools  are  diploma  mills 
that  teach  how  to  pass  FAA 
tests,  not  mechanical  skills 

THEN  Mechanics  must  pass  a  series  of 
written  tests  to  prove  their  aviation 
knowledge 

Test  questions  are  available 
in  advance,  so  the  answers 
are  typically  memorized 

AFTER  THAT  They  must  pass  an  oral 
and  practical  test 

Examiners  set  their  own  fees, 
which  critics  say  encourages 
some  to  pass  untrained  students 

DATA  FEDERAL  AVIATION  ADMINISTRATION,  BUSINESS  WEEK 


tool  used  by  students  to  prepare  for 
examinations." 

LUCRATIVE  sideline.  Finally,  there's  the 
oral  and  practical  exam,  which  is  almost 
always  administered  by  a  designated  me- 
chanic examiner  (DME).  These  are  faa- 
deputized  a&p  mechanics  who  often  teach 
aviation  while  administering  tests  as  a 
sideline.  But  the  1993  ig's  audit  found 
that  many  examiners  were  passing  just 
about  anyone  willing  to  pay  their  fees, 
which  typically  range  from  $250  to  $350. 
For  example,  22  of  the  35  examiners  au- 
dited were  found  to  be  lowering  test 
standards.  In  one  case  cited  in  the  audit, 
applicants  were  given  the  practical  por- 
tion of  the  test  not  at  an  airfield  but  in  a 
bedroom  in  the  examiner's  home. 

The  examiner,  who  used  diagrams 
and  pictures  instead  of  actual  aircraft 
and  tools,  passed  every  applicant  he 
tested  in  1992.  The  audit  said  a  sample 
group  of  dmes  passed  98.7%  of  appli- 
cants that  year,  but  later  the  group's 
pass  rate  dropped  to  40%  when  the 
tests  were  observed  by  an  ig  auditor 


to  charge  a  reasonable  fee  and  that  fee; 
are  kept  in  line  by  competition  in  th< 
marketplace.  It  says  that  since  the  199J 
audit,  numerous  steps  have  been  taker 
to  ensure  enforcement  of  FAA  standards 
including  more  rigorous  training  courses 
and  100%  surveillance  of  dmes'  perfor 
mance  by  FAA  inspectors. 

Although  the  faa  maintains  that  al 
mechanics  must  meet  strict  require 
ments,  it  has  been  working  on  rewriting 
the  regulations — since  the  late  1980s 
"Meanwhile,  unqualified  mechanics  car 
continue  to  get  licenses,"  says  Star 
Mackiewicz,  executive  director  of  the 
Professional  Aviation  Maintenance  Assn 

There  are  roughly  125,000  licensee 
a&p  mechanics  in  the  U.  S.  today.  Most[ 
say  airline  sources,  are  dedicated,  com- 
petent workers  whose  credentials  are 
first-rate.  The  problem  is  that  airlines 
and  aii-craft-repair  facilities  have  no  waj 
of  telling  them  apart  from  incompetent 
mechanics:  They  all  carry  the  same 
stamp  of  approval  from  the  FAA. 

By  Willy  Stern  in  New  York 


ERE'S  ONLY  ONE  NAME 
YOU  NEED  TO  KNOW:  SANWA. 


We've  been  in  Asia  for  decades,  building  a  vast  network  of  close  personal  contacts  and 
developing  deep  expertise.  We  now  have  44  offices  in  12  different  countries  of  the  fast-growing 
Asian  market,  and  the  status  of  a  local  partner.  We  can  introduce  you  to  all  the  right  people, 
and  smooth  your  way  in  any  kind  of  project  or  transaction.  We  can  provide  you  with  the  finest 
in  commercial,  investment,  nearbanking  services  —  and  more.  Our  Asian  network  is  an  integral 
part  of  our  global  network  of  almost  one  hundred  bases  in  thirty  countries,  plus  370  branches 
in  Japan.  With  a  worldwide  presence  on  this  scale,  and  with  our  enormous  resources,  who  could 
connect  you  to  Asia  better  than  us? 

( " sanwa  bank  A«aa  es-tt  mstttt  ."  is  Chinese  lor,  "Of  course  I  know  Sanwa.  They  have  been  a  key  part  of  our  business  in  Asia  lor  years. " ) 

&  Sanwa  Bank 

Bringing  the  world  to  Asia 

TOKYO  HEADQUARTERS:  03-5252-1111,  OSAKA  HEAD  OFFICE:  06-206-8111 
hup:  // www.sanwabank.co.jp 

The  Sanwa  Bank  Asia/Oceania  Network 


long  Kong   Hong  Kong  Branch,  Kowloon  Sub- 
branch,  Causeway  Bay  Sub-branch, 
China  Resources  Building  Sub- 
branch,  Central  Sub-branch,  Kwun 
Tong  Sub-branch,  Kwai  Chung  Sub- 
branch,  Sanwa  International  Finance 
Limited,  Sanwa-DSP  Credit  Limited, 
Sanwa  Financial  Products  Co  ,  L  P  , 
Hong  Kong  Branch,  Sanwa  Housing 
Loan  (Hong  Kong)  Limited 

hina        Shenzhen  Branch.  Shanghai  Branch. 

Dalian  Branch.  Beijing  Representative 


Ottice,  Tian|in  Representative  Office, 
Guangzhou  Representative  Office.  China 
Universal  Leasing  Co  ,  Ltd  ,  Shanghai 
International  Finance  Company  Limited 
Taipei  Representative  Office 
Seoul  Branch,  Korea  Developmenl 
Leasing  Corporation 
Singapore  Singapore  Branch.  Sanwa  Singapore  Limited, 
Sanwa  Futures  (Singapore)  PTE  Limited 
Labuan  Branch,  Kuala  Lumpur 
Representative  Office,  Commerce 
International  Merchant  Bankers 


Taiwan 
Korea 


Malaysia 


Berhad.  Bank  of  Commerce  (M)  Berhad 
Thailand    Bangkok  International  Banking  Facility, 
Provincial  International  Banking 
Facility  Chon  Bun  Branch,  Provincial 
International  Banking  Facility  Chiang 
Mai  Branch,  The  Siam  Sanwa  Industrial 
Credit  Public  Co  .  Ltd  .  The  Siam 
Sanwa  Tnlease  Co..  Ltd 
Indonesia  Jakarta  Representative  Office.  P  T 
Sanwa  Indonesia  Bank,  P  T  Sanwa- 
BRI  Finance,  P  T  Inter-Pacilic  Bank, 
P  T  Inter-Pacific  Securities 


The  Philippines  Rizal  Commercial  Banking 
Corporation 
Ho  Chi  Minh  City 
Representative  Office 
New  Delhi  Branch 
Yangon  Representative  Office 
Sydney  Representative  Office. 
Melbourne  Representative  Office, 
Sanwa  Australia  Limited,  Sanwa 
Australia  Finance  Limited 
Osaka  Head  Office.  Tokyo  Head- 
quarters, Nationwide  Network  370 


Viet  Nam 

India 

Myanmar 

Australia 


Japan 


Inter  p  D«rC  m 


THE  INTRANET  EVENT 


inhere  the  Internet  means  business 


Did  you  ever  feel  like  you  were  on  a  speeding  roller  coaster  that 
had  no  brakes?  If  you  are  a  corporate  Webmaster,  IS  professional, 
network  designer,  or  part  of  an  Internet/intranet  deployment 
team,  you  probably  know  the  feeling  well.  The  Internet  is  changing 
so  fast  that  even  the  most  conscientious  professional  is  challenged 
to  keep  pace  with  the  latest  technologies,  products,  and  practices. 

Now  there's  one  place  Internet  business  professionals  can  go  to 
see  and  learn  it  all.  Interop  DotCom,  the  only  event  dedicated  to 
providing  all  the  product  and  technology  information  needed  to 
effectively  deploy  Internets  and  intranets  in  business. 

Interop  DotCom  is  produced  by  SOFTBANK  Expos,  the  same 
folks  who  bring  you  NetWorld+lnterop,  the  industry's  leading 


conference  and  exhibition  on  networking.  Interop  DotCom  will 
coincide  with  NetWorld+lnterop  in  Atlanta,  September  16-20. 

Call  800-488-2883  for  your  FREE  pass  or 
stop  by  our  Web  site  at  www.interop.com 


Interop  DotCom  Atlanta  9G 


September  16-18, 1996 


September  18-20, 1996 

Georgia  World  Congress  Center 
Atlanta,  Georgia 


By  the  time  you  turn  this  page, 


18  planes  will  touch  down. 


2,000,000  gallons  of  oil  will  be  drilled. 


33  homes  will  be  built . 


1,443,750  stocks  will  change  hands. 


And  you  thought  you 


had  a  busy  day  at  work. 


The  McGraw-Hill  Companies 

Keeping  the  world  up  to  speed 


Information    and    Media       Educational    and    Professional  Publishing 
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MAKE  IT  SIMPLI 

That's  P&G's  new  marketing  mantra-and  it's  spreading 


Does  the  world  really  need  31  varieties  of  Head  & 
Shoulders  shampoo?  Or  52  versions  of  Crest?  Proc- 
ter &  Gamble  Co.,  the  world's  preeminent  mar- 
keter, has  decided  that  the  answer  is  no.  After 
decades  of  spinning  out  new-and-improved  this, 
lemon-freshened  that,  and  extra-jumbo-size  the  oth- 
er thing,  p&g  has  decided  that  it  sells  too  many  different  kinds 
of  stuff.  Now,  it  has  started  doing  the  unthinkable:  It's  cutting 
back.  Procter's  U.  S.  product  roster  is  a  third  shorter  today 
than  it  was  at  the  start  of  the  decade.  In  hair  care  alone,  it 
has  slashed  the  number  of  items  almost  in  half.  Fewer  shapes, 
sizes,  packages,  and  formulas  mean  less  choice  for  consumers. 
So  sales  went  down,  right?  Wrong.  Market  share  in  hair 
care  grew  by  nearly  five  points,  to  36.5%,  over  the  past  five 
years,  p&g's  overall  sales,  powered  by  international  expansion, 
have  grown  by  a  third  in  the  same  period. 

p&g's  drive  to  trim  its  product  list  is  just  one  piece  of  a 
larger  strategy  of  simplification.  The  company  is  now  taking 
an  ax  to  many  of  its  marketing  practices,  hacking  away  at 
layers  of  complexity  in  a  drive  to  cut  costs,  serve  customers 
better,  and  expand  globally.  Besides  just  saying  no  to  runaway 
product  proliferation,  it's  standardizing  formulas  and  packag- 
ing worldwide,  selling  marginal  brands,  cutting  inefficient 
promotions,  and  curbing  new-product  launches.  It's  even 
putting  its  sacrosanct  ad  budget  under  the  microscope  to 


help  shrink  overall  marketing  costs  to  20%  of  revenues  by 
2000,  from  25%  now. 

Sure,  these  moves  are  saving  Procter  money — lots  of 
And  those  savings  are  giving  p&g  the  leeway  to  propel  sal 
with  lower  prices,  while  increasing  margins.  But  al- 
though the  drive  to  simplicity  began  as  an  exercise  in 
old  fashioned  cost-cutting,  p&g  is  looking  for  other 
benefits.  It  knows  the  thousands  of  supermarket  prod- 
ucts leave  shoppers  staggering  down  aisles  in  sensory 
overload,  increasingly  immune  to  marketing  messages, 
indifferent  to  brands,  and  suspicious  of  pricing.  Since  so 
many  of  the  30,000  items  in  a  typical  supermarket  offer 
niggling  differences  from  each  other,  shoppers  face 
numbing  selection — but  little  in  the  way  of  real  variety. 
"There's  this  vast  array  of  products,"  says  Shelby  Reyes, 
a  58-year-old  Cleveland  bookkeeper.  "A  lot  of  times  I 
end  up  getting  what's  on  sale ...  or  I  say  the  hell  with 
it."  Concedes  p&g's  president,  Durk  I.  Jager:  "It's  mind-bcf 
gling  how  difficult  we've  made  it  for  them  over  the  years! 
LESS  IS  MORE.  The  upshot:  Stores  have  become  crarnmi 
with  things  that  people  never  buy.  Here  are  the  startlii 
statistics  of  that  waste:  Almost  a  quarter  of  the  products  ill 
a  typical  supermarket  sell  fewer  than  one  unit  a  month, 
according  to  research  by  consulting  film  Kurt  Salmon 
Associates  Inc.  On  the  other  hand,  just  7.6%  of  all  per- 


How  Procter  &  Gamble  Is  Paring  Down 

STANDARDIZING  product  formulas  and  packages.  P&G  now  uses  just  two  basic  packages  for  shampoo  in  the 
U.S.,  saving  $25  million  a  year. 

REDUCING  trade  promotions.  P&G  gives  stores  fewer  discounts  and  rebates,  and  it  bases 
them  on  sales  volume.  That  means  more  stable  prices. 

EASING  UP  ON  coupons.  With  redemption  rates  falling,  Procter  is  issuing  fewer 
coupons — and  going  cold  turkey  in  an  upstate  New  York  test. 

GETTING  RID  OF  marginal  brands.  Selling  off  second-tier  brands  such  as 

Bain  de  Soleil  sun-care  products  lets  P&G  concentrate  on  its  market  leaders.  / 

CUTTING  product  lines.  Axing  extraneous  sizes,  flavors,  and  other  variants  / 

2  makes  it  easier  for  consumers  to  find  what  they're  looking  for.  "^^^^  J 

|  REAPPLYING  strategies  that  work.  Always  sanitary  pads  uses  the  same  ads  world- 
£    wide.  A  distribution  system  developed  in  Eastern  Europe  is  being  exported  to  Asia. 

Cj   

3  TRIMMING  new-product  launches.  Only  items  with  a  strong  chance  of  making  the  top 
°    half  or  third  of  their  category  in  unit  sales  get  the  green  light. 
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The  Rest  of  the 
World  Goes  Simple 


How  other  companies 
are  streamlining 


aged-goods  industry.  The  Cincinnati-based  compam 
is  leading  a  broad  movement  among  marketers  a: 
executives  realize  complexity  alienates  consumers  anc 
generates  expensive  and  error-prone  operations.  "Com 
plex  processes  are  the  work  of  the  devil,"  in  th 
product  launches  byZU/o   words  of  ^engineering  guru  Michael  Hammer. 

TOYOTA  is  slashing  by  20%  the  development  costs  of  its 
1997  Camry  by  taking  out  unnecessary  content 


NABISCO  plans  to  trim  its  product  line  by  15%  and  cut  new- 


CITIBANK  is  replicating  model  branches  developed  in  Chile 
and  Greece  around  the  world,  instead  of  reinventing  them  in 
each  market 

CLOROX  simplified  its  trade  promotions  and  trimmed  the 
number  of  items  it  sells 

GENERAL  MOTORS  has  reduced  the  number  of  U.S.  car 
models  from  53  to  44  since  1994  and  combined  its  Pontiac 
and  GMC  divisions  to  simplify  marketing 

COLGATE-PALMOLIVE  consolidated  worldwide  advertising  un- 


corpulent  SYSTEMS.  Now,  some  of  America's  bigges 
consumer-products  companies  arc  exorcising  deviltr 
from  their  product  lists,  pricing,  promotions,  and  ads 
Nabisco  Inc.,  acknowledging  it  let  brand  extensions  ge 
out  of  hand,  is  cutting  new-product  launches  by  209* 
and  taking  some  15%  of  existing  items  out  of  produc- 
tion. Cereal  makers  have  all  vastly  cut  their  onc!^ 
ubiquitous  weekly  promotions  in  favor  of  simplicitj 
stability,  and  lower  list  pricing 

And  the  urge  to  simplify  isn't  limited  to  packaged 
goods  companies.  Toyota  has  simplified  car  design  bl 
stripping  out  needless  or  redundant  parts.  Showtim 
Networks  Inc.  has  made  its  bills  easier  to  figure  ouja 
cutting  the  error  rate  dramatically.  Instead  of  cus 


^L3.!^!®^^  torn-designing  model  branches  in  each  maris! 


KRAFT  this  spring  led 
more  stable  list  prices 


a  cereal-industry  move  toward  lower, 


DATA  BUSINESS  WEEK 

sonal-care  and  household  products  account  for  84.5%  of  sales, 
according  to  Paine  Webber  Inc.  analyst  Andrew  Shore.  A  lot  of 
the  rest  go  almost  unnoticed  by  consumers.  A  1993  study 
by  Willard  Bishop  Consulting  Ltd.  and  market  researcher 
Information  Resources  Inc.  found  that  when  duplicative  items 
were  removed,  80%  of  consumers  saw  no  difference — and 
16%  actually  thought  there  was  more  variety.  "Most 
cosmetic  and  household  product  companies  need 
an  in-house  Dr.  Kevorkian,"  Shore  says. 

Complicated  product  lines  and  pricing  ^ 
cause  worse  problems  for  the  retailer,  who 
has  to  straggle  amid  the  specials,  rebates, 
and  discounts  to  figure  out  the  invoice.  Of- 
ten he  fails.  An  astonishing  38%  of  all  gro- 
cery invoices  end  up  with  errors  requiring 
costly  special  handling  to  fix,  according  to  a 
study  by  Andersen  Consulting.  "We  created 
a  whole  plethora  of  allowances  and  deals  and 
conditions  which  were  just  simply  confusing 
and  added  cost  to  the  system,"  Jager  says. 

Five  years  ago,  Procter  led  the  way  to  more  stable  pricing 
by  vastly  reducing  the  array  of  supermarket  specials  in  favor 
of  lower  list  prices.  At  first,  retailers,  stung  by  the  loss  of 
their  discounts  and  special  deals,  slowed  purchases,  and  p&g's 
sales  stalled.  But  by  May  of  this  year,  its  overall  volume 
market-share  had  either  held  steady  or  increased  for  38 
months  in  a  row. 

Though  Procter's  drive  to  make  it  simple  has  been  gath- 
ering force  for  years 


!>i  9r¥t   ^ 
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it  gained  momentum 
with  the  ascent  of 
Chairman  John  E. 
Pepper  and  Jager  to  their  posts  a  year  ago.  Pepper  sees 
enormous  opportunities  in  simplification,  and  Jager  is  ramming 
the  program  tlu'ough.  The  goal  is  to  make  the  best  choice  for 
the  consumer  crystal  clear,  something  Jager  calls  trans- 
parency. A  case  in  point:  With  much  fanfare  eight  years  ago, 
p&g  launched  separate  disposable  diapers  for  boys  and  girls. 
Now,  it's  eliminating  them,  claiming  its  diapers  have  become 
so  absorbent  that  such,  well,  anatomical  targeting  isn't  nec- 
essary anymore.  More  to  the  point,  a  parent  of  a  baby  girl 
won't  rummage  through  the  boy  Pampers,  give  up,  and  buy 
Kimberly-Clark  Corp.'s  Huggies  instead. 

As  usual,  p&g  is  something  of  a  bellwether  for  the  pack- 


Citibank  took  a  successful  design  in  Chile,  refined  it  ij 
Greece,  and  reapplied  it  around  the  world.  And  Su; 

  Co.  is  reducing  the  number  of  grades  of  Sunoco  gas<| 

line  in  the  Northeast  from  five  to  four.  "In  an  effort  t 
give  you  more,  we  gave  you  more  choices  than  you  wanted! 
its  ads  confess.  "So  now,  at  Sunoco,  we've  simplified." 

There's  some  debate  over  how  far  the  simplification  drill 
will  go.  After  all,  it  wasn't  long  ago  that  companies  were  wa^jj 
ing  the  banner  of  micromarketing,  aiming  carefully  calibrate 
products  and  messages  at  ever-smaller  consumer  segments-i 
selling  spicier  canned  soup  in  the  Southwest,  for  eJ 
ample.  And  John  D.  Bowlin,  ceo  of  Kraft  Foocl 
International,  continues  to  argue  that  Prof 
ter's  variety-reduction  kke 
P&G  sold  its  is  ill  suited'  to  food  comp# 
50%  Stake         nies,  which  depend  on  ne| 

this  year       off^g!uto  d,rive  *ales-.  j 

a  Still,  there  s  no  denyin 

that  the  corpulent  packaged-goods  marketiri;! 
system  that  grew  up  in  the  1970s  and  198^ 
needs  to  slim  down.  Consumer-product  cor* 
panies  are  launching  more  than  20,000  new  itenl 
each  year,  according  to  New  Product  News,  a  tradl 
publication.  But  the  death  rate  is  high:  Barely  mow 
than  a  quarter  of  new  products,  excluding  line  extensions,  i« 
troduced  by  the  nation's  largest  advertisers  maintain  natiojft 
al  distribution  for  more  than  two  years,  says  market  re- 
searcher IRI. 

p&g's  push  to  cut  complexity  began  in  manufacturin, 
amid  the  1980s'  Total  Quality  movement.  Procter  realized  bp 
savings  by  cutting  the  number  of  specifications,  consolidate; 
suppliers,  and  streamlining  plants.  Incredibly,  p&g  once  h;I 


Procter  Cut  Its 
Product  Roster... 


...But  Sales  Hal 
Rebounded 
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"  It's  mind-boggling  how  difficult 
we've  made  it  for  consumers 
over  the  years  " 

DURKJAGER 

P&G  President  and  Chief  Operating  Officer 

different  kinds  of  cover  sheets  on  the  back  of 
ways  sanitary  pads.  Now  it  has  13.  Such  moves, 
aether  with  a  1993  restructuring  that  claimed 

000  jobs  and  30  plants,  have  helped  the  compa- 
cut  its  annual  production  and  distribution  costs 
$1.6  billion,  or  about  8%  over  the  past  five 

ars.  It  thinks  it  can  remove  $2  billion  more  by 

1  end  of  the  decade.  "The  world  is  moving  faster, 
at  makes  it  even  more  important  to  simplify," 
fs  Pepper. 

Meanwhile,  the  rise  of  supemnerchants  such  as 
il-Mart  Stores  Inc.  also  spurred  simplification, 
e  hyperefficient  retailer  has  become  one  of  Proo- 
fs biggest  trade  customers,  and  it  has  increas- 
dy  demanded  simplified  pricing  and  shipping 
im  its  vendors.  Learning  from  Wal-Mart,  P&G 
sated  a  leaner  approach  to  logistics.  More  than 
7c  of  p&g's  orders  are  now  shipped  automatically, 
sed  on  withdrawals  from  customers'  warehouses, 
;ting  reams  of  paperwork  and  sharply  reducing 
?entory  costs.  "I  think  they've  been  making 
ives  that  are  absolutely  essential  for  the  indus- 
r,"  says  Wal-Mart  ceo  David  D.  Glass.  Indeed, 
octer's  system  has  become  a  model  for  other 
inufacturers. 

While  the  industry  has  made  considerable  progress  stream- 
ing how  goods  are  made  and  moved,  the  task  of  eliminating 
traneous  items  has  just  begun.  Procter  again  has  been  out 
int.  One  of  the  biggest  cuts  came  in  its  U.  S.  hair-care  busi- 
3S.  P&G  sold  its  Lilt  home  permanents  in  1990,  and  minor 
mds  such  as  Prell  and  Ivory  shampoo  were  cut  way  back. 
ren  the  mighty  Head  &  Shoulders  line  was  pared  in  half,  to 
variations.  The  moves  met  some  resistance  from  p&g's 
md  honchos,  who  thought,  "  'Oh  my  God,  we're  going  to  lose 
es  because  we're  going  to  have  fewer  items,' "  says  U.  S. 
ir-care  chief  Robert  S.  Matteucci.  "There's  a  huge  skepticism 
it  this  is  the  right  thing  to  do,  and  that  it's  doable." 
MJSTRY  SHOCKER.  But  simplification  quickly  paid  off: 
les  per  item  in  hair  care  more  than  doubled.  In  Japan,  P&G 
t  the  number  of  its  Max  Factor  cosmetic  items  from 
185  in  June,  1995,  to  828  nine  months  later.  Sales  have 
ice  climbed  6%. 

Such  payoffs  have  caught  the  eye  of  many  top 
isumer-products  companies.  H.  John  Greeniaus, 
O  of  new-product  star  Nabisco,  estimates  that 
;  company's  77  new  products  last  year  were  about 
7c  too  many.  More  than  a  quarter  of  a  $428  million 
atax  restructuring  charge  it  took  in  June  will 

used  to  eliminate  more  than  300  of  the 
ms  it  now  carries,  such  as  single-serving 
es  of  Lorna  Doones  and  king-size  packages 

Nutter  Butter  cookies.  Longer  term,  it 
ins  to  reduce  the  8,000  items  it  carries 
rldwide  by  15%. 

Manufacturers  that  refuse  to  trim  may 
d  retailers  doing  it  for  them.  Wegmans 
od  Markets  Inc.,  a  Rochester  (N.  Y.)  super 
rket  chain,  says  it  has  culled  redundant  items 
m  its  shelves  for  greater  variety.  For  instance 
Iropped  Bristol  Myers-Squibb's  slow-selling  Nuprin, 


Block  Drug 
bought  the 
soap  line 


which  is  like  other  ibuprofens,  for  some  herbal  products.  In- 
stead of  carrying  four  different  sizes  of  the  same  brand  of  toi- 
let paper,  it's  stocking  only  two,  but  added  one  with  baking 
soda,  one  that's  recycled,  another  that's  free  of  dyes,  and  a 
fourth  with  a  print. 

Weeding  out  the  losers  doesn't  stop  with  product  exten- 
sions. To  instill  greater  financial  discipline — and  measure  results 
based  on  the  contribution  of  each  business  to  shareholder  re- 
turn— P&G  has  tossed  out  brands  that  aren't  leaders.  Since 
last  year,  it  has  gotten  rid  of  11  brands,  from  Lestoil  household 
cleaner  to  Lava  soap. 

In  June,  the  company  shocked  the  industry  when  it  bailed 
out  of  a  joint  venture  selling  the  painkiller  Aleve,  upon  which 
P&G  had  lavished  a  $100  million  product  launch  two  years  ear- 
lier. Unable  to  extend  Aleve  globally  and  renegotiate  the  fi- 
nancial terms  of  its  agreement  with  partner  Roche  Holding 
Ltd.,  p&g  sold  its  50%  stake  for  a  $120  million  aftertax  gain.  It 
was  hardly  the  sort  of  move  associated  with  a  com- 
pany that  has  long  pursued  its  strategic  goals  almost 
regardless  of  the  financial  consequences.  Not  only  is 
Procter  shucking  unproductive  items  and  brands,  but 
it  is  also  practicing  what  Jager  calls  birth  control  for 
new  products,  by  charging  managers'  budgets  when 
they  launch  new  items.  "There  is  a  real  push  in 
the  company  to  do  fewer,  bigger  things,"  one 
p&G  executive  says. 

Procter  has  also  taken  strides  to  cut 
through  the  chaos  and  expense  of  special 
deals  offered  to  retailers  and  distributors. 
Such  deals  are  another  costly  and  confusing 
form  of  marketing  complexity.  They  cause 
shelf  prices  to  bounce  weekly  and  train  con- 
sumers to  buy  on  price  instead  of  perceived 
brand  superiority.  A  forthcoming  study  by 
Andersen  Consulting  will  report  manufactur- 
ers spent  a  staggering  $49  billion,  or  11%  of  sales,  on 


Will  the  warranty  expire 
on  the  truck  ride  over'? 


Just  How  Worried  Are 

You  About  Choosing 
the  Right  Business  PC? 


Picking  a  PC  for  your  company  raises  a  lot. 
of  quest  ions.  Questions  t  hat  we  Can  answer. 
To  see  why  IIP  PCs  make  good  business 
sense,  call  us  at  800-322-HPP.C,  Ext.  1876* 
Or  visit,  htt  p://www.hp.com/go/veetra. 


<jrom  $1,262* 


pentium 


In  Canada,  call  I  800-387  3867  'Starting  U  S  street  pnee  tor  HP  Vectra  VE;  Monitor  not  included  The  Intel  Imifle  logo  and  Pentium  a:e  registered  trademarks  of  Intel  Corporation  ©1996  Hewlett- Packard  Company 


need  to  issue  new 
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™"  they  be  outdated 
Wore  the  cheek  clems? 


W®  they  decide 
to  quit  right 
on  the  spot? 


*  there  a  service  center 
ln  your  time  zone? 
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such  promotions  in  1994,  up  from  $15  billion,  or  5%,  in  1978. 
Yet  half  the  time  consumers  buy  an  item  on  special,  they 
don't  even  realize  it,  says  Andersen  partner  Victor  J.  Orler. 

The  endless  trade 
promotions  don't  con- 
fuse  just   the  con- 
sumer; they  also  be- 
wilder stores  trying  to  navigate  the  discounts  and  rebates  as 
they  compute  their  bills.  And  since  one-time-only  deals  cause 
wholesalers  and  retailers  to  stock  up  while  the  price  is  low, 
factories  constantly  cope  with  artificial  surges  in  demand. 
In  a  gutsy  move  five  years  ago,  Procter  cut  sharply  into 
the  endless  round  of  discounts  it  of- 
fered to  retailers  and  instead  lowered 
list  prices  on  most  of  its  products.  The 
strategy,  explains  Pepper,  was  "direct- 
^^^HK        ed  at  trying  to  avoid  pricing  patterns 

I  m^niHl^^^k.  *"na^  cnscoura&e  loyalty  through  ups 
I  uUtLlLj  and  downs."  By  cutting  down  on 

the  special  deals,  p&g  has  sliced 
the  proportion  of  invoices  on 
M  which  it  needs  to  make  manual 
^^^^^  I  corrections  to  6%  from  31%  two 

P^n  ok^^^^  Jv  years  ago.  It's  now  applying  the 
HH  GELEE  same  concept  in  Europe. 

SI  rX'mvM  P&G  is  taking  the  ax  to  con- 

J  Kymata  sinner  coupons,  too.  With  redemp- 

mf  IflKL^^^r   tion  rates  down  to  2%  from  4%  in 
1980,  coupons  are  a  less  and  less  effi- 
cient way  to  draw  new  customers. 
"Over  time,  they've  lost  a  lot  of  their 
effectiveness,"  says  ad  chief  Robert  L. 
Wehling.  Instead,  Procter  is  putting  the 
money  into  lower  prices  and  other  pro- 
motions such  as  sampling  and  in-store 
demonstrations.  So  far,  it  has  cut  its  use 
of  coupons  by  half,  and  it  may  go  much  further.  Since  Feb- 
ruary,  Procter  has  been  testing  total  elimination  of  coupons  in 
upstate  New  York.  Wegmans,  which  operates  in  that  test  re- 
gion, says  sales  of  p&g  products  are  up  at  its  stores. 
VULNERABLE  AD  BUDGET.  Procter's  value  pricing  is  helping  to 
spark  a  major  change  in  U.  S.  trade  promotions.  Few  have 
made  the  outright  cuts  that  P&G  has,  but  marketers  from 
Quaker  Oats  Co.  to  Colgate-Palmolive  have  overhauled  their 
systems.  After  a  debilitating  price  war  using  endless  coupons 
and  buy-one-get-one-free  offers,  General  Mills  Inc.  and  Kellogg 
Co.  started  the  move  to  simplified  cereal  pricing  in  1994. 
And  these  days,  when  Kraft's  Post  distributes  coupons, 
they're  good  on  any  cereal  that  it  makes. 

As  a  global  marketer,  Procter  has  another  reason  to  peel 
away  complexity:  Whenever  it  can  apply  an  existing  package, 
product  formula,  or  ad  campaign  to  a  new  market,  it  saves 
big  money  and  can  move  faster.  "Reapplication  is  very,  very 
important.  A  good  reapplication  is  as  good  as  a  creation,"  says 
Herbert  Schmitz,  p&c's  head  of  Central  and  Eastern  Europe 
operations.  In  Eastern  Europe,  packages  of  Ariel  detergent 
are  printed  in  14  languages,  from  Latvian  to  Lithuan- 
ian. Vidal  Sassoon  shampoos  and  conditioners 
now  contain  a  single  fragrance  worldwide, 
with  variations  only  in  the  amount;  less  in 
Japan,  where  subtle  scents  are  preferred, 
and  more  in  Europe. 

P&<;,  the  world's  largest  advertiser,  is  even 
rethinking  how  much  it  spends  on  advertis- 
ing— a  major  break  with 
tradition.   Even  in  its  Soldinl995 
1993  restructuring,  ad-    f    j  ,  R 
^   msinn  rrmaim-d  uiT     10  <JOfln 
limits.  "For  the  first  time,  SanfilippO 
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Pfizer  bought 
the  suntan 
lotion  brand 


Sold  in  June 
1996  to 
Clorox  Co. 


spending 


Procter  is  not  afraid 
to  touch  that  sacred 
marketing  budget," 
says  Smith  Barney 
Inc.  analyst  Holly 
Becker.  Advertising 
will  probably  still  grow  from  last 
year's  $3.3  billion,  but  at  a 
slower  rate.  "The  main  thing  is 
to  look  at  inefficient  practices," 
says  Pepper.  The  company  has 
saved  millions  by  consolidat- 
ing most  of  its  U.  S.  media- 
buying  at  one  agency.  And  it 
has  reduced  TV  production  costs 
by  25%  by  using  fewer  production 
houses  and  shooting  commercials  for 
several  countries  at  one  location. 
AUTO  MAKERS  SIMPLIFY.  It's  also  looking 
to  spread  good  campaigns  around  the  world.  Procter  had 
step  up  its  production  recently  of  Pringles  potato  chips 
keep  up  with  global  demand,  thanks  to  a  successful  adver 
tising  campaign  used  around  the  world.  Nearly  everything  h 
one  ad — the  rap-music  theme,  the  young  people  dancin 
around,  the  tag  fine,  "Once  you  pop,  you  can't  stop" — wTas  th 


GLOBAL  JINGLE 

Made  in  the  U.S., 
P&G's  Pringles  chips 
ad  ran  worldwide 


same  in  Germany  as  in  the  U.  S. 

Colgate  wanted  to  achieve  muc 
the  same  thing  when  it  consolidate 
its  $550  million  in  yearly  ad  spendin 
at  a  single  agency  late  last  year.  It 
seeking  more  efficiencies  like  th 


savings  it  reaped  when  it  replaced  20  separate  local  campaigi 
for  laundry  detergent  with  a  series  of  successful  commercial 
developed  in  France — a  campaign  that  ran  in  30  countries 

Outside  packaged  goods,  the  attack  on  complexity  is  gat 
ering  force  in  the  auto  industry.  The  Japanese,  pressed  ea 
Her  this  decade  by  a  soaring  yen,  are  simplifying  the  wj 
cars  are  built  by  reducing  the  number  of  parts.  Toyota,  f 
example,  set  a  goal  of  slashing  development  costs  by  20%  < 
the  1997  Camry  coming  out  this  fall.  General  Motors  Cor] 
meanwhile,  is  working  to  comb  out  overlapping  pro 
ucts  and  marketing  efforts.  It  combined  i 
Pontiac  and  gmc  divisions  in  February  ai 
pinned  the  number  of  car  models  it  sells 
the  U.  S.  from  53  in  1994  to  44  in  the  comb 
model  year. 

Not  everyone  embraces  p&g's  less-is-mo 
credo,  though.  Kraft's  Bowlin  argues  that  t 
food  industry  is  simply  a  different  breed  frc 
Procter's  household  products.  "Variety  is  h  ~~ 
portant,"  he  declares.  "Look  at  ice  crea^ 
Vanillas  and  chocolates  make  up  the  majority; 
your  buving,  but  how  often  will  vou  go  back  to 
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When  your  people  are  the  best, 
you  soar  a  little  higher. 


The  people  of 
Northwest  Airlines 

were  recently 

honored  with 
one...two...three 

major  awards 
for  excellence. 


The  envelopes,  please: 
Northwest  Airlines  has 
just  received  Frequent 
Flyer/).  D.  Power  and 
Associates  Award  of 
Excellence*  for  short 
flights,  as  rated  by 
readers  of  Frequent 
Flyer  magazine. 

Northwest  World 
Business  ClassSM  was 
awarded  Best  Trans- 
Pacific  Business  Class 
Service  by  Entrepreneur  magazine. 
And  Northwest  is  the  proud  recipient 
of  the  Ashington  Pickett  Crystal 
Pyramid  Award  for  Best  Domestic 


Airline  for  the  fourth  year  in  a  row. 

The  truth  is,  these  awards  recog- 
nize the  dedication  and  hard  work 
of  all  45,000  of  Northwest's  people. 
And  we  believe  they're  a  testament 
to  the  loyalty  and  support  of 
Northwest's  business  passengers  - 
people  who've  flown  all  the  airlines, 
but  prefer  and  enjoy  the  consistent 
service,  on-time  reliability  and  the 
friendly,  caring  people  of  Northwest. 

We  appreciate  the  awards  and 
recognition.  But  even  more  impor- 
tantly, we  appreciate  the  support  and 
confidence  of  our  150,000  passengers 
every  day.  Call  your  travel  agent 
or  Northwest  at  1-800-225-2525. 


*  Frequent  Flyer/ J.  D  Power  and  Associates  1996  Domestic  Airline  Frequent  Flyer 
Satisfaction  Study.5**  Study  conducted  among  frequent  airline  travelers  who  completed 
7,066  individual  flight  evaluations.  Short  flight  is  defined  as  less  than  500  air  miles. 


996  Northwesi  Airlines.  Inc 

'tlhwest  recycles  enough  paper  products  in  one  year  to  eliminate  the  use  of  over  58.920  pounds  of  ajr  pollutants.  £i 


Some  People  Just  Know  How  to  Fly" 


800»225'252S 


shop  if  all  they  have  is  vanilla  and  chocolate?"  And  rival  Kim- 
berly-Clark scoffs  at  Procter's  move  back  to  unisex  diapers. 
"Three  out  of  four  parents  tell  us  they  prefer  boy  and  girl  di- 
apers," says  a  Kimberly  spokesperson.  "Our  strategy  is  to  of- 
fer parents  a  choice." 

But  it's  hard  to  ar- 
gue with  p&g's  overall 
results.  Earnings  ex- 
cluding extraordinary  items  for  the  fiscal  year  ended  June  30 
were  up  12%,  to  $3.03  billion,  even  though  sales  were  up  just 
5%,  to  $35.3  billion.  At  8.6%,  margins  were  the  highest  in 
more  than  45  years.  Big  leaps  in  overseas  markets  helped— 
unit  volume  growth  in  China  was  more  than  50% — but  those 
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hefty  margins  are  a  testament  to  the  power  of  simplicity.! 

Yet  simplification  doesn't  guarantee  double-digit  eamingsl 
gains;  in  the  current  quarter,  Procter's  growth  will  slow,  as 
lagging  over-the-counter  ding  and  toothpaste  businesses  takei 
a  toll.  And  p&g's  struggle  with  Crest  toothpaste  shows  it 
still  sometimes  falls  off  the  simplicity  wagon  when  the  going 
gets  tough.  Battered  by  Unilever  PLC's  Mentadent  and  othei 
rivals,  Crest  will  soon  offer  a  buy-one-get-one-free  promo- 
tion— a  move  p&g  acknowledges  "isn't  in  line  with  the  overal 
direction  we're  taking."  Even  for  Procter,  making  it  simple  is 
no  simple  matter. 

By  Zachary  Schiller  in  Cincinnati,  with  Greg  Burns  it 
Chicago,  Karen  Lowry  Miller  in  Brussels,  and  bureau  report 


AN  OLD  COACH  WITH  NEW  DISCIPLINE 


When  John  E.  Pepper  took  over 
as  chairman  and  ceo  of  Proc- 
ter &  Gamble  Co.  last  year, 
many  at  p&g  thought  his  biggest 
challenge  was  the  one  sitting  down 
the  hall.  Pepper,  a  polished  Yale  Uni- 
versity grad  with  33  years  at  p&g, 
had  led  initiatives  directed  at  such 
feel-good  goals  as  team-building  and 
empowerment  in  the  1980s  when  he 
was  Procter's  much  loved  U.  S.  chief. 
But  now  he  was  paired  with  a  new 
second-in-command,  Dutchman  Durk 
I.  Jager,  known  more  for  his  gutsy 
decision-making  than  his  people 
skills.  Jager  was  also  the  man  Pep- 
per beat  out  for  the  top  spot. 

As  it  has  turned  out,  the  two  have 
forged  an  alliance  that  seems  to 
work,  at  least  so  far.  "People  are 
pleased  there  is  not  a  battle  going  on 
between  Jager  and  Pepper,"  says  one 
P&G  executive.  Part  of  the  reason  for 
their  detente  is  they  have  settled 
into  a  good  cop/bad  cop  routine,  with 
Jager  playing  the  enforcer.  But  it's 
also  true  that  the  1990s  Pepper, 
while  not  exactly  abandoning  his 
kinder,  gentler  approach,  has  shown 
he's  made  of  sterner  stuff. 

When  he  was  named  ceo,  out- 
siders saw  Pepper,  58,  as  a  healer. 
Procter,  after  all,  had  been  turned  in- 
side-out during  a  tumultuous  five 
years  under  Pepper's  hard-charging 
predecessor,  Edwin  L.  Artzt,  who 
wasn't  shy  about  publicly  berating 
his  managers.  And  the  company  was 
still  going  through  a  restructuring 
that  claimed  thousands  of  jobs. 
SHATTERED  FAMILY.  But  the  long- 
held  internal  perception  of  p&g  as  a 
family,  with  employees  as  cherished 
depend<  nts,  was  shattered  forever. 
Pepper  r  ay  show  the  world  a  more 
genial  faci  than  Artzt,  but  he  has 
continued  his  predecessor's  emphasis 
on  discipline  and  accountability.  With 
p&G  selling  brands  and  exhibiting  a 


financial  discipline  unknown  be- 
fore, no  one  is  calling  Pepper  a 
softie,  a  man  unable  to  make 
hard  calls — as  they  did  in  1989 
when  he  was  passed  over  for 
CEO  in  favor  of  Artzt.  "I  was 
expecting  an  enormous  change, 
and  it  hasn't  happened,"  says 
one  Madison  Avenue  source.  "I'm 
glad  [Pepper's]  at  the  helm,  but  it 
won't  ever  get  back  to  what  it  was 
when  John  ran  the  U.  S." 

Pepper  joined  Procter  out  of  the 
Navy  as  a  brand  assistant  on  Cascade 
dishwasher  detergent.  Rising  through 
successive  marketing  posts,  he  over- 
saw first  the  company's  U.  S.  and  then 
its  international  businesses  before  be- 
coming ceo.  He  developed  a  reputa- 
tion as  a  manager  willing  to  listen  to 


underlings, 
whether  it  was  giv- 
ing a  hearing  to 
proposals  others 
dismissed  or  calling 
a  departing  manag- 
er to  try  to  dis- 
suade him  from 
leaving.  Even  to- 
day, his  activities 
reflect  his  concern 
for  others.  He  has 
helped  to  establish 
mentoring  pro- 
grams, for  instance, 
in  Cincinnati  public 
schools.  "John  al- 
ways brags  about 
his  mentees,  about 
I  how  they're  going 
on  to  college,"  says 
Peter  Strauss,  who 

I works  with  the 
p&G  chairman  in 
the  mentoring, 
programs. 
Inside  Procter, 
Pepper  is  expand- 
ing the  mission  of 
p&G  College,  the 
company  school 
that's  taught  by 
p&g  executives  and 
aims  to  teach  lead- 
ership and  transmit 
company  values. 
"We  are  emphasiz- 
ing heavily  the  whole  area  of  coach- 
ing," says  Pepper.  After  meeting  re- 
cently with  a  number  of  young 
managers,  Pepper  says  he  was  en- 
couraged at  the  chance  they  said  they 
were  getting  to  run  important  parts 
of  the  business,  and  about  how  much 
time  their  bosses  were  spending  with 
them.  "These  are  the  reasons  I'm 
with  the  company,"  he  says.  Hokey  as 
it  sounds,  from  Pepper,  it's  believable. 
By  Zachary  Schiller  in  Cincinnati 
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Jager  plays  the 
enforcer,  but  no 
one  calls  the  genial 
Pepper  a  softie 


ree  for  a  Limited  Time. .  A  Guide  to 

The  Top  New 
Data  Warehousing 
5oftware 


l  ADVANTAGE 


When  200,000  IS  managers  were  asked  to 
choose  the  top  software  for  data  warehousing 
their  answer  had  a  familiar  ring: 

SASR  software  from  SAS  Institute. 

With  SAS  software,  you  can  integrate 
your  company's  vast  data  resources  with 
proven  data  discovery  capabilities  that 
can  he  custom  tailored  to 

DATAMATION 


PRODUCT 

OF  THE 

YEAR  1996 


you  and  your  business: 
multi-dimensional 
analysis,  data  mining, 
database  marketing, 
data  visualization,  data  query  and 
reporting,  and  much  more. 

It's  never  been  easier  to  access  your 
data... or  to  arrive  at  informed  decisions. 
No  wonder  more  than  3.5  million 
decision  makers  already  rely  on  SAS 
software.  Or  why  it's  now  at  work  in 
the  Fortune  100. 


/M 


SAS  Institute 


Software  for  Successful  Decision  Making 

Phone  919.677.8200     Fax  919.677.4444 

Get  the  facts  for  yourself  in  our  free  data  warehous- 
ing guide.  Just  give  us  a  call  or  visit  SAS  Institute 
on  the  World  Wide  Weh  at  http://www.sas. com/ 


E-mail:  bw@sas.com 


Institute. 


Software 


Decision 


Making. 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc.    Copyright  c  /996  by  SAS  Institute  Inc. 


Marketing 


ADVERTISING 


MAURICE  SAATGHI: 

THE  FLASH  IS  BACK,  BUT... 

Despite  some  high-profile  clients,  his  new  firm  is  scrambling 

A key  to  success  in  adver- 
tising is  capturing  peo- 
ple's attention.  By  that 
standard,  this  summer  has 
been  a  smash  for  Maurice 
Saatchi.  The  British  ad  mae- 
stro has  been  at  the  center 
of  two  furors  in  a  matter  of 
weeks.  First,  his  M&c  Saatchi 
agency  enraged  Labor  sym- 
pathizers. A  recent  Saatchi 
ad  for  the  ruling  Tories  de- 
picts sincere-seeming  Labor 
leader  Tony  Blair  as  a  kind 
of  demon  with  sinister  red 
eyes.  Then  Prime  Minister 
John  Major  rubbed  salt  in 
the  wound  by  rewarding 
Saatchi's  almost  two  decades 
of  Labor-bashing  with  a  peer- 
age. An  angry  Labor  spokes- 
man dubbed  Saatchi  "Lord 
of  the  Lies." 

Harsh  words.  But  no  one 
seems    to    mind    at  M&c 
Saatchi.  Joint  Chief  Execu- 
tive Moray  MacLennan  says 
involvement  in  Britain's  com- 
ing electoral  campaign  should 
prove  a  boon  "if  we  show  a 
good  grasp  of  strategy  and  do  advertis- 
ing that  works."  The  agency  may  well 
lose  money  working  for  the  Tories,  who 
are  notoriously  slow  payers,  but  Maurice 
Saatchi  needs  big-name  clients  to  re- 
cover his  former  prominence. 

The  Tories  have  been  important  to 
Saatchi,  50,  ever  since  he  and  his  broth- 
er Charles,  53,  concocted  the  "Labor 
isn't  working"  ads  that  helped  Margaret 
Thatcher  to  her  first  victory  in  1979. 
Yet  many  people  had  written  Maurice 
off  by  late  1994,  when  he  was  ousted 
from  his  holding  company,  Saatchi  & 
Saatchi  Co.,  which  controlled  an  ad 
agency  of  the  same  name  and  several 
other  firms,  including  Bates  Worldwide. 
But  Saatchi,  along  with  Charles  and 
three  others,  soon  started  M&c  Saatchi. 

The  new  firm  has  grown  fast,  partly 
by  poaching  clients  including  British 
Airways  PLC,  Australian  airline  Qantas, 
and  the  Tories  from  the  old  firm,  whose 
holding  company  is  now  called  Cordiant 


svtifgogg 


who       m  th»  <tft. 


DEMON  TONY? 

Saatchi's  ad  showing 
party  leader  Blair  with 
sinister  red  eyes 
enraged  Labor 
supporters,  but  no  one 
at  the  agency  seems  to 
mind  the  controversy 
-and  John  Major  gave 
Saatchi  a  peerage 


m 


PLC.  M&c  Saatchi  has  a  big  lead  on  oth- 
er British  agencies  in  winning  new  busi- 
ness this  year,  says  the  London  trade 
magazine,  Campaign.  MacLennan  puts 
annual  worldwide  billings  at  about  $380 
million,  impressive  for  a  startup  but 
small  compared  to  the  combined  $13  bil- 
lion in  billings  at  Cordiant 's  agencies. 

Maurice  Saatchi  declined  to  be  inter- 
viewed but  MacLennan,  who  came  from 


the  old  firm  with  other  key  executive, 
says  the  new  company  is  trying  to  c 
things  differently.  Instead  of  managir, 
day  to  day,  Maurice  is  pitching  ne| 
business  and  keeping  key  clients  happ. 
And  the  firm  is  not  going  to  replicaljj 
the  takeover  binge  that  for  a  time  mac; 
Saatchi  &  Saatchi  the  world's  bigge| 
ad  group.  Swallowing  up  so  many  othe 
firms  made  it  hard  to  create  a  singli 
culture,  says  MacLennan.  'We  are  goir| 
to  grow  slowly  and  surely,  organicallj 
not  through  acquisitions,"  he  says. 

But  that  strategy  could  doom  tr] 
new  agency  to  relatively  insignificaijj 
status  as  a  world  player.  It  hasn't  ha 
much  impact  in  New  York.  So  far,  1 
has  focused  mainly  on  handling  til 
British  Airways  account  there.  "Ma 
Saatchi  is  a  U.  K.  phenomenon,"  sag 
James  Dougherty,  an  analyst  at  Dea 
Witter  Reynolds  Inc.  in  New  York.  1 
don't  think  they  have  a  realistic  chaml 
of  being  a  player  outside  the  U.  K.  Bi| 
inside,  they  well  might." 
DOUBTS.  Another  criticism  is  that  til 
new  firm  relies  on  former  clients.  Foi| 
old  clients,  led  by  British  Airways,  an 
likely  to  account  for  more  than  half  ij 
billings.  But  MacLennan  points  out  th| 
the  firm  recently  won  a  $40  million  a| 
count  from  U.  S.  computer  makJ 
Packard  Bell  NEC  Inc.,  which  was  not| 
Saatchi  &  Saatchi  client. 

There  are  also  some  doubts  aboi 
the  quality  of  the  new  firm's  creati1 
efforts.  A  recent  ad  for  British  Airwa 
shows  a  businessman  traveling  so  cor 
fortably  he  feels  he's  a  baby  cuddk 
by  its  mother.  The  ad  triggered  son 
criticism  about  possible  sexual  innuend 
but  Dale  Moss,  a  ba  executive  vie 
president  in  New  Yor 
says  the  airline  is  satisfie 
"Our  first  and  busine 
class  are  doing  great,  ai 
then-  advertising  is  part 
the  success,"  he  says. 

The  British  press  al 
has  criticized  the  "Ne 
Labor,  New  Danger"  cai 
paign.  And  the  ads  we: 
blasted  by  one  promine 
bishop  as  "puerile"  ai 
"dangemus."  Other  a> 
said  Blair  would  "ban 
rupt"  and  "sell  out"  Britain.  The  To 
opinion  seems  to  be  that  attacks 
Blair,  no  matter  how  crude,  will  pay  < 
with  voters.  But  this  time,  Labor's  le 
appears  so  overwhelming  that  not  evi 
Saatchi  can  revive  the  Tories.  Mauri 
will  need  other  high-profile  causes 
keep  his  business  growing. 

By  Stanley  Reed  in  London  ai 
Christopher  Power  in  New  York 


Latgest  international  no-load  manager 


THE  POWER  OF 
GLOBAL  INVESTING   

T.  Rowe  Price  International  Stock  Fund— performance  potential  plus  diversification. 

If  you  want  to  diversify  for  enhanced  return  potential  with  reduced  risk,  don't  overlook 
international  equity  investing  with  T.  Rowe  Price.  By  providing  exposure  to  potentially  stronger- 
performing  foreign  markets,  international  stock  investments  can  help  increase  long-term  returns. 
And,  since  foreign  economies  tend  to  move  independently  of  each  other  and  the  U.S.,  diversifying 
internationally  can  actually  help  reduce  the  overall  volatility  of  a  domestic  portfolio. 


Our  International  Stock  Fund — one  of  the  oldest  and  largest  international  no-load  mutual 

funds — follows  a  prudent  strategy  of  investing  in  the  stocks  of  established 
companies  outside  the  United  States.  It  has  proven  itself  over  periods  of 
both  up  and  down  markets,  in  times  of  both  a  weak  and  a  strong  U.S.  dollar. 
In  fact,  the  fund's  success  has  placed  it  on  the  Forbes  Honor  Roll  for  the 
seventh  consecutive  year — the  only  international  mutual  fund  that  can 
claim  this  distinction.  The  fund's  performance  from  3/31/84  to  6/30/96  was 


Forbes 

Honor  Roll 

7  years  running 


considered;  18  honorees  were  selected* 

Benefit  from  our  expertise.  At  T.  Rowe  Price,  we've 
been  helping  people  invest  overseas  since  1979,  when  we 
joined  forces  with  Robert  Fleming  Holdings,  Ltd.,  one  of 
the  world's  oldest  and  most  successful  international 
advisers,  to  form  Rowe  Price-Fleming.  Today,  Rowe  Price- 
Fleming  serves  as  investment  adviser  to  our  family  of 
international  funds  and  manages  nearly  $29  billion  in 
foreign  stock  and  bond  assets. 


T.  Rowe  Price  Family  of 
Foreign  Equity  Funds 

•  Global  Stock  Fund 

•  International  Stock  Fund 

•  International  Discovery  Fund 

•  European  Stock  Fund 

•  Japan  Fund 

•  New  Asia  Fund 

•  Latin  America  Fund 

•  Emerging  Markets  Stock  Fund 


Let  US  Show  you  the  world.  To  learn  more  about  the 
International  Stock  Fund,  or  any  one  of  our  other  foreign 
equity  funds,  request  our  free  report,  The  Basics  of 
International  Stock  Investing,  today.  Of  course,  interna- 
tional investing  has  special  risks,  including  currency 

fluctuation,  political  and  economic  instability,  and  the  volatility  of  emerging  markets.  As  with 
any  stock  fund,  there  will  be  price  fluctuation.  $2,500  minimum  investment  ($1,000  for  IRAs). 
No  sales  charges. 

Call  24  hours  for  a  free  report  and  prospectus 
1-800-541-6138 

http:/ '/www.  tTowepiice.com 


Invest  With  Confidence 

T.RoweRice 


rategic  Insight  Simfund.  As  cited  in  Forbes  magazine  (Mutual  Funds  issue)  dated  8/26/96.  The  honorees  are  chosen  annually:  candidates  must  he  open  to  new  investors  and  have  had 
1  same  management  for  at  least  5  years.  Sector  funds  are  excluded.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  BF03  189  i 


Information  Processing 


THE  INTERNET 


DON'T  SURF  TO  US, 
WE'LL  SURF  TO  YOU 

The  next  wave:  Sit  back  and  let  '"webcasters"  find  and  deliver  the  "programming"  you  wan 


Remember  the  good  old  days  when 
surfing  the  Net  was  an  adven- 
ture and  you  happily  whiled  away 
the  hours  searching  out  Web  sites 
and  waiting  for  pages  to  download? 
Well,  if  you're  like  most  Web  surfers, 
that  initial  infatuation  gave  way  to  a 
more  weary  reality:  Surfing  the  Net  can 
be  a  lot  of  work.  And  if  you're  one  of 
the  zillions  of  people  trying  to  do  busi- 
ness in  cyberspace,  you  know  that  surf- 
ing is  not  a  reliable  way  for  customers 
to  find  their  way  to  your  cyber  door. 

Now,  there's  a  new  approach  to  the 
Net  that  just  might  be  the  thing  to  let  it 
fulfill  its  potential  as  a  mass  medium — 
and  make  it  a  far  more  predictable  en- 
vironment in  which  to  inn  a  business. 
Borrowing  from  the  models  of  radio  and 
television,  dozens  of  companies  are  ex- 
perimenting with  what  they're  calling 
"webcasting" — a  way  to  push  informa- 
tion out  across  the  Net  rather  than  wait- 
ing for  consumers  to  find  it.  It  involves 
dispatching  collections  of  ordinary  Web 
pages,  news  updates,  and,  increasingly, 
live  sound  and  video  geared  to  a  partic- 
ular audience — even  a  particular  person. 

"Viewers"  whose  job  involves  corpo- 
rate finance,  for  example,  might  log  on 
to  their  computers  and  find  a  selection 
of  new'  stories  on  the  economy,  along 
with  a  ticker  on  selected  stocks  and 
video  of  a  recent  Alan  Greenspan 
speech.  "The  metaphor  for  the  Web  is 
going  to  shift  from  pages  to  channels," 
says  Marc  L.  Andreessen,  vice-presi- 
dent for  technology  at  Netscape  Com- 
munications Corp. 

JUST  LIKE  TV.  Already,  webcasting  is 
starting  to  click.  Take  PointCast  Inc. 
Since  May,  some  1  million  customers 
have  downloaded  the  Cupertino  (Calif.) 
startup's  software,  a  screen  saver  that 
automatically  dials  up  PointCast's  server 
to  receive  and  display  news,  sports,  and 
scrolling  weather  reports  and  stock 
prices  as  specified  by  each  pc  owner. 
Just  as  on  a  TV  channel,  the  service  is 
paid  for  by  the  advertisers  whose  mes- 
sages also  flash  on  the  screens.  Even 
though  it  boasts  no  audio  or  video  yet. 


PointCast  is  billing  itself  as  the  first 
commercial  channel  on  the  Net.  Says 
PointCast  ceo  Christopher  Hassett: 
"The  Internet  as  a  medium  isn't  an  ex- 
periment anymore." 

The  buzz  generated  by  PointCast 
quickly  made  webcasting  the  next  bat- 
tleground in  cyberspace.  Netscape  and 
Microsoft  Corp.  are  both  adapting  then- 
browser  programs  to  receive  webcast 
content  and  to  organize  it  into  chan- 
nels. Microsoft  is  striking  deals  with 
Web  sites  such  as  The  Wall  Street  Jour- 
nal, which  will  offer  its  online  edition 
for  free  to  users  of  Microsoft's  new  In- 
ternet Explorer  3.0  browser.  With  In- 
ternet Explorer  4.0,  scheduled  for  re- 
lease by  yearend.  the  browser  will  be 
able  to  automatically 
download  the  content. 

Netscape  says  its 
Navigator  3.0,  an- 
nounced on  Aug.  19,  al- 
ready has  webcasting 
capabilities.  Using  it,  PC 
owners  can  get  multi- 
media-enhanced Web 
pages  from  the  The  New 
York  Times  and  at  least 
two  dozen  other  pub- 
lishers in  their  electron- 
ic mailboxes. 

Will  webcasting  turn 
a  nation  of  couch  pota- 
toes into  a  nation  of 
Net-channel  surfers? 
Not     anytime  soon. 
There's  a  long  list  of 
technology  kinks  that 
need  to  be  worked  out, 
not  the  least  of  which 
is  the  Internet's  lim 
ited  ability  to  han- 
dle high-quality  au- 
dio and  video. 

But  the  new  ap- 
proach to  the  Web 
may  finally  produce  the 
kind  of  interactive 
that  media  giants  hav 
been   spending  hun- 
dreds of  millions  to  de 


velop.  The  key  is  the  two-way  nature 
webcasting,  wThich  lets  Internet  user 
specify  exactly  what  type  of  informs 
tion  they  wrant  to  receive.  It's  as  if  yo 
could  not  only  choose  which  TV  ehai 
nels  you  want  to  watch  but  also  specif  8 
wiiat  shows  you  want  your  channels  t 
broadcast.  You  might  sign  up  for  a  new 
service  but  request  only  stories  on  con 
puters,  the  Yankees,  and  local  weathe 
for  example.  'Viewers  can  also  respon  i 
to  programs  and  ads — joining  discu 
sions  with  other  viewers  or  clicking  dp 
an  ad  for  more  details,  perhaps  eve  I 
placing  an  order. 

These  traits  make  webcasting  aj 
pealing  to  advertisers  and  online  retai 
ers.  On  a  webcasting  site,  advertise] 


For  advertisers,  it's 
the  Holy  Grail:  Pitches 
can  be  sent  only  to 
those  who  are  most 
likely  to  buy 


Some  of  the  companies  aiming  to  turn  the  Web  into  a  broadcast  medium: 


TECHNOLOGY  SUPPLIERS 

ROGRESSIVE  NETWORKS 

sal  Audio  software  lets  Net  surfers 
;ten  to  radio  and  other  audio  online 

ING  TECHNOLOGIES,  VOONET 

)ftware  "streams"  live  and 
corded  video  over  standard 
odems  with  no  download  delays 

ITEL  Intercast  product  sends 
^-channel  programming  on  the  PC 
reen  along  with  related  Web  pages 

ETSCAPE  New  browser  allows 
iblishers  to  send  entire  Web  pages 
itomatically  to  Net  surfers'  E-mail- 
ixes  for  faster  viewing 

ICROSOFT  Its  next  browser 
ftware  will  download  news  to  the 
I  screen 

track  how  many  people  visit,  dis- 
i  what  they're  viewing,  and  often 
in  some  detail  about  them.  That  way, 
•keters  can  begin  to  aim  their  ap- 
is directly  at  the  people  who  are 
it  likely  to  buy — the  Holy  Grail  for 
ertisers.  "There's  no  other  medium 
>re  you  know  your  customer  as  well 
you  do  on  the  Web,"  says  Mont- 


CONTENT  CREATORS 

INTERNET  BROADCASTING 

Startup  webcasts  both  live  and 
prerecorded  music  and  news  from 
its  Web  site 

NBC  MSNBC,  a  joint  venture  with 
Microsoft,  marries  broadcast  TV, 
cable,  and  the  Web 

CBS  Network  provides  live  coverage 
of  political  conventions  on  the  Web 

NETRADIO  Web-only  radio  station 
lets  listeners  program  their  own 
music  and  news 

IF  NETWORK  Tim  Conway  Jr.  runs 
nightly  Net  talk  show 

CNET  Cable  network  offers 
computer-related  news  on  the  Web 

gomeiy  Securities  analyst  Betty  J.  Lyter. 

The  potential  is  not  lost  on  media 
companies,  cnn  is  making  its  content 
available  through  PointCast,  nbc  plans 
to  webcast  financial  news  to  corporate 
desktops  and  is  working  with  chipmak- 
er  Intel  Corp.  on  a  new  scheme  called 
Intercast.  The  system  allows  a  PC 
equipped  with  a  special  circuit  card  to 
receive  TV  programming  and  also,  em- 
ploying a  bit  of  unused  TV  bandwidth,  to 
send  Web  pages  associated  with  partic- 
ular programs — say,  historical  statistics 
of  the  sports  teams  that  are  playing. 
QUALITY  LAG.  For  all  the  big  names 
jumping  in,  the  webcasting  field  is  still 
wide  open.  Startup  cnet,  a  cable-TV 
channel  and  Web  site  covering  computer 
topics,  is  looking  into  webcasting.  And 
»  there  are  a  number  of  Web  radio 
\  startups.  NetRadio  lets  some  75,000 
1  Web  surfers  in  90  countries  choose 
|j  what  music  and  news  they  want  to 
I  hear  online — and  surf  to  other  Web 
§  sites  while  listening.  AudioNet,  a  net- 
work of  online  radio  stations,  promises 
advertisere  a  unique  audience.  "We  have 
a  way  to  reach  the  in-office  market  that 
even  TV  and  radio  can't  reach,"  says 
AudioNet  President  Mark  Cuban. 

Still,  to  build  audiences  to  the  num- 
bers they'll  need  to  draw  advertisers, 
webcasters  know  they  have  to  quickly 
come  up  with  high-quality  sound  and 
video.  The  most  promising  solution  so 
far  is  "streaming,"  a  method  of  com- 
pressing multimedia  information  so  it 
can  be  sent  over  the  Net  in  a  continual 
stream.  With  streaming,  PC  owners  can 
start  seeing  and  hearing  clips  within  a 
few  seconds  instead  of  waiting  for  an 
entire  file  to  download. 

Progressive  Networks'  RealAudio 


DISTRIBUTORS 

POINTCAST  Network  sends  news 
semiautomatically  to  PC  screens 

INDIVIDUAL  NewsPage  and  Free- 
Loader  services  automatically  E-mail 
news  and  Web  pages  to  subscribers 

INTERNET  BROADCAST  SYSTEM 

Startup  sets  up  Web  sites  for  TV  sta- 
tions so  they  can  provide  additional 
local  news  customized  to  each  PC 
user's  interest 

AUDIONET  Web  site  gives  PCs 
access  to  broadcasts  from  80 
radio  stations 

APPLE  COMPUTER  QuickTime  Live! 
Web  site  uses  Apple  and  other 
technologies  for  live  coverage  of 
the  Grammies  and  other  events 

software,  available  for  free  on  the  Net, 
makes  it  possible  to  stream  dozens  of 
radio  stations  into  a  PC  The  latest  ver- 
sion of  the  program  lets  listeners  preset 
"stations"  and  scan  them,  much  the  way 
a  car  radio  does.  Web  sites  are  getting 
into  the  radio  game,  too.  Sportsline  USA 
plans  to  offer  70  hours  a  week  of  live 
webcasts  starting  Sept.  1. 

Tackling  video  is  proving  more  diffi- 
cult. But  a  few  startups,  such  as  Xing 
Technology  Corp.  and  VDOnet  Corp.,  are 
offering  software  that  compresses  video 
so  that  it,  too,  can  be  streamed  across 
the  Net.  It's  nowhere  near  TV  quality, 
but  the  Web  provides  an  extra  dimen- 
sion that  tv  can't:  During  a  VDOnet 
baseball  webcast  from  Japan  on  Aug. 
30,  viewers  could  select  from  among 
several  camera  angles. 

Another  way  to  squeeze  video  across 
the  Net  may  be  through  multicasting,  a 
technology  that  promises  to  let  an  un- 
limited number  of  people  view  the  same 
data  stream.  To  handle  large  volumes  of 
simultaneous  broadcasts,  though,  every 
routing  computer  on  the  Internet  ulti- 
mately will  have  to  be  updated  or  re- 
placed. Notes  Michael  Wheeler,  presi- 
dent of  nbc  Desktop  Video:  "Full-motion 
video  on  the  Internet  is  years  away." 

If  television-like  programming  on  a 
PC  becomes  practical,  will  it  be  desir- 
able? "No  one's  going  to  watch  a  half- 
hour  show  with  a  mouse  in  their  hand," 
figures  Halsey  Minor,  ceo  of  cnet. 
Maybe  not,  but  with  cnet  and  others 
hard  at  work  on  programming  to  keep 
twitchy  Web  surfers  tuned  to  their  chan- 
nels, the  Web  won't  look  the  same  for 
long.  Don't  touch  that  dial — er,  mouse. 

By  Robert  D.  Hof  in  San  Mateo, 
Calif.,  with  Elizabeth  Lesly  in  New  York 


Information  Processing 


THE  INTERNET 


GARBAGE IN- 
AND  IN  AND  IN 

An  explosion  of  junk  E-mail  threatens  to  overwhelm  the  Net 

When  CompuServe  Inc.  subscribers 
found  their  electronic  mailboxes 
stuffed  with  ads  last  fall,  the  on- 
line  service   warned   the   sender — 
Philadelphia-based  Cyber  Promotions 
Inc. — to  stop  or  face  a  lawsuit.  The 
parties  disagree  on  what  happened 
next,  but  the  junk  E-mail  is  still  com- 
ing. And  Cyber  Promotions  President 
Sanford  Wallace  isn't  a  bit  apologetic: 
"You're  doing  something  the  whole 
Internet  world  is  telling  you  not 
to  do,  but  we've  been  doing  it  ^ 
quite  successfully." 

How  true.  Cyber  Promotions 
says  it  mails  up  to  3  million  mes- 
sages and  advertisements  per  day 
for  companies  selling  everything  from 
videos  to  vitamins  (table).  And  that's 
just  the  stall.  Nobody  can  say  precisely 
how  big  junk  E-mail  is,  but  Internet 
experts  agree  that  the  volume  wall  soar 
as  more  marketers  discover  how  cheap 
it  is.  A  mailing  to  1  million  people  would 
cost  about  $827,000,  including  postage 
and  printing,  the  Direct  Marketing 
Assn.  says.  Internet  advertisers  can 
reach  the  same  number  for  the  price  of 
a  local  phone  call  plus  a  few  hundred 
dollars  for  time  spent  online. 
BACKLASH.  Even  as  marketers  catch 
on  to  junk  E-mail,  they  face  a  back- 
lash. Net  surfers  already  complain 
about  unwanted  messages,  and  Inter-net 
service  providers  grouse  that  they 
aren't  being  adequately  compensated. 
Even  some  pioneers  of  junk  E-mail  con- 
cede that  there's  a  risk  that  zillions  of 
free  offers  and  other  marketing  mes- 
sages could  overwhelm  the  Net.  "It 
could  be  a  serious  problem  to  the  effi- 
ciency of  the  Internet,"  says  Neil  Albala 
of  Tucson,  who  developed  a  so-called 
bulk  E-mail  loader  called  Floodgate  for 
Windows.' 

Like  other  junk-mail  programs, 
Floodgate  lets  an  ordinary  personal 
computer  blast  messages  to  E-mail  ad- 
dresses sniffed  out  from  online  directo- 
ries, World  Wide  Web  sites,  and  elec- 
tronic bulletin  boards.  For  marketers 
who  don't  want  to  operate  junk-mail 
systems  themselves,  sendees  such  as 
Cvber  Promotions  will  send  the  ads  for 


Tools  of  the  Trade 

FLOODGATE  FOR  WINDOWS 
(NEIL  ALBALA,  TUCSON) 

Software  that  gathers  addresses 
from  directors  and  newsgroups  and 
can  send  50,000  letters  per  day. 
Sold  through  distributors  for  $350 
to  $2,300. 

LIGHTNING  BOLT  (SOFTCELL 
MARKETING,  NEW  YORK) 

Works  like  Floodgate,  sending 
5,000  to  7,000  messages  per 
hour.  Sold  for  $249. 

EMAIL  AMERICA  (LOS  ANGE- 
LES) Sells  E-mail  address  lists:  5 
million  addresses  for  $99;  25 
million  for  $499.  Sends  mes- 
sages at  100,000  per  hour. 

CYBER  PROMOTIONS  (PHILA- 
DELPHIA) Sends  2  million  to  3 
million  ads  per  day.  $1,499  for  an 
ad  reaching  1.1  million  people. 

DATA  COMPANY  REPORTS 


them.  A  few  of  these  services  blol 
adult  ads,  but  most  will  mail  whatever 
client  wants. 

What  can  consumers  do  to  avoid  tl 
onslaught?  There  is  no  legal  prohiB 
tion  against  the  practice,  but  in  the  II 
ternet  community  the  related  practil 
of  blanketing  message  boards — know 
as  "spamming" — is  dealt  with  by  cybl 
vigilantes.  Spammers  are  "flamed" — \l 
ified  in  reply  mail.  Likewise,  technical 
savvy  E-mail  targets  can  turn  the  tl 
bles  on  mailers  by  deluging  them  wil 
thousands  of  flame-mail  messages  or  1 
sending  E-mail  "bombs"  containing  hul 
files  that  tie  up  computers  for  houl 
But  these  measures  hurt  servij 
providers  worse  than  the  junk  E-m  J 
ers,  who  wind  up  hopping  from 
tern  to  system — or  develop  their  o 
domains. 

Perhaps  most  troubling  for  Int 
net  users,  junk  E-mailers  are 
creasingly  adept  at  targeti 
them  by  gleaning  personal  inf( 
mation  from  the  Net  (page  12 
For  example,  purveyors  of  qu 
remedies  might  grab  the  online 
dresses  of  participants  in  health-: 
lated  newsgroups,  some  of  which  ; 
tempt  to  be  as  private  a: 
sensitive  as  support  groups. 
The  rapid  expansion  of  ti 
geted  junk  E-mail  worries  p 
vacy  advocates.  "If  you  lack  ac 
quate  privacy  safeguards,  you  cou 
anticipate  Internet  meltdown,"  sa 
Electronic  Privacy  Information  Cent 
Director  Marc  Rotenberg.  But  it's  u 
likely  that  the  federal  government  w 
step  in  to  mandate  protections.  Fedei 
Trade  Commission  Credit  Practices  A 
sociate  Director  David  Medine  says 
doesn't  favor  government  involvement 
the  issue,  saying  that  "regulation  s 
fles  development." 
FIGHTING  BACK.  For  now,  the  ftc 
working  with  two  industry  groups — t 
Direct  Marketing  Assn.  and  Interacti 
Services  Assn. — on  guidelines  to  pr 
tect  privacy  in  targeted  E-mailinj; 
"The  mles  are  being  written  as  we  g< 
admits  Interactive  Services  As 
spokeswoman  Sara  Fitzgerald. 

Irate  Internet  surfers  are  also  begi 
ning  to  fight  software  with  softwai 
James  Howard,  a  University  of  Nor 
Carolina  student,  is  creating  a  progra 
to  block  unsolicited  E-mail.  Sa 
Howard:  "We  think  there  should 
technical  solutions  so  you  don't  get  it 
you  don't  want  it."  If  such  blocking  sj 
terns  spread,  consumers  and  servi 
providers  might  finally  be  able  to  sh 
out  this  cyber-annoyance. 

By  Randi  Feigenbaum  in  New  Yo 
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tODUCT  DEVELOPMENT 


I  ROCKET  IN 
TS  POCKET 

ilm  Computing  can't  produce  its  $299  PDA  fast  enough 


n  a  back-row  cubicle  at  Palm  Com- 
puting's offices  in  Los  Altos,  Calif., 
sits  a  pile  of  calculators  on  hormones 
known  as  "personal  digital  assis- 
ts." Virtually  all  have  been  disap- 
ntments;  most,  downright  flops.  Palm 
ployees  dismiss  them  as  "tweeners" — 
large  to  carry  easily,  too  small  to  be 
illy  useful.  Some  have  keyboards  a 
Id's  fingers  would  barely  fit.  Most  are 
ded  with  features  that  make  them 
ivy,  slow,  and  complicated  to  use.  As 
hoists  one  19-ounce  PDA,  Apple  Com- 
ter  Inc.'s  Newton,  Palm  marketing 
ef  Edward  Colligan  ponders:  "Fax 
m  the  beach?  Who'd  want  to?" 
[f  Colligan  seems  a  little  cocky,  he 
;  good  reason.  In  his  shut  pocket  is 
lm's  alternative:  a  sleek,  5.7-ounce 
mo  called  the  Pilot  that's  just  slight- 
wider  and  longer  than  a  pack  of 
■ds,  but  even  thinner.  Unlike  some 
ler  pdas,  it  won't  send  faxes,  collect 
mail,  or  track  expenses.  What  it  will 
is  keep  you  organized.  Set  the  Pilot 
o  a  special  cradle  attached  to  your 
rsonal  computer,  press  one  button, 


and  the  two  devices  exchange  updates 
of  their  data — phone  numbers,  address- 
es, appointments.  That  easy  synchronic- 
ity  is  one  thing  that  distinguishes  the 
Pilot  from  other  pdas  as  well  as  from 
organizers  such  as  Sharp  Corp.'s  popular 
Wizard. 

Since  the  Pilot  was 
introduced  in  April, 
retailers  can  barely 
keep  the  $299  device 
in  stock,  and  it  has 
won  raves  from  re- 
viewers. Palm's  par- 
ent, Skokie  (Ill.)-based 
U.  S.  Robotics  Corp., 
won't  break  out  sales 
numbers,  but  Palm 
says  the  Pilot's  manu- 
facturing schedules 
have  been  increased 
four  times  in  the  past 
two  months,  and  re- 
tailers say  customers  are  wowed  by  the 
Pilot's  size.  "It's  the  first  handheld  that 
ever  answered  the  major  questions  of 
form  factor  [size]  and  price,"  says 


SLICK 


The  goal 
of  the 
Pilot  is  to 
keep  you  organized, 
and  reviewers  say  it 
does just  that 


CREATORS:  Hawkins  and 
Colligan  with  their  baby 

Dataquest  Inc.  analyst  Mike 
McGuire.  "It's  a  beachhead 
in  a  new  market." 

A  flash  in  the  pan?  Could 
be.  But  buyers'  instant 
attraction  to  the  Pilot  in 
such  a  crowded  and  tricky 
market  seems  testimony  to 
several  good,  old-fashioned 
product  development  notions: 
Less  can  be  more.  Listen  to 
customers.  Sell  solutions,  not 
technology. 

In  May  of  1994,  PDA 
veteran  Jeffrey  Hawkins 
plunked  himself  down  to 
"bitch  about  the  business" 
with  venture  capitalist  Bruce 
Dunlevie,  now  of  Benchmark 
Capital  in  Menlo  Park,  Calif. 
Hawkins,  now  Palm's  chief 
technology  officer,  was  ceo  at  the  time, 
before  the  U.  S.  Robotics  acquisition. 
He  had  also  helped  develop  one  of  the 
earliest  pdas,  the  Gridpad.  More  re- 
cently, Palm  had  done  software  for 
Tandy  Corp.'s  and  Casio  Computer  Co.'s 
joint  Zoomer  entry  and  several  others. 
CASH  HOARD.  Under  Hawkins,  Palm 
had  developed  one  of  the  few  elements 
of  these  devices  that  people  liked:  a 
handwriting  interface  called  Graffiti.  By 
asking  users  to  standardize  their  use  of 
letter  and  number  symbols,  Graffiti  im- 
proved the  gadget's  recognition  powers 
dramatically.  Players  such  as  Hewlett- 
Packard  Co.  licensed  it  for  their  de- 
vices, too.  Unfortunately,  "we  were  sell- 
ing add-ons  for  a  zero-billion-dollar 
market,"  says  Hawkins.  Dunlevie,  a 
Palm  board  member,  urged  Hawkins  to 
try  building  something  better. 

Palm  had  $3  million  in  the  bank, 
some  Graffiti  royal- 
ties coming  in,  and, 
now,  a  mission. 
Hawkins  and  his 
team  of  two  dozen 
programmers  and 
marketers  assembled 
a  focus  group  of 
users  from  outside 
Silicon  Valley  and 
were  quickly  con- 
vinced that  the  tech- 
no-macho  boasts  of 
engineers — "Hey,  I 
get  paged  50  times  a 
day!" — were  irrele- 
vant to  most  potential  pda  customers. 

Palm  pinpointed  its  customer  as  a 
traveling  businessperson  with  a  person- 
al computer  and  identified  its  own  prod- 


See  what  it  feels  like 
to  print,  fax,  copy, 
distribute,  staple  and 
collate  without  leaving 
your  desk. 


The  Xerox  Document 
Centre  is  a  new  class  of 
digital  document  systems. 
These  systems  offer 
anyone  on  the  network 
more  desktop  control 
over  the  production,  man- 
agement, and  finishing 
of  documents  than  ever 
before.  They  close  the 
gap  between  electronic 
and  paper  documents, 
so  you  can  keep  your 
workflow  flowing. 
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Science  &  Technology 


uct  as  a  "PC  accessory."  The  team 
worked  to  shrink  the  hardware,  strip 
the  software  to  the  most  valuable  ele- 
ments, reduce  battery  drain,  and  keep 
the  price  below  $300. 

Next,  the  team  set  some  nonnego- 
tiable  design  goals:  The  product  had  to 
fit  in  a  shirt  pocket.  (It  does,  though 
it's  a  bit  of  a  load.)  It  had  to  perform  in- 
stantly— not  just  faster  than  PDAs,  but 
faster  than  pen  and  paper.  It  had  to 
synchronize  its  calendar  and  database 
seamlessly  with  a  desktop  computer,  re- 
quiring just  one  button  push.  And  it 
had  to  be  useful  out  of  the  box — no  ex- 
tra software  to  buy,  no  cards  to  install. 

Executing  the  vision  meant  assem- 
bling a  team  of  half  a  dozen  companies 
working  in  parallel.  Palo  Alto  Design 
Group  provided  the  product's  "skin"  and 
some  critical  mechanical  engineering, 
such  as  the  nifty  desk  cradle  for  syn- 
chronizing the  Pilot  with  the  home-base 
PC.  The  Pilot's  curved  bottom  fits  snug- 
ly with  a  plug  in  the  cradle,  so  there's 
no  need  for  cables  between  them.  To 
stay  true  to  the  design  goals,  "there 
were  many  battles  of  millimeters  and 
half-millimeters,"  says  Malcolm  S.  Smith, 
a  vice-president  at  the  design  group. 

Palo  Alto  Design  engineers  also  de- 
signed the  Pilot  for  simple  manufactur- 
ing. Organizer's  from  Casio  or  Sharp  use 
between  8  and  15  screws  of  different 
sizes.  The  Pilot  has  just  three,  limiting 
part  cost  and  complexity.  Plus,  it's  built 
with  "single-axis  assembly,"  meaning  it 
doesn't  need  to  be  turned  over  or  picked 
up  on  the  assembly  line,  decreasing  pro- 
duction time  and  flubs. 

On  the  software  side,  meanwhile, 


Palm  worked  with  Alameda  (Calif.)- 
based  <  Jeowurks  in  developing  a  simple 
yet  flexible  operating  system.  Palm 
inked  deals  to  create  links  to  popular 
personal-information  PC  programs  such 
as  Schedule  Plus  and  Now  Contact. 

There  were  glitches.  Palm  took  a  risk 
by  basing  the  Pilot's  design  on  the  not- 
quite-finished  Motorola  M68328  Dragon- 
Ball  microprocessor,  aimed  at  small 
devices.  "They  were  late,  and  we  were 
actually  debugging  some  of  it"  while  try- 
ing to  finish  up  design  and  production, 
says  Hawkins.  And  Palm  is  still  trying  to 
persuade  some  partners  to  drop  the  price 
on  "linking"  software  that  allows  the  Pi- 
lot to  communicate  with  industry-stan- 
dard programs.  Some  of  those  links  can 
cost  more  than  the  original  PC  programs. 
BOOMING.  By  late  last  summer,  eight 
months  from  launch,  Palm  was  running 
out  of  money.  Some  players  who  had 
sniffed  at  the  notion  of  another  PDA  had 
heard  the  buzz  and  came  knocking.  "But 
the  only  people  who  really  wanted  us  to 
be  a  big  company  and  execute  was  U.  S. 
Robotics,"  says  Hawkins. 

U.  S.  Robotics,  the  booming  modem 
maker,  purchased  all  of  Palm  (just  30 
employees)  in  August,  1995,  for  $44  mil- 
lion. Its  chairman  and  ceo,  Casey  G. 
Cowell,  says  he  was  enchanted  by  the 
Pilot  from  the  start:  "Every  so  often, 
you  see  something  that  you  just  think  is 
art.  They  really  got  it  right." 

Today,  Palm's  marketing  goal  is  to 
make  the  Pilot  the  standard  for  corpo- 
rations trying  to  keep  traveling  em- 
ployees' schedules  and  databases  in 
sync.  The  next  obvious  step  is  giving 
the  device  communications  capability. 


But  there's  no  room  for  a  built-in  ml 
dem.  Instead,  Robotics'  Cowell  says  thl 
by  the  end  of  this  year,  Palm  Compur 
ing  will  offer  an  attachable  telephor| 
modem.  A  wireless  version  is  planndj 
for  sometime  later.  Someday,  Cowci 
says,  U.  S.  Robotics  hopes  to  make  tel| 
phones  with  slots  for  the  Pilot.  Touch 
name  on  the  Pilot's  screen,  and  tl 
phone  would  dial  the  person's  numbei 

The  plan  is  to  keep  the  Pilot  sma 
light,  and  cheap  while  judiciously  addh 
features.  That's  the  opposite  of  Appk 
approach  with  the  Newton,  which  star 
ed  out  big  and  feature-heavy.  Palm  w 
"really  smart  to  step  back,"  says  Robe 
Brunner,  former  head  of  design  at  App 
and  now  head  of  San  Francisco's  Pern 
gram  Design. 

Several  pda  makers  say  the  Pilot 
too  limited,  incapable  of  things  such 
Web  browsing  that  other  PDAs  can  ha 
die.  "It's  certainly  stirred  up  intern 
but  it's  not  the  be-all  and  end-all,"  sa; 
Roy  Breslawski,  product  marketir 
manager  for  Hewlett-Packard's  han 
held  products  division,  which  handl 
the  Omnigo  pda.  "It's  just  an  organiz( 
If  you  want  to  do  anything  else,  you': 
going  to  end  up  being  frustrated." 

So  far,  however,  it  has  been  the  ma 
ers  of  the  full-featured  but  fuzzily  11 
cused  devices  who  have  been  frustrate! 
Last  year,  just  1.2  million  pdas  we\ 
sold  worldwide,  says  Dataquest's  M 
Guire.  If  the  Pilot  keeps  its  momenti 
Palm's  gutsy  decision  to  do  just  a  fe 
essential  things  could  turn  it  into  tlj 
pda  market's  first  blockbuster. 

By  Joan  O'C.  Hamiltt 
in  Los  Altos,  Call 


The  Birth  of  a  Gadget: 
How  the  Pilot  Was  Designed 

The  Pilot's  designers  were  determined  to  keep  it  small, 
light,  and  inexpensive — even  if  that  meant  jettisoning 
such  features  as  E-mail  and  faxing.  Getting  the  details 
right  took  months. 


FALSE  STARTS 

One  idea  was  to  raise  the 
corners  to  keep  buttons  from 
being  accidentally  pressed. 
Instead,  the  buttons  were 
recessed. 


^3 
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REFINING  THE 
CONCEPT 

Designers  eventually 
rejected  the  concepts 
shown  here — a  big 
power  button  in  the 
corner  and  an  open- 
ing in  the  side  for 
the  stylus. 


Mm 


WHIMSY 

Even  the  stylus  went 
through  dozens  of  concepts. 


AT  LAST,  THE  PRODUCT 

Here,  the  Pilot  sits 
in  its  cradle.  The 
stand  plugs  into  a 
personal  computer, 
allowing  Pilot  and 
PC  to  exchange  cal- 
endar and  address 
information. 
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Outsourcing:! 


n  P.  Hold,  vice-chairman,  MicroAge,  at  The  1 996  Business  Week  Information  Technology  Conference 


rhe  market 
r  products  and 
rvices  today 
client  driven, 
lients  now  prefer 
>ttom  up  selec- 
/e  outsourcing, 
>mbining  best- 
-class  partners 
ith  in-house 
cpertise  and 
rersight." 

an  P.  Hald 

e-chairman  and  co-founder 
the  IT  integration  and 
"vices  organization 
croAge,  Inc. 


Outsourcing:  What  It  Is  and 

HOW  It  WorkS...  At  $30  billion,  up 
50  percent  in  one  year  and  clue  to  double  anew 
by  2000,  the  outsourcing  of  corporate  information 
technology  activities  is  one  of  the  world's  fastest 
growing  industries.  Why  should  individual 
companies  maintain  isolated  staffs  of  computer 
professionals  when  dedicated  firms  are  ready, 
willing,  and  far  more  able  to  provide  the  needed 
services  at  lower  cost  and  greater  efficiency?  This 
simple  concept  turned  Ross  Perot  into  a  billionaire, 
and  now  enriches  scores  of  similar  "outsourcers." 

Outsourced  workers  are  literally  sent  off  to  join 
the  staff  of  the  outsourcer,  who  then  sells  their  new 
employees'  services  back  to  the  original  employer, 


as  well  as  to  other  firms.  The  workers  involved 
often  view  their  move  to  the  outsourcer  as  a  big 
plus,  offering  them  new  career  opportunities  in 
one  of  the  hottest  businesses  in  the  world. 

Why  Do  I  Want  To  Do  This? 

Companies  choose  to  outsource  their  information 
technology  services  for  myriad  reasons.  "It's  not 
our  core  competency"... "We  needed  additional 
skills  and  knowledge"... 
"They  can  do  this  better 
than  we  can". .  ."To  save 
money." 

"Our  technology  was 
on  the  leading  edge,"  says 
Michael  I.  Roth,  chair- 
man and  chief  executive 
officer,  Mutual  Of  New 
York  (MONY),  "We  had 


"Leaders  should 
not  make  the 
outsourcing 
decision  with- 
out involving 
the  people  who 
live,  eat,  sleep, 
and  breathe 
information 
technology." 


great  expertise,  two  to 
three  years  ahead  of  the 
competition.  It  was  even 
suggested  that  we  take 
our  information  technol- 
ogy abilities  and  market 
them  to  the  outside  world 
("insourcing")  to  gener- 
ate new  revenue.  Every- 
one was  very  proud  of 
our  technology  base. 
How  could  we  even  think 
of  passing  this  capability 
over  to  another  organi- 
zation? But  we  are  an 
insurance  company,  not 
a  technology  firm,  and  we 
could  see  that  the  IT  specialist  outsourcers  were 
better  positioned  to  stay  at  the  cutting  edge.  After 


by  Scott  Sinister,  consultant  to  Business  Week  Executive  Programs,  and 
tluni  oj  I  In  199ti  Business  Week  Information  'Technology  Conference. 
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EXECUTIVE  PROGRAMS 


Beyond  news.  Intelligence. 


Michael  I.  Roth 

chairman  and  CEO, 
The  Mutual  Life 
Insurance  Company 
Of  New  York  (MONY) 
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"The  irony  is 
that  those  who 
will  outsource 
most  success- 
fully are  those 
who  already 
know  best  how 
to  manage  their 
own  require- 
ments. " 

Jagdish  R.  Dalai 

vice-president, 
information  management, 
Xerox  Corporation 


long  analysis  and  soul- 
searching  discussion  at 
all  levels  of  the  firm,  we 
sent  our  entire  computer 
services  staff  to  the  out- 
source!'."" 

AtDuPont,CIO 
Cinda  Mailman  is  chang- 
ing nearly  two  centuries 
of  tradition  with  her  turn 
toward  outsourcing. 
"This  company  has 
always  grown  by  building 
more  factories,  all  by 
ourselves."  says  1  lalhnan. 
"■But  DuPont's  plan  for 
the  future  is  very  differ- 
ent. There  will  be  joint 
ventures,  alliances,  a  vari- 
ety of  approaches.  When 
this  new  strategy  was 
adopted,  our  department 
realized  that  we  would 
have  to  become  more 
flexible.  This  is  the  pri- 
mary driver  of  our  inter- 
est in  outsourcing.  We  are 
responding  to  a  changing 
business  environment."  Mailman's  outsourcing 
choices  for  DuPont  are  likely  to  amount  to  a 
$.r>  billion  to  $()  billion  purchase. 

"In  our  case  we  were  developing  a  strategy  to 
transform  our  information  management  organiza- 
tion." explains  Jagdish  R.  Dalai,  vice-president, 
information  management.  Xerox  Corporation.  "It 
was  only  after  we  put  together  our  transformative 
strategy  that  we  realized  outsourcing  could  be  an 


"I  need  people 
who  can  look 
at  a  DuPont 
business  and 
spot  the  oppor- 
tunities where 
information 
technology  can 
make  that  busi- 
ness better." 

Cinda  A.  Hallman 

vice-president 
information  systems  and 
chief  information  officer, 
DuPont  Company 


Have  You  Orchestrated  Your 
Value  Chain  Yet? 


Alan  Haiti  and  his  partner  Jeff  McKeever 

founded  MicroAge  back  in  I  976.  Today  they 
have  grown  to  a  $3  billion  systems  integrator 
and  distribution  enterprise.  MicroAge  Infosys- 
tems  Services  is  the  portion  of  MicroAge 
serving  large  corporate  clients  as  a  leading 
systems  integrator. 

"IT  outsourcing  has  been  around  for  years," 
says  Hald.  "Recently  clients  have  shifted 
emphasis  away  from  the  top  down  do  it  all 
approach.  Computer  manufacturers  no  longer 
control  the  relationship.  The  market  for  prod- 
ucts and  services  today  is  client  driven.  Clients 
now  prefer  bottom  up  selective  outsourcing, 
combining  best-in-class  partners  with  in-house 
expertise  and  oversight. 

"The  best  organizations  have  spotted  this 
change  and  reorganized  themselves  to  take 
full  advantage  of  the  choices  available.  They  are 
using  selective  outsourcing  to  orchestrate  the  IT 
industry  value  chain  and  service  a  broader 
range  of  needs  faster,  better;  cheaper 

"This  has  major  implications.  Think  about  your 
hardware  and  software  vendors  -  companies 
like  IBM,  Compaq,  Microsoft.  Today  with  so 
many  choices  and  the  need  to  integrate 
products  and  services  from  multiple  vendors, 
what  was,  from  a  corporate  perspective,  once  a 
finished  goods  provider  is  now  a  parts  supplier 
All  the  big  companies  you  know  are  basically 
making  components  for  networked  environ- 
ments. To  acquire  and  support  working  systems 
you  deal  with  the  integrators  who  put  the  parts 
and  services  together  to  meet  your  needs.  That 
is  what  is  really  important." 
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enabling  tactic."  Dalai 
went  on  to  negotiate  a 
10-year,  $3.2  billion 
outsourcing  contract,  the 
largest  ever.  "The  irony," 
says  Dalai,  "is  that  those 
who  will  outsource  most 
successfully  are  those 
who  already  know  best 
how  to  manage  their  own 
requirements  —  not  those 
in  desperate  need  of  help. 
Only  those  who  know 
their  metrics,  measure- 
ments, and  current  costs 
can  correctly  judge  some- 
one else's  performance 
of  the  same  tasks." 

Don't  You  Love 
Me  Anymore? 

"When  I  first  brought 
up  this  concept  with 
our  IT  leadership," 
says  Thomas  H.  Scott, 
vice-president/general 
manager,  computer 
:ems  division,  Toshiba,  "I  was  as  diplomatic  as 
»uld  be,  but  the  perception  was  still  'well,  gosh, 
;re  have  we  gone  wrong?  Why  would  you  send 
iway?'  We  got  through  this  with  three  months 
leavy,  open  discussions.  Today  feelings  are 
"emely  positive." 

"When  you  consider  outsourcing,"  says 
>NY  CEO  Michael  I.  Roth,  "you  have  to  in- 
'e  the  people  who  are  involved  in  the  process, 
ders  should  not  make  the  outsourcing  decision 
lout  involving  the  people  who  live,  eat,  sleep, 
breathe  information  technology.  Many  com- 
ies  are  afraid  people  will  start  leaving  the 
ute  they  hear  outsourcing  is  under  considera- 
i.  But  our  turnover  actually  fell  during  the  year 
studied  this  proposal.  I  think  that  is  because 
brought  all  our  people  into  the  decisionmaking 
cess.  Everyone  in  IT  was  deeply  involved  in 
study  and  in  the  end  they  recommended  over- 
ilmingly  that  the  company  go  forward  with 
outsourcing  project." 
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With  our 
utsourcing 
artner  we 
'ill  achieve  a 
egree  of  inti- 
macy with  our 
jstomers  that 
'ill  exceed  any- 
ling  else  in  the 
mrketplace." 

lomas  H.  Scott 

:e-president/general 
anager,  computer 
>tems  division, 
shiba 


Golden  People 

"We  thought  we  knew  our  business,"  says  one 
executive  at  the  Business  Week  conference,  "but 
we  did  not  know  it  as  well  as  the  company  we 
outsourced  with.  They  came  in  and  did  some  very 
effective  due  diligence  that  has  put  us  in  a  much 
stronger  position  in  a  veiy  short  period  of  time. 
They  have  the  best  people  in  the  world,  people  we 
could  never  attract,  and  they  can  lever  their  work 
in  hundreds  of  other  companies  to  our  benefit. 
They  do  things  for  us  we  never  could  have  done 
for  ourselves." 

"When  I  started  out  in  this  business,  IT  was  a 
backroom  activity  and  everything  revolved  around 
the  technological  skills  of  the  people  we  hired," 
says  DuPont's  Hallman.  "Today  we  still  need  tech- 
nologically astute  individuals,  but  they  must  play  a 
more  significant  role.  I  need  people  who  can  look 
at  a  DuPont  business  and  spot  the  opportunities 
where  information  technology  can  make  that  busi- 
ness better.  Then  they  need  leadership  and  com- 
munication skills  to  advance  their  concept  within 


Customer  Service:  Outsourcing  Toward  Excellence 


"At  Toshiba,"  says  Thomas  H.  Scott,  vice-president/general  manager,  com- 
puter systems  division, Toshiba,  "we  take  technology  and  make  it  portable. 
That  is  our  core  competency.  If  we  tried  to  be  as  strong  in  other  areas  we 
would  lose  our  focus  and  efficiency.  Every  company  should  look  in  the 
mirror  and  admit  this  to  itself.  Instead  many  fall  into  the  trap  of  hubris,  say- 
ing 'Hey,  we  can  do  this,  we  don't  need  to  outsource.1  That's  a  big  mistake. 

"One  of  the  top  outsourcing  specialties  is  customer  support.  So  with  our 
outsourcing  partner  we  developed  a  dream  model  of  a  customer  support 
center  that  will  operate  right  on  our  campus.  The  Toshiba  Integrated 
Marketing  and  Services  Center  is  beyond  state-of-the-art,  with  spectacular 
database  and  knowledge-base  capabilities  that  enable  us  to  take  informa- 
tion and  instantly  turn  it  into  actionable  data.  We  will  achieve  a  degree  of 
intimacy  with  our  customers  that  will  exceed  anything  else  in  the  market- 
place. Trying  to  create  such  a  futuristic  customer  service  installation  on  our 
own  would  have  been  absolutely  foolish.  Outsourcing  was  the  right  way 
to  make  this  happen. 

Resourcing  Relationships 

"The  only  thing  that  bothers  me  about  outsourcing  is  the  word  itself: 
'outsourcing'  has  the  sound  of  a  cold  vendor-supplier  relationship.  The 
word  does  not  contain  the  sense  of  partnership,  the  mutual  trust  that 
we  feel  with  our  partner  companies.  So  we've  started  to  call  these 
relationships  'resourcing.'  That  is  what  these  expert  companies  really 
are:  resources  Toshiba  can  call  upon  in  our  quest  to  achieve  and  grow. 
They  are  the  way  of  the  future." 


The  1996 

BusinessWeek 

Information 

Technology 

Conference 


SPECIAL  ADVERTISING  SECTION 


The  1996 

BusinessWeek 

Information 

Technology 

Conference 


"Outsourcing 
is  important... 
in  this  context 
because  of  all 
the  work  that 
needs  to  be 
done  as  new 
technologies 
become  main- 
stream." 

Claude  Wimberly 

director,  North 

American  Enterprise 

Programs, 

Intel  Corporation 


"This  is  not  just 
about  internet- 
working tech- 
nology or  com- 
panies; it's  about 
internetworking 
humans." 

Don  Tapscott 

president,  New 
Paradigm  Learning 
Corporation;  author, 
The  Digital  Economy 


the  organization.  Where  can  I  find  such  people? 
How  can  we  develop  them?  Once  we  have  them, 
they  are  absolutely  like  pure  gold,  so  how  do  we 
retain  them?  The  answer  is,  we  will  work  with 
outsourcers  as  partner  organizations  to  locate  and 
develop  these  people." 


Defensive  Outsourcing 

1!)97  will  he  an  unprecedented  year  for  corporate 
computing  management,  according  to  Claude 
Wimberly,  director,  North  American  Enterprise 
Programs,  Intel  Corporation.  "Sixteen  to  twenty 
million  new  Windows  NT  server  and  desktop  com- 
puters will  be  deployed  this  year  and  next.  Many 
of  them  will  be  Pentium1'  Pro  Processor-based 
systems  optimized  to  run  32-bit  software.  That  is 
a  tremendous  new  magnet  to  the  software  vendor 
to  develop  new  compelling  business  applications. 
These  new  systems  will  also  provide  superior  per- 
formance to  take  advantage  of  multitasking,  there- 
fore delivering  new  capabilities  at  far  lower  prices  — 
$7  per  MIPS  (million  instructions  per  second) 
compared  to  $225  per  MIPS  just  five  years  ago.  In 
addition,  manageability  tools  and  features  will  be 
widely  available  on  these  platforms,  allowing  the  en- 
terprise to  address  rising  total  cost  of  PC  ownership. 

■■Outsourcing  is  important  in  this  context  be- 
cause of  all  the  work  that  needs  to  be  done  as  new 
technologies  become  mainstream.  There  is  the 
initial  purchase  of  hardware  and  software,  the  train- 
ing to  get  your  users  up  to  speed,  user  support, 
and  a  ton  of  below-the-surface  costs  in  the  total 
cost  of  the  ownership  equation.  It  makes  sense  to 
have  a  specialist  organization  handle  it  all  for  you." 


It's  Bigger  Than  Outsourcing 

"Outsourcing  is  the  tip  of  an  iceberg  of  change," 
says  Don  Tapscott,  author  of  The  Digital 
Economy.  Futurist  Tapscott's  latest  book  was  in 
its  seventh  month  on  the  Business  Week  best 
seller  list  when  he  addressed  the  corporate  IT 
community  at  The  1996  Business  Week  Informa- 
tion Technology  Conference.  "Outsourcing  typifies 
the  c  urrent  internetworking  transformation.  It  has 
happened  before:  in  the  early  days  of  this  century 
every  company  had  its  own  power  plant.  Then 
came  the  electrical  power  grid.  Companies  closed 
their  private  plants  and  joined  the  utility  networks. 

Now  this  paradigm  has  reached  the  IT  depart- 
ment. Soon,  it  will  become  a  far-reaching  norm 
of  human  organization.  This  is  not  just  about  inter- 
networking technology  or  companies;  it's  about 
internetworking  humans." 


CIO  Poll  Results. 


Chief  information  officers  and  other 
top  corporate  technologists  at  The 
1996  Business  Week  Information  Tech- 
nology Conference  viewed  outsourcing  as  a  gener- 
ally -  though  not  1 00  percent  -  positive  experience. 

Why  i  want  to  outsource: 

To  cut  costs 

To  improve  operations/use  of  resources 
For  an  outsourcers  unique  abilities 
Other 

Outsourcing's  actual  impact 
on  IT  costs: 

We  are  saving  as  expected 
We  are  saving,  but  there  are  some 
unexpected  cost  increases 
Costs  have  unexpectedly  risen 

For  me  personally,  outsourcing 
has  proven  to  be: 

Career  enhancing 
Career  threatening 

Degree  of  satisfaction  with  my 
outsourcing  vendor: 

Love/ 1  ike 
Livable 

Annoyed/divorcing 


Degree  of  satisfaction  with  my 
outsourcing  deal: 


Yes 


Delighted 

\0°A 

Need  minor  changes 

60°A 

Need  major  renegotiation 

309 

Role  of  employee  communication/ 
consultation  in  outsourcing  decision: 

No  role 

8?| 

Small  role 

4291 

Moderate  role 

3I9| 

Major  role 

1991 

1  find  it  difficult  to  attract  and 
retain  the  IT  skills  1  need: 

935 


Interactive  polling  provided  to  Business  Week  by  Mendta  Interactive 
Information  Services  of  jenhnlown,  PA.  Number  of  executives  polled:  20 
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developments  to  Watch 
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I  THESE  DISKS, 
FORAGE  ISN'T 
ILY  SKIN  DEEP 

ER  DOWN  INTO  THE  NEW 

•like  disk  developed  at  the 
ite  University  of  New 
rk  at  Buffalo,  and  you  can 
;  Bugs  Bunny  up  to  his 
lal  antics.  What's  so  spe- 
1  about  that?  The  disk 
isn't  spin  steadily.  Instead, 
>  cartoon's  successive 
mes  are  pulled  from  stacks 
microscopic  images  ex- 
iding  deep  inside  the  disk, 
cause  these  new  optical 
ks  store  information  in  100 
more  layers,  not  just  on 
;  surface,  they  already 
d  up  to  1  terabyte  of  data, 
at's  1  trillion  characters, 
1,000  times  as  much  as  or- 
iary  CDs. 

rhe  main  secrets  behind 
s  three-dimensional  trick 
;  new  dyes,  for  which  the 
versity  is  seeking  patents, 
1  a  high-powered,  pulsed 
rared  laser.  Jayant  B. 


ONE  GIANT  LEAP  FOR  GENE  THERAPY? 

IN  GENE  THERAPY'S  EARLY  DAYS,  SCIENTISTS  ENVISIONED 

curing  such  inherited  diseases  as  cystic  fibrosis  by  infus- 
ing patients  with  new  copies  of  missing  or  defective 
genes.  While  that  hasn't  worked  so  far,  gene  therapy 
could  pay  off  as  a  way  to  prod  the  body  into  making 
proteins  such  as  insulin.  Proteins  can't  be  taken  in  pill 
form  because  they  rapidly  break  down  in  the  digestive 
tract.  But  if  the  gene  for  a  protein  were  inserted  into 
an  individual's  dna,  it  could  turn  the  cells  into  tiny  drug 
factories.  The  problem  is  there  has  been  no  way  to  con- 
trol how  much  drug  such  gene-spliced  cells  churn  out. 

Now,  scientists  at  Ariad  Pharmaceuticals  Inc.  in  Cam- 
bridge, Mass.,  believe  they  have  found  a  switch  to  turn 
implanted  genes  on  and  off.  If  it  works,  people  could 
gulp  a  pill  that  turns  on  the  implanted  genes  just  long 
enough  to  provide  the  right  dose  of  medication. 

In  a  paper  published  in  the  September  issue  of  Na- 
ture Medicine,  Ariad  researchers  report  that  they  in- 
jected mice  with  human  cells  containing  the  growth  hor- 
mone gene.  The  cells  also  contained  two  halves  of  a 
so-called  transcription  factor,  which  the  cells  need  to 
make  the  growth  hormone.  Next,  the  mice  were  given 
an  oral  medication — not  a  protein — to  unite  the  factor's 
two  halves.  The  cells  began  producing  the  hormone  in 
proportion  to  the  amount'  of  medication  the  mice  were 
given.  Further  work  is  needed  before  this  approach  can 
be  tested  in  humans,  but  Ariad  is  already  looking  for 
partners.  Naomi  Freundlich 


awalkar,  an  assistant 
)fessor  at  Buffalo's  Pho- 
lics  Research  Laboratory, 
1  the  dyes  respond  only 

the  powerful  infrared 
tit.  And  because  the  beam 
ightly  focused  at  a  precise 
tance,  writing  information 

a  specific  layer — or  re- 
eving it — is  done  by  mov- 


ing the  laser  up  or  down. 

Although  the  laser's 
read/write  head  is  similar  to 
those  in  CD  recorders,  the 
pulsed  laser  is  "currently 
very  expensive,"  according 
to  Bhawalkar.  So  don't  look 
for  consumer  3-D  cos  any- 


time soon.  Buffalo  intends  to 
license  the  technology  after 
it  receives  a  patent  on  the 
dyes.  Because  of  the  laser's 
cost,  initial  applications  will 
probably  be  for  archival  stor- 
age of  data  and  pictures  at 
companies  and  libraries.  □ 


INNOVATIONS 


■  Agriculture  Dept.  microbi- 
ologists in  Beltsville,  Md., 
have  managed  to  protect  cu- 
cumber roots  from  fungal  rot 
by  coating  seeds  with  benefi- 
cial bacteria.  The  Enterobac- 
ter  cloacae  bacteria  drive  out 
fungi  by  denying  them  space 
and  plant  sugars.  In  the  im- 
age above,  the  soil  is  red,  the 
bacteria-coated  root  is  blue, 
and  the  unprotected  root  is 
green.  The  researchers  be- 
lieve the  environmentally  be- 
nign bacteria  may  displace 
chemical  fungicides  for  corn, 
squash,  and  other  crops. 

■  Early  next  May,  world 
chess  champion  Garry  Kas- 
parov will  again  take  on 
Deep  Blue,  IBM's  chess-play- 
ing computer.  Kasparov  de- 
feated Deep  Blue  three 
games  to  one,  with  two 
draws,  in  Philadelphia  early 
this  year.  But  Deep  Blue  is 
being  upgraded  for  the  re- 
match at  New  York's  Milleni- 
um Hilton  hotel. 


fHE  RAGE  TO  BUILD  A  MISSILE-ZAPPING  747 


HE  DREAM  OF  A  STAR  WARS 

nissile  defense  is  still 
dive — only  now  it  should  be 
tubbed  Sky  Wars.  High  on 
he  Air  Force's  wish  list  is  a 
nodified  Boeing  747  outfit- 
ed  with  lasers  capable  of 
aking  out  battlefield  mis- 
iles  being  launched  200 
niles  away.  In  November, 
he  Air  Force  plans  to 
ward  a  $1.1  billion  contract 
ar  the  weapons  system. 

Two  teams  are  competing 
jr  the  job.  One  has  Rock- 


well International  working 
with  Hughes  Aircraft, 
E-Systems,  and  Rocket- 
dyne.  The  other  is  a  part- 
nership of  Boeing,  trw, 
and  Lockheed  Martin. 
Because  an  airplane 
can't  generate  enough 
electricity  to  provide  the 
needed  laser  punch,  both 
teams  will  harness  a 
chemical  reaction:  Hydro- 
gen peroxide  and  chlorine 
gas  are  mixed  to  produce 
"excited"  oxygen  molecules. 


When  these  molecules  are 
combined  with  iodine,  they 
drop  out  of  the  excited 
state,  unleashing  huge 
amounts  of  light  energy. 
The  potential  of 
chemical  lasers  to 
serve  as  defensive 
shields  was  shown  ear- 
ly this  year,  trw  Inc. 
blew  two  short-range 
rockets  out  of  the  sky 
with  an  older  chemical- 
laser  system  on  the 
ground  at  White 
Sands  Missile  Range 
in  New  Mexico.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


HOW  TO  PRACTICE 
SAFE  SURFING 


She  had  gotten  away,  but 
he  found  her  again.  He 
simply  entered  her 
name  in  an  Internet  search 
engine,  and  up  popped  her 
E-mail  address.  He  set  up  an 
account  with  a  fictitious  name 
on  the  same  Internet  service 
provider  she  used — and  came 
up  with  an  excuse  to  write 
to  her.  Soon,  they  were  online 
confidants.  She  told  him 
about  a  former  relationship 

that  had  end-   

ed  badly,  nev- 
er suspecting 
he  might  be  the  guy.  They 
arranged  to  meet,  and  she 
was  enthusiastic.  But  then, 
something  he  said  set  off  an 
alarm,  and  she  realized  who 
he  was — just  in  the  nick  of 
time. 

This  story  may  sound  like 
fiction,  but  it  was  a  real-life 
nightmare  for  one  woman  in 
cyberspace.  While  online 
stalking  and  harassment  oc- 
cur relatively  infrequently,  a 
lot  of  information  is  available 
on  the  millions  of  Net  surfers, 
and  you  don't  need  to  be 
a  hacker  to  get  at  it.  The 
scary  part  is  that,  in  the 
hands  of  an  ex-lover,  com- 
petitor, voyeur,  or  wacko  who 
has  targeted  you  on  purpose 
or  randomly,  such  information 
can  be  used  against  you. 
More  commonly,  companies 
that  want  to  sell  you  some- 
thing may  pull  I.  D.s  off 
newsgroups  and  sketch  a  de- 
mographic profile  based  on 
your  online  habits.  The  re- 
sult: You  may  be  "spammed" 
with  an  annoying  barrage  of 
junk  E-mail. 

POLITICAL  SUICIDE.  Indeed, 
anyone  can  employ  search  en- 
gines to  pull  up  your  E-mail 
and  home  page  addresses, 
service  providers,  and  phone 
numbers.  You  may  have  long 
forgotten  the  musings  you 


ONLINE 


posted  in  a  public  Usenet 
forum,  but  those  messages 
live  on  in  the  search-engine 
archives  for  anyone  to  ex- 
ploit. Spend  time  in  an  in- 
vestment newsgroup,  and 
you  may  be  bombarded  with 
penny-stock  pitches.  It  also 
helps  to  remember  that  post- 
ings can  be  copied  and  for- 
warded to  others.  People 
with  managerial  or  political 
ambitions  should  be  careful 

  about  what 

they  say  and 
where  they 
say  it.  What  were  you  do- 
ing, Mr.  Candidate,  in 
alt.sex.bondage,  anyway?  "A 
lot  of  people  are  shocked 
when  I  tell  them  that  there's 
a  log  being  made  of  every- 
thing they  post,"  says  Andre 
Bacard,  author  of  The  Com- 
puter Privacy  Handbook 
($24.95,  Peachpit  Press). 

Even  communications  you 
think  are  private  and  anony- 
mous can  make  their  way  to 
many  potential  snoopers.  In- 
deed, data  dispatched  over 
the  Net  may  pass  through 
dozens  of  computer  systems 
in  different  countries  before 
it  reaches  its  final  destination. 
At  each  step,  the  system  op- 
erator can  capture  that  infor- 
mation. Moreover,  Web  site 
operators  may  be  able  to  de- 
tect where  users  are  coming 
from,  where  they're  headed 
next,  what  kind  of  PCs  they 
have,  and  the  exact  files  and 
pictures  they  have  looked 
at.  Anyone  who  needs  fur- 
ther convincing  should  visit 
the  demonstration  page 
at  the  Center  For  Democ- 
racy &  Technology  Web  site 
(http://www.13x.com/cgi-bin/ 
cdt/snoop.pl),  which  displays 
to  users  the  kind  of  informa- 
tion being  collected  on  them 
at  that  moment. 

Most  Web  browsers  have 


a  built-in  feature  that  allows 
a  Web  site  to  store  informa- 
tion about  your  visit  on  your 
hard  drive.  The  next  time 
you  visit  that  site,  it  reads 
the  so-called  "cookie"  it  left 
behind  and  knows  something 
about  you.  That  can  be  good. 
If  you  want  to  buy  a  com- 
pact disk  at  an  online  music 
store,  a  cookie  can  help  the 
store  recommend  a  list  of 
recordings  you  might  like, 
based  on  your  previous  visit. 
But  the  technology  can  also 
be  used  to  invade  your  pri- 
vacy, which  is  why  the  latest 


versions  of  Netscape  Navi 
tor  and  Microsoft  Inter 
Explorer  allow  people  to  t 
off  the  feature. 

So  how  paranoid  sho 
Internet  users  be?  " 
shouldn't  have  to  wear  ( 
sunglasses  in  cyberspace, 
you  should  let  companies  ki 
whether  they're  doing  a  g 
job  or  a  bad  job  protect 
your  privacy,"  says  M 
Rotenberg,  executive  dire 
of  the  Electronic  Privacy 
formation  Center  (EPIC) 
Washington,  a  treasure  tr 
of  resources  for  conswr 


- 
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Foiling  Cyberspace 
Privacy  Invaders 

•  Create  passwords  with  nonsensical 
combinations  of  letters,  numbers,  and 
symbols  (TY8%UX).  Change  them  fre- 
quently, and  never  give  them  out. 

•  Assume  that  your  communications 
are  not  private  unless  you  use  powerful 
scrambling  programs  such  as  PGP.  Do 
not  reveal  phone  numbers,  passwords, 
credit-card  numbers,  or  other  sensitive 
information  over  chat  lines,  forum 
postings,  or  E-mail. 

•  Be  aware  that  public  postings  on  the 
Internet  are  often  archived,  and  any- 
one using  search  tools  can  discover 
them.  Don't  post  things  that  may  come 
back  to  haunt  you. 

•  Send  sensitive  E-mail  by  way  of 
anonymous  remailers —  free  services 
that  let  you  pass  along  electronic 
missives  in  such  a  manner  that  others 
cannot  trace  them. 

•  If  you  want  to  safeguard  your  identi- 
ty, ask  your  online  service  to  remove 
your  bio  from  the  member  directory — 
or  don't  put  it  there  in  the  first  place. 

•  Use  gender-neutral  online  I.D.s  to 
avoid  some  of  the  social  dangers: 
harassment,  stalking,  or  "spamming" 
(being  barraged  with  junk  E-mail). 

•  Be  aware  that  online  identities  are 
not  always  what  they  seem.  Users  can 
often  adopt  one  or  more  disguises. 


p://www.epic.org).  One  way 
ietermine  that  is  to  see 
jther  a  company  promi- 
tly  displays  a  privacy  poli- 
it  its  site.  So  far,  not  many 
but  in  June  the  Interactive 
vices  Assn.  and  Direct 
"keting  Assn.  proposed 
iciples  for  dealing  with 
t  E-mail.  Among  them: 
irketers  who  operate  chat 
is,  newsgroups,  and  other 
lie  forums  should  inform 
viduals  using  these  spaces 
information  they  volun- 
y  disclose . . .  may  result  in 
)licited  messages  " 


DATA:  PRIVACY  RIGHTS  CLEARINGHOUSE 

Fortunately,  consumers  can 
take  a  variety  of  common 
sense  steps  to  safeguard  their 
privacy.  For  one  thing,  think 
about  how  much  info  you 
provide  voluntarily.  When 
you  sign  on  to  services  such 
as  America  Online,  Compu- 
Serve, the  Microsoft  Net- 
work, or  Prodigy,  you  have 
the  option  of  appearing  in  a 
member  directory  and  post- 
ing a  biography.  You  may  not 
want  to  do  so. 

Moreover,  some  companies 
ask  first-time  visitors  to  their 
Web  sites  to  register  by  filling 


out  questionnaires  with 
their  home  address, 
phone  number,  and 
credit-card  numbers. 
Proceed  at  your  own 
risk:  The  data  may 
well  be  peddled  to 
marketers.  You  should 
also  counsel  your  kids 
as  to  how  much  stuff 
they  reveal.  Cyber  Pa- 
trol, a  program  from 
Microsystems  Soft- 
ware, includes  a  fea- 
ture that  prevents  chil- 
dren from  divulging 
any  information  you 
want  kept  secret. 

You  can  also  ask  by 
E-mail  to  be  removed 
from  a  directory  such 
as  WhoWhere?,  which 
contains  records  on 
more  than  9  million  E- 
mail  I.  D.s.  The  com- 
pany recently  intro- 
duced a  free  service, 
Who'sThere,  which  is 
like  caller  I.  D.  on  the 
Net.  Recipients  are 
told  each  time  some- 
one is  trying  to  get  in 
touch  with  them,  and 
they  have  the  option 
not  to  respond. 

Privacy  experts  cau- 
tion consumers  to 
mind  their  E-mail  mes- 
sages. The  Electronic 
Communications  Priva- 
cy Act  (ecpa)  forbids 
reading  other  people's 
private  E-mail — al- 
though there  are  im- 
portant exceptions.  For 
example,  an  online 
provider  may  peek  at 
your  E-mail  if  it  sus- 
pects you  are  tiying  to 
harm  the  system  or  another 
member.  Under  certain  cir- 
cumstances, law-enforcement 
officials  may  gain  access. 
What's  more,  if  an  employer 
owns  the  E-mail  system,  the 
company  may  examine  elec- 
tronic messages.  In  some  in- 
stances, Internet  providers 
and  network  administrators 
archive  your  incoming  and 
outgoing  mail  on  a  computer 
disk  for  months,  even  after 
you  thought  it  was  deleted. 
And  all  this  is  not  to  men- 
tion the  intruders  who  may 
intercept  messages  illegally. 


"People  have  different  de- 
grees of  sensitivity,  but  I 
would  not  use  E-mail  for  the 
most  sensitive  communica- 
tions," says  Jeffrey  Cunard, 
a  cyberlaw  specialist  and  a 
Washington-based  partner  of 
the  New  York  firm  Debevoise 
&  Plimpton. 

JOB  SEARCH.  Bacard  advises 
people  who  are  concerned 
about  their  E-mail  to  use  a 
software  program  such  as  PGP 
(Pretty  Good  Privacy),  which 
can  encrypt  and  unscramble 
messages  so  only  the  receiver 
can  read  them.  Moreover, 
those  who  want  to  discuss  a 
controversial  issue,  admit  to 
an  addiction,  or  seek  a  new 
job  without  their  employer 
finding  out  might  want  to  use 
a  privacy  tool  called  an 
anonymous  remailer.  This 
free  service  strips  away  the 
header  of  a  message  so  that 
recipients  don't  know  where 
it  came  from.  You  can  get  a 
list  of  reliable  anonymous 
remailers  at  the  epic  site  or 
at  Bacard's  privacy  page 
(http://www.well.com/user/ 
abacard/privacy.html). 

Fortunately,  there  are  oth- 
er means  to  keep  unwanted 
parties  at  a  virtual  distance. 
AOL  has  a  feature  called  bud- 
dy lists,  which  let  members 
see  if  their  pals  are  online  at 
a  given  moment.  If  so,  they 
can  dispatch  an  instant  mes- 
sage. But  members  can  block 
users  from  adding  their 
names  to  the  buddy  lists  or 
receiving  instant  missives. 
People  who  have  been 
stalked  online  should  save 
copies  of  the  objectionable 
correspondence  and  show  it 
to  the  service  provider.  Ha- 
rassment is  in  the  eye  of  the 
beholder,  of  course.  Prodigy, 
for  one,  has  a  strict  two- 
strikes  policy  for  kicking 
members  off  of  its  service. 

Unfortunately,  the  nature 
of  cyberspace  means  an  on- 
line attack  can  emerge  from 
anywhere.  But  if  people  prac- 
tice common  sense  and  re- 
port trouble  immediately, 
they  should  be  able  to  main- 
tain a  reasonable  shield  of 
privacy  while  still  getting  all 
the  benefits  they  want  out  of 
the  Internet.    Edward  Baig 


Personal  Business 


HIGH  YIELDS,  LOW  COST, 
FUNNY  NAMES 


One  of  rjr  Nabisco's 
favorite  new  offerings 
is  TOPrs.  But  don't 
think  snack  food. 

Think  trust  originated  pre- 
ferred securities,  one  of  a 
class  of  high-yielding  hybrid 
securities  combining  features 
of  preferred  stock  and  corpo- 
rate bonds. 

Cooked  up  by  Wall  Street 
over  the  past  three  years,  the 
hybrids  hold  great  appeal  to 
retirees  and  other  investors 
looking  for  steady  income. 
Unlike  corporate  bonds  that 
are  sold  in  $5,000  lots,  these 
securities  are  more  accessi- 
ble to  the  average  investor — 
just  $25  a  share.  Although 
there  is  usually  no  minimum 
purchase,  most  are  sold  in 
round  lots  of  100  shares. 
They  offer  fixed  monthly  or 
quarterly  dividends  and 
yields  of*  about  7.5%  to  10%, 
while  investment-grade  cor- 
porate bonds  are  averaging 
7.2%,  slightly  more  than  30- 
year  Treasuries.  But  hybrids 
also  have  longer  maturities — 


typically  30  to  49  years.  That 
makes  them  riskier,  because 
it  can  be  a  long  wait  before 
you  are  able  to  recover  your 
principal.  Yet  they  are  liquid: 
You  can  sell  them  on  the 
open  market.  Most  issues 
currently  trade  between  $23 
and  $28. 

Hybrids  are  rapidly  re- 


with  pretax  dollars.  That's 
why  hybrids  can  pay  a  higher 
return  than  preferred  stock. 

Trying  to  get  a  handle  on 
this  booming  breed  of  securi- 
ties is  akin  to  learning  a  new 
language.  Hybrids  are  sold 
under  a  variety  of  catchy 
acronyms,  depending  on  the 
underwriter  and  the  securi- 
ty's structure.  Monthly  income 
preferred  securities  (mips), 
created  three  years  ago  by 
Goldman  Sachs,  were  the 
first.  Here's  how  they  work: 
The  parent  company  sets  up 
a  limited  liability  company 
(LLC),  which  issues  mips.  The 
LLC  lends  the  proceeds  to  the 
parent  company  in  the  form 
of  a  long-term  subordinated 
bond.  The  par- 
ent company 
then  makes  tax-deductible  in- 
terest payments  on  this  loan 
timed  to  the  dividends  on 
mips.  Because  the  LLC  is  a 
partnership,  mips  investors 
must  report  all  income  on  the 
more  onerous  K-l  tax  form  in- 
stead of  a  1099. 
VARIATIONS.  To  get  around 
the  K-l  issue,  Merrill  Lynch 
countered  with  TOPrs,  which 
substitute  a  trust  for  the 
partnership  but  pay  dividends 
quarterly.  Goldman's  version 
of  TOPrs  is  called  quarterly 
income  preferred  securities 
(quips).  Other  brokerages 
have  their  own  variations. 
Most  are  traded  on  the  New 
York  Stock  Exchange,  so 


SMART  MONEY 


A  Hodgepodge  of  Hybrids 


ISSUER 

DIVIDEND 

SYMBOL 

RATING* 

TYPE 

MATURITY 

FARMERS  GROUP  CAPITAL 

8.45% 

FIGpA 

A- 

QUIPS 

12/31/25 

FORO  MOTOR  CO.  CAPITAL  TRUST  1 

9.0 

FpT 

A 

TOPrS 

12/31/25 

GEORGIA  POWER  CAPITAL  LP. 

90 

GPEpM 

A 

MIPS 

12/19/24 

HARTFORD  CAPITAL  1 

7.7 

HIGpQ 

A+ 

QUIPS 

2/28/16 

SUN  AMERICA  CAPITAL  TRUST  1 

9.95 

SAIpT 

A- 

TOPrS 

12/30/44 

"Standard  &  Poor's 

placing  traditional  preferred 
stock.  Last  year,  companies 
issued  $7.4  billion  worth  of 
hybrid  securities,  represent- 
ing 65%  of  the  total  preferred 
stock  issued,  according  to 
Merrill  Lynch.  What  makes 
them  so  attractive  to  compa- 
nies is  that  they  generate  a 
sizable  corporate  tax  break, 
because  dividends  are  paid 


DATA:  MERRILL  LYNCH  8  CO 

they  are  easy  to  monitor. 

One  concern  is  that  the  In- 
ternal Revenue  Service  might 
eliminate  the  hybrids'  in- 
creasingly popular  corporate 
tax  break,  says  John  Grain, 
an  accounting  professor  at 
Southeastern  Louisiana  Uni- 
versity in  Hammond,  La.  If 
that  happens,  the  company 
can   redeem   your  hybrid 


shares  at  par  for  cash  or  e 
change  them  for  a  compai 
ble  bond. 

Just  like  any  fixed  incor 
investment,  hybrids  are  se 
sitive  to  interest-rate  flucti 
tions  and  credit  changes, 
though  hybrids  can  be  calldj 
you'll  receive  a  fixed  dividel 
for  five  years — as  long  as  tf 
company  is  solvent — no  ml 
ter  which  direction  inters 
rates  head.  Then  if  rates 
cline  dramatically,  those 
higher  dividends  would 
more  likely  to  be  called,  jtj 
as  with  a  regular  preferrl 
stock  or  a  bond,  and  i| 
deemed  by  the  company 
par,  says  Carlos  Andres,  a : 
nior  analyst  at  Merrill  Lyr| 
in  New  Yorll 
While  intJ 
est-rate  moves  are  inevitall 
and  unpredictable,  you  cl 
protect  yourself  against  cr<§ 
it  risk.  Stick  to  issues  rati 
BBB  and  above  by  Stands 
&  Poor's;  anything  below  til 
is  speculative.  Then  check  te 
rating  agencies  to  ensure  t$ 
the  issuer's  credit  outlook^ 
stable  to  positive. 

Hybrids  may  suspend  dfl 
idends  temporarily  if  tl 
company  faces  financial  tr| 
ble,  although  that  hasn't  hi 
pened  with  any  issues  yS 
Unlike  traditional  preferri! 
that  can  stop  payment  inc'S 
initely,  hybrids  may  del 
dividends  no  longer  than  ire 
years.  But  the  risk  is  mi 
gated  because  the  cS 
pany  first  would  hU 
to  cease  dividends  § 
its  common  and  pjj 
ferred  stock.  Also,  ?&• 
pending  payml 
would  make  it  mi 
difficult  for  the  coir* 
ny  to  raise  capital  i\t 
later  time.  If  the  c* 
pany  defers,  the  p 
brid's  owner  must  ifli 
pay  tax  on  the  accrued  lit 
unrealized  interest. 

Hybrids  were  desigso 
largely  to  benefit  issuers,  pt 
for  individuals,  they  areiri 
alternative  to  corporate  bcdi 
and  traditional  preferM' 
stock.  Once  you  understaci 
their  basic  ingredients,  taj 
may  satisfy  your  hunger^^ 
income.  Kerry  Cafo 
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Vibe  On  Line 


King  Biscuit  Time 


Blues  Legends 
Gallery 


Blues  Heaven 
Foundation 


The  Blue  Highway 
BluesWEB 


How  will  you  use  it?" 


Connect  for  free. 
1-800-708-INET.  dept.857 
or  www.pacbell.net 

— — — : — — — 1  


hook@pacbell.net 
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This  /s  an  Inkjet  cartridge.  You  need  a  black  one  for  sharp  text. 
A  color  one  for  graphics.  With  an  HP  600c,  Epson  Color  Stylus  Us 
hi  C  anon  BJC  210  inkjet  printer,  you  'll  be  constantly  swapping,  these 
cartridges  in-and'Out,  in-and-out,  in-and-out,  in-and-out,  in-and-out... 


There  are  two  inkjet  cartridges  in  the  Lexmark  WinWriter  150c. 
One  prints  perfect  color.  One  prints  perfect  black.  They  both  print 
simultaneously.  Which  means  you'll  never  have  to  swap  cartridges. 


Twice  the 
color  printer  the 

others  are. 

(And  it's  yours  for  only  $1991) 


—  (,et  twice  the  printer  lor 

^  your  money  with  the 

|  Lexmark  WinWriter  150c 

^A.  color  printer.  I  nlike  the 

^js^  /,,,„,,,/,       K|»-on  Color  Stylus  lis. 

Canon  BJC210or  HP600c, 
our  WinWriter  150c  has  two  active  print  cartridges. 
W  hich  mean-  you  can  print  photographs  and  graphics 
in  rich,  vibrant  colors  and  text  in  deep,  dark  blacks. 
Simultaneously. 

You'll  never  have  to  swap  ink  cartridges.  Or  settle 
for  washed-out  hlacks  when  printing  text  and  color 
graphics  on  the  same  page. 

The  WinWriter  150c  comes  from  the  first  line  of 
pi  intco  designed  to  work  e\elusi\el\  w ith  \\  indows. 


It  also  comes  with  Corel  Draw  4.0,  the  leading  color 
graphics  software  for  Windows.  So  you  can  create  and 
print  stunning  color  graphics  from  the  minute  you 
unpack  the  box.  That's  a  great  value  in  itself. 

If  you've  been  looking  for  the  best  color  inkjet 
printer  for  under  $200,  you've  just  found  it. 


FOR  THE  STORE  NEAREST  YOU,  CALL  1-800-358-5835. 


"Dealer  prices  may  vary  ©1996  Lexmark  International  Inc.  All  nghts  reserved  Lexmark,  the  Lexmark  logo  and  WinWriter  are  trademarks  of  Lexmark  International  Inc. 
All  other  trademarks  or  brand  names  are  the  property  of  their  respective  holders 


According  to  legend,  a  little  child 
Had  a  dream  about  the  best  way  to 
|  harvest  and  prepare  wild  rice.  That  it 
should  be  knocked  from  the  stalks 
with  blessed  sticks,  then  parched  m 
the  sun  and  danced  on  to  remove  the 
husks.  The  people  did  this  and  they 
made  it  through  the  winter  with 
enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that  be- 
came the  word  for  rice.  "Menominee" 
is  the  name  of  the  tribe,  and  it  means 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  dream 

of  a  child.  Which  is  just  one  reason  the 

Menominee  have  always  made  it  a  point 
to  talk  to  their  children.  And  to  listen. 


AMERICAN 
INDIAN 

COLLEGE 
FUND 

Help  save  a  culture  that  could  save  ours 
supporting  the  29  American  Indian  coLes 
American  Indian  College  Fund 

l-800-77b-FUND. 
Special  thanks  to  tin-  11^  Ww  c      j  ■ 


A  Brilliant  Deduction 


Want  to  brighten  your  bottom  line  with  tax 
deductions  of  up  to  twice  cost-while 
illuminating  the  future  of  America's 
nonprofits?  Switch  to  product  giving 
through  Gifts  In  Kind  America. 
Our  free  donation  management 
services  make  it  easy  for 
companies  to  donate  inventories 
of  everything  from  computer 
equipment  to  furniture,  clothing 
to  building  supplies. .  .helping 
charities  nationwide  and  around 
the  globe.  Let  us  dazzle  you... 
with  a  giving  program  that 
leads  to  financial  benefits  for 
your  company,  and  lights  the 
way  for  others. 


Product  giving  - 
the  perfect  solution! 

For  more  information  on  how 
your  company  can 
get  involved,  contact: 


GIFTS  IN  KIND 

AMERICA 

700  N.  F  airfax  Street 
Suite  300 
Alexandria,  VA 
22314 

703-836-2121 


Thomas  Alva  Edison,  Inventor  of  the  Electric  Light  Bulb  and  Other  Modern  Necessities,  1847-193  I .     ©1994  Gifts  In  Kind  America 


Gifts  In  Kind  America. .  .for  more  than  a  decade,  helping  hundreds  of  leading  companies 
contribute  half  a  billion  dollars  in  products  to  tens  of  thousands  of  charities. 


PHE  SKINNY  ON 
IDILT  PIMPLES 


/isdom  does  not 
lways  come  with 
ge,  and  neither  does 
lear  skin.  Acne  can 

main  a  nuisance  long  after 
,e  nervous  passions  of  pu- 
:rty  have  cooled.  "So  many 
;ople  think  they're  home 
ee  once  they  get  past  ado- 
scence,  and  that's  just  not 
ue,"  says  John  Wolf  Jr., 
airman  of  Baylor  College 
Medicine's  dermatology 
ipartment. 

Indeed,  1  in  9  adults  be- 
reen  ages  25  and  44  con- 
lted  a  doctor  about  acne 
>t  year,  while  millions  more 
obably  tried  to  deal  with 
e  problem  on  their  own, 
ys  the  Journal  of  the 
nerican  Academy  of  Der- 
itology.  However,  the  bat- 
!  against  the  bumps  has 
tten  easier  thanks  to  a 
eater   understanding  of 
lat  causes  acne,  along  with 
w  topical  remedies  that  are 
ider  to  the  skin  than  any 
eviously  prescribed. 
OGGED  CANALS.  The  sever- 
of  acne  varies,  but  the  cul- 
it  is  always  the  same: 
<  gged  pores.  Pores  serve  as 
>elines  between  oil  glands 
i  d  the  skin's  surface.  When 
3se  canals  get  stopped  up, 
i  :teria  feed  on  the  oil  within 
1  i  multiply  until  an  army  of 
j  lite  blood  cells  marches 
»  the  scene  to  launch  a  de- 
ll isive  attack  against 
J  i  invaders.  Over- 
;  >wded,  the  follicle 
|  Mmes  swollen,  cre- 
jj  ng  what  is  politely 
li  awn  as  a  blemish. 
|  So   how   does  a 
re   get  plugged? 
netics  plays  a  crit- 
1  role.  "There  are 
jple     who  can 
ear  Vaseline  all 
3r  their  face  and 
i  get  acne  because 
not    in  their 
ies,"  says  Debra 


Jaliman,  who 
teaches  clinical  der- 
matology at  Mt.  Sinai  School 
of  Medicine  in  New  York.  A 
number  of  factors  contribute 
to  acne  among  those  who  are 
genetically  susceptible.  Hor- 
monal fluctuations,  such  as 
those  prior  to  menstruation, 
inspire  glands  to  pump  more 
oil  than  pores  can  take. 
Sweating  causes  skin  to 
swell  and  closes  off  pores, 
just  as  pressure  against  the 
skin  keeps  oil  from  escaping. 
Goopy  cosmetics  such  as  lo- 
tions with  lanolin  or  jojoba 
can  clog  the  works. 

And  as  anyone  who  has 
awakened  the  day  of  a  job 
interview  only  to  discover  an 
ugly  protrusion  on  the  chin 
can  attest,  stress  also  aggra- 
vates acne.  Ongoing  research 
at  the  University  of  Pennsyl- 
vania School  of  Medicine 


shows  that 
anxiety  provokes  an 
inflammatory  response  near 
the  skin's  surface  that  "can 
turn  a  tiny  plug  into  a  big, 
bad  pimple,"  says  George 
Murphy,  professor  of  derma- 
tology. And  nervous  picking 
at  the  face  can  make  things 
worse. 

Other  than  taking  a  hands- 
off  approach, 
Gary  White,  clin- 
ical dermatologist  at  Kaiser 
Permanente  in  San  Diego, 
recommends  washing  as 
many  times  a  day  as  neces- 
sary with  a  mild  cleanser  "so 
that  the  face  isn't  shiny"  from 
excess  oil  or  sweat.  And  be 
aware  that  just  because  a 
soap  or  other  cosmetic  says 
"noncomedogenic,"  that  does 
not  mean  it  won't  cause  acne. 
"There  are  no  federal  regula- 
tions in  place  before  someone 


HEALTH 


Battling  the  Bumps 

►Stay  away  from  skin-care  products  with  such  pore-clogging 
ingredients  as  tallow,  myristate,  palmitate,  triglyceride,  lanolin, 
coconut  oil,  and  jojoba. 

►Avoid  constant  pressure  against  the  skin,  such  as  resting  your 
face  in  your  hands  and  wearing  hats. 
►Wash  your  face  with  a  mild  cleanser  as  often  as  necessary  to 
remove  excess  oil  and  sweat.  But  don't  scrub  too  hard. 
►  Don't  overindulge  in  foods  that  potentially  aggravate  acne,  such 
as  chocolate,  shrimp,  and  french  fries. 

DATA:  BUSINESS  WEEK 


can  make  such  a 
claim,"  says  John 
Bailey  Jr.,  director 
of  the  Food  &  Drug 
Administration's  Of- 
fice of  Cosmetics  & 
Colors. 

Experts  also  advise 
using  a  topical  antibacterial 
ointment  such  as  benzoyl  per- 
oxide (2%  to  15%  strength) 
to  combat  acne.  Formulas  are 
available  over  the  counter  and 
by  prescription  and  have  a 
range  of  efficacy  depending 
on  the  individual,  so  a  certain 
amount  of  experimentation 
may  be  necessary.  Prescrip- 
tion-only topical  retinoid 
preparations,  such  as  Retin- 
A  by  Ortho,  are  also  widely 
recommended  because  of  their 
(framing  effect  on  pores,  even 
though  irritation  and  peeling 
often  occur.  New  products 
called  Differin  (by  Galderma 
Laboratories)  and  Zorac  (1997 
release  by  Allergan)  are  sim- 
ilar to  retinoids  but  cause  less 
irritation. 

SHRIMP  AND  FRIES.  If  prob- 
lems are  more  severe  than 
the  occasional  breakout,  der- 
matologists suggest  oral 
antibiotics.  Therapies  that 
control  hormonal 
fluctuations  are 
another  option.  But  the 
biggest  gun  in  the  acne  arse- 
nal is  Accutane,  a  vitamin  A 
derivative  that  shuts  off  oil 
production  in  the  glands. 
"Doctors  prescribe  Accutane 
as  a  last  resort,"  says  Bay- 
lor's Wolf,  because  it's  toxic  if 
not  taken  as  directed  and 
causes  birth  defects  in  chil- 
dren conceived  while  their 
mother  is  on  the  drug. 

Finally,  dermatologists  do 
not  agree  on  whether  certain 
foods  exacerbate  acne. 
"There's  not  enough  re- 
search," says  Donald  Look- 
ingbill,  chief  of  dermatology 
at  Pennsylvania  State  Uni- 
versity-College of  Medicine. 
Yet  he  counsels  patients  to 
steer  clear  of  foods  they 
think  may  be  problematic, 
such  as  chocolate,  shrimp, 
iodized  salt,  french  fries,  and 
kelp.  Regardless  of  the  cause 
of  acne,  a  little  skin  savvy 
can  often  lead  to  a  nearly 
flawless  face.   Kate  Murphy 
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Chief  Executive  Officers 
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.Jan  the  economy  continue  to  expand  and 
iate  jobs  without  triggering  inflation?  What 
11  be  the  effects  on  your  company? 

Join  Business  Week,  key  political 
Dresentatives,  and  your  fellow  CEOs  for  a 
nk  exchange  of  ideas  at  this  9th  annual 
siness  symposium.  It's  a  strategic  gathering 
u  won't  want  to  miss. 

availability 


In  association  with: 

Bain  &  Company,  Inc. 

Cadillac  Motor  Car  Division 

Heidrick  &  Struggles,  Inc. 

Ohio  Department  of  Development 
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With  support  from: 
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of  the  nation's  largest  corporations. 
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Internet  Services 


INTERNET  SITE 
DESIGN  AND  MARKETING 


We  Can  Expose  Your  Products  or  Services 
To  40  Million  People! 

•  Small  business  introductory  package 

•  Full  catalog/order  entry  specialists 
Call  Now  ...  for  FREE  Consultation 


iNet//Web  Solutions,  Inc. 
213/851-6400 
http://www.iNetWebInc.com 


Telecommunications  Products 


Trouble  Connecting 
Your  Modem? 


•  Digital  Hotel  and  Office  PBXs 

•  Foreign  Telephone  Jacks 

•  Pay  and  Hard  Wired  Telephones 

TeleAdapt  has  ^.UE^ 
the  solution  ■ 

Call  1  408  370  5105 
Fax  1  408  370  5110 

http://www.teleadapt.com 


T  t-Cl  Rellable  ^eb  Hosting 
fclSt^ltC     Design  Services 


Turnkey  site  development/hosting  ,j  .„  „,  - 
High-speed  Silicon  Graphics  servers 
»  Multiple T  1  connections  rwonth'i 
•  Virtual  Domains  (www  yurcompanv  root) 

Toll  Free  (888)  327-6932  visa 
http://www.fastsite.com  /mc 


WEB  SITE 
CREATION  &  HOSTING 

Full  Web  Site  Creation  Package 
Virtual  Domain  Hosting  from  $19.95 

No  Setup  fee 
No  Charge  for  Domain  Registration 

1-800-466-4262 
Email:  info@xm.com 
http://www.wm.com 


Business  Services 


Competitor  Intelligence 
Associates 

Obtain  closely  held  information 

about  your  competitors. 
Private,  legal,  and  professional. 

Call  800-949-5454 


PUBLIC  COMPANIES 


INCREASE  YOUR  STOCK  PRICE 
Proven  results!  Recently  featured  in 
leading  business  publication  article. 
Details  call:  Bob  Dresser,  Publisher 

Stockbrokers  Research  Report 
(213)  937-8300 


WE  HAVE  BUYERS  FOR 
YOUR  MERCHANDISE 


•ALL  PRODUCT  CATEGORIES 
•ALL  OVERTHE  WORLD 
•ALL  PRICE  RANGES 
•ALL  QUANTITIES 


2 1 2-647-0500   I -800-ICES-INC 

http://www.icesinc.com 


VYCOM 

Communications 
Motorola 

Authorized  Dealer 

The  accurate,  private 
and  easy  way  to  send 

messages  to  all 
alphanumeric  pagers, 
NExrm,  and  PCS. 


worl>S=nder 


For  Best  Price  and 
Immediate  Delivery 
(800)  469-9266 


Business  Services 


RESEARCH  REPORTS 


20  000  ACADEMIC  TOPICS  AVAILABLE! 

|      Send  $2  for  the  280  page  catalog 
i    Custom-written  reports  also  available 

RESEARCH  ASSISTANCE 
I  11322  Idaho  Ave .  #206BF 

I  Los  Angeles.  CA  90025 

■  TOLL  FREE  HOTLINE:  800-351  -0222 

1  or  310-477-8226 


FREE 

Personal  Checks 

Willi  the  purchase  of  bOO 

3-To-A-Pagc  Business  Checks 
SOQ  95 

only  Zm-S        *  S&H 
Buy  direct  from  the  manufacturer 
Call  for  a  free  brochure  and 
fax  ordering  instructions 

1-800-239-4087 

(Offer  good  thru  12  31  °-6)  


Education/Instruction 


Earn  Your  Degree  At  Home 

Prepare  for  a  profitable  new  career  in  Accounting  or  Business  Management 

Only  NR1  Schools  gives  you  a  comprehensive  curriculum,  top-notch  faculty 
and  the  flexibility  of  studying  at  home  Using  our  time-saving  services, 
you  could  have  an  Associate  of  Applied  Science  Degree  in  only  two 
years!  If  y  ou  have  a  high  school  diploma  or  GED  and  you'd  like  a  free 
catalog,  call  today. 


'Schools 


1-800-321-4634,  Ext.  2007 


4401  Connecticut  Avenue,  NW,  Washington,  DC  20008 


MBA  &  MS  Degrees 

✓  Study  with  students  from  around 
the  world 

✓  Earn  your  degree  when  it's 
convenient  for  you 

✓  18  month  degree  programs 

✓  No  residency  requirements 

✓  Credit  Transfers  

IBiiiliftHiHli'il 

Awarded 
Best 

by  U.S.  Distance 
Learning  Assoc. 

•  UNIVERSITY 

501  S-  Cherry  St.    Office  350 

Denver,  Colorado  80222 
(303)333-4224  Fax:(303)336-1144 
VIA  Email  ADMISSIONSOISIMU  EDU 
INFO  WWW.ISIMU.EDU 

Accredited  by  the  DETC 


Telecommunications  Services 


FAX  BROADCASTING 


.  1 2-  1 7  Per  Minute  24  hour  rates 
No  monthly  minimum  No  set-up  fee 


800-869-2838 
310-575-5042 

^  (24  hour  tax-on-demand) 


TELECONFERENCING  As  Low  As 


The  Best  Rates  In  The  Country! 
■w-,         w  emu 


Per  Minute 


1-800-78^ 

http://www.eagle.net  


Investment  Services 


CORRECTION  IS  OVER 
BULL  MARKET 

has  NOT  ENDED  yet,  but  it  will  end 
shortly!  Order  a  sample  issue  of 
"Moderate  Trader"  to  find  out 
when  it  will  end.  Send  $5  check  or 
money  order  today  to: 

Evergreen  Publishing,  Inc. 

5350  N.  Lincoln  Ave.,  Box  124-B9 
Chicago,  IL  60625  


University  Degrei 


Approved  Self  Paced  Home  St 
Associate  Bachelors  Masters  Doc 

Emphasis  in:  Business  Admin.  Public  A<" 
Health  Care  Admin,  Human  Resou 
Finance,  Int'l  Business.  Tech  Mgmt 
Paralegal.  Psychology,  Computer  Scic  r  M( 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  Universit 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  9 


MBA  by  Distance  Learn 

Major  British  university  offers  accredited  MB  -; 
Bachelor's  or  GMAT  needed  Chosen  by  Econ  £ 
Intelligence  Unit  as  one  ol  world's  best  MBA  prog 


HERIOT -WATT  UNIVERSITY  I  (800)  MBA-l  <D 
North  American  Distributor  I  »•  Ask  for  ex 
6921  Stockton  St,  Suite  2,  El  Cerrito,  CA  94. 
For  immediate  FaxBack  literature:  frorrr  W 
i  fax  machine  s  phone,  call  (510)  486-891 


SI 


FREE  VIDEq 


EXTERNAL  DEGREI 

BA7BS  MS/MBA  PhD/JD 
Credit  for  work  /life  exp.  •  Aocrec 
(800)  444-8569  (24  hrs.) 

LaSalle  Universit 

I  Dept.  569  MandevjnO-A_70470; 


Travel/Vacations 


r>*fc,      Unspoiled  * 
T  CARIBBEAN 

Discover  small  family  owned  i 
hotels,  inns,  chalets,  beach  cottl 
guest  houses,  villas.  Bargain  to  at 
Lowest  air  fares  nationwide.  Pleas  [ 
today  for  our  new,  free  132  page  cat*  i 
1-800-333-0392  fS  * 
[        www.smallhotels.com  fT) 


Capital  Available  | 


Now  any  small  business  canl 
raise  $1  million  equity  capitala 
go  public  under  new  SEC  SmB 
Corporate  Offering  Registratifl 
(SCOR)  guidelines.  DataMerjl 
SCOR  Kit  can  help  you/your  J 
clients  find  investors  &  get  «S 
talized  in  30  days.  FREE  INlf. 
FAXED  800-580-1188. 
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Corporate  Gifts 


.EARN  HOW  TO  JUGGLE 
ITH  OUR  PROFESSIONAL 
JUGGLING  KIT! 

gling  is  a  healthy,  safe  way  to  get 
ircise.  Relieves  stress.  Improves 
centration.  Stimulates  mind,  body 
lore!  Also  perfect  for  unique  and 
iting  gifts!  $19.95  plus  $4.95  S/H 
lA  only).  Check/MO.  (Ages  8  &  up). 
CSCT,  Box  1581,  Dept.  BW 
irfield,  CT  06430  •  203/371-5171 
rr  residents  only,  add  $t  49  sales  lax.) 


CIGAR  MONTHLY 

month  (4)  Premium  Hand-Rolled  Cigars 
around  the  world  plus  CigarTalk  will  be 
3red  to  your  home  or  office  guaranteed 
sat  corporate  gift  idea1  Send  check  or 
$29.95  a  month  or  $275  a  year  to: 

jar  Monthly,  425  Willow  Ct. 
te  250,  Fox  Point,  Wl  53217 


Computer  Equipment 


IEWLETT-PACKARD 

Buy-Sell-Trade 

.aserjet  ColorPro 
)eskJet  Draft  Pro 

tuggedWnter  Draft/Master 
Electrostatic  Plotters  DesignJet 
30  Workstations  and  Vectras  also  available 

ed  Dasher  &  Associates 

'  Second  Ave  ,  S.  Birmingham.  AL  35222 
one:  205/591-4747  Fax:  205/591-1108 
>38-4833  •  E-mall  sales@dasher.com 


;  Promotion/Display  Products 


erature  Displays 


EGELl 


LARGEST  SELECTION 
IN  THE  COUNTRY 


rotective 
Coating 


LEA* 


PLUS 


IEMELY  DURABLE 

3TS  ACIDS.  RUST.  ROT  "I^J^ 
-HOME  AND  INDUSTRIAL  USES  I  cTr 

:RPROOFS  AND  SEALS  /  ^^^f 

BROCHURE  AND  FREE  SAMPLES  /  Cfjlf  / 
631-2164  FAX:  908-364-4109 


Corporate  Gifts 


Logo  Tattoos 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!!! 
or  2000  Tattoos,  Just  $299.00!! 

plus  5"  00  SSH  (CA  add  725%  sales  lax) 

Customized!  Full  Color!  2"  X  2"! 


Send  your  sized,  color  logo,  or  art  work .  along  with 
a  check,  company  P.O.  or  Visa '  MC  »  to: 

Calico  Temporary  Tattoos 
315  Plantation  Way  •  Vacaville.  Ca  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 
Allow  4-6  weeks  for  delivery 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 
High  quality  *  150  styles  •  Free  catalog 


HITCHCOCK  SHOES,  INC. 

Dept.  55K  Hingham,  MA  02043 
1-800-992-WIDE 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Receive  Our  FREE  Moil 
Order  Cotologue  Now! 

21 2  pgs.  of  Top  Brand 
Names  in 

Audio*  Video 
Computers  •Portables 

Home  Office 
Music*  Video  &  More 
All  at  Distovnt 

BN096  Pri<es! 

Order  Toll  free  21  Hours  A  Doy,  7  Days  A  Week 

1 -800-221-8180 


http://www.l0gomall.com/quallt7 


Enter  to  win  SI. OOO  In 
FREE 
ad  spectaJrJes,  toot 

fyC+"  CORPORATE 
tz&1  ADVERTISING 
SPECIALTIES,  INC 

17021  831-3121 
FAX  1702)  831-3171 
email,  aferrts417@aol.com 


ffjjjf  To  eviluite  IMAGE  k>oo  witches  for  comptiry  gifts 

f  Not  pal  lot  pirxntU 


To  Qualify.  Send. 


'  This  advertisement. 
'  Your  business  letterhead 

and  business  card  with  your 

name  and  title  ( please  m  Ifird 

paity  business  letterhead ) 

IMAGE  WATCHES,™  INC.  ^  wrtSK  ^  w™Ssiffi 

9095  Telstar Ave  Attn:  Mr.  Grain 

El  Monle,  CA91731-2809        Toll  Free  888-66IMAGE 


fine 


dirk 

is  your  corporate  and 

promotional  gifts 
specialist.  Great  prices 
^(800)  545-1132  J) 


Can't  get  your 
customers' attention? 


Send  them  your  underwear. 

PROMOMART 

http://www.  pTomomart.com/bw 

address  books  boxer  shorts,  cops 
ond  a  few  thousand  other  impnnlable  things 


Fine  Art 


SALVADOR  DALI 


"Cosmic  Rays" 

1964  Original  Lithograph 
Pencil  Signed  by  Salvador  Dali 

Collect  Rare,  Authentic. 
Graphics,  Drawings,  and  Paintings 
from  the  #1  Source  for  Salvador  Dali 

SILVERSTATE  FINE  ART 

Color  Catalog  Available 
800-999-DALI  (3254) 

outside  U.S.  call  310-798-1360 


Culinary  Tools 


Savings  from 
PROFESSIONAL  CUTLERY  DIRECT 


The  Wiisthof-Trident 

Classic  6"  Cook's 
$70.00  $48.50 


FREE  catalog. 

Incredible  selection 
of  tine  culin3ty  tools. 
Knives,  cookware  &  more 


Professional  Cutlery  Direct 
(800)  859-6994,  Dept.  BW69 

email:  BW69@p-c-d.com 


Golf  Equipment 


World's  Longest  Legaf 
Golf  Ball — Guaranteed 


Invented  by  a  Nuclear  Physicist 

•  Irradiated  for  longer  distance 

•  Guaranteed  Cut-Proof 

•  USGA  Tournament  Legal 

I  Dozen 

Gamma  TNT  * 

Golf  B.ills  for 


26 
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S&H 


1-800-850-1269 


Corporate  Gifts 


Layout  • Evaluation 

lust  e-mail  your  company  logo  and  in 
less  than  24hrs.,  you  can  see  via  e-mail 
how  great  it  will  look  in  one  of  our 
elegant  watches,  or  mail  your  logo 
with  $15  per  watch  (limit  3)  and  we'll 
process  your  order  in  72hrs.*  All 
orders  may  include  individual  names 
and  unlimited  colors  at  no  additional 
COSt.  *(may  vary  during  holidays) 

LogoTime/Attn.Bev 
9434  Old  Katy  Rd.#230  Houston.TX  77055 
otime.com  1.800.255.4326  Fax:713.468.1213 


Special  Offers  @  http://www.logotimc.com 
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Business  Opportunities 


Business  Opportunities 


How  to 
properly  slice 
a  bagel. 

And  other  things  10  Know 
oe'o-e  oper,  ng  a  cage  shop 
I  ji  Total  Success  Program 

Call  for  info  and  free  video: 

1  800-878-4070  Dept.  B 

Empire  E 


"A  Doctor's  Income  Detecting 
Hospitol  Bill  Mistakes?" 
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CONSLXTANTS/TRADiERS 


Iaternatioaal  firm  expanding  in 
IS  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensile 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Eagle,  VP  Development 
Department  W  B^b 
100  Rachel  Blvd..  fl5B-E 
Reading.  PA  1%07 
(800)  7W-6227.  Ext.  12 
FAX:  (610. 


ofnsmkd 


:>'- 


$650,000+  Annually 
From  Home 


SS.C>00  investment.  Break-through 
■prjrxr.  k  sxzpszr  saucrjre  praSs 
t  _  -sr  :  :-e>T":.i:.:r-:  travel  zi: 
HIM  I75K  Erst  3  moults  Partial 

1-800-432-0018  x2776 
Freedom  Associates 


Franchising 


Franchise 

your  business! 


"Frane!v*e  Your  Butmm 
: •   -':  —      : *  : -  '*£  - 


Francorp 


CUSTOM  STORAGE  SYSTEMS 


ZZViZ  W  -  wt 


:mciis«  ramus  i  »k  arson 


I'xjJosivt' 
()|)|M>i1iinily 
for  *t)m*  Slop 
I  Ion**  Servkvs... 


Ir  -es?c.-;se  to  76  million  Sar>y 
boomers     Our  franchise  o^e- 
a-  ear»  soijio"  io-  ~o~»e  -^^ai-s. 
re— lorjeinr.  a-tc  -ojs.e  clearing 

_sac  the  3at«  ;>_- 
rtandjrViforksr*'  anc  KairJvVorks3" 
profit  ce-ite-t  l-c  ia-ge  >e-vice 
territory.  »Ve" I  s-o**  *z>-  how  to 
coe-ate  — is  cas-  -jjsness 


4  -800-579-0900 


Fl VAMT1AL  SERVICE  KR  W t  H ISK 


wodaDf  capual  id  small  bus.inei.sef.  ihroufb  a 

unique  licence  dijconrmng  pjOEram  Re 
Earejcrnrun*]  Dsciuod  maksn  iacimc  u 
ean3  iit  ah.^'r  cveraD^  reuim  cm  iheir  wartiL£ 
capusl.  tnif  ii  an  ideal  loa  werhead  ame 
:rx>rirainii> 

s  .      ."  -  .v.. 


Financial  Services 


Turn  Your  Invoices  into 
IMMEDIATE  CAS 

Cist  viihic  2?  ttcnm 

Te  zssmxier  ihr  crwh:  risk 

Call  Jeff  Farkas 
Toll  free  #1-800- 241 -CASH 

^3?^  ftdvorvto^c  Pu-ndhf>9  Co-rp. 

3wmc '  au  ians  Tib  O  W  kx  ":  sxr^e: 


2. 


Equipment Leasesftom  SlXICOto 
S10  milion.  f4o  co-brotemg.  Work 
directly  w  National  Lenders. 
Unlimited  earnings  potential  and 
n : :  rr  e  It  i  H 

COLOR  brochure  2nd  *J 
computer  dtsk  ^^^^ 

CALL  1-800-336-3933 


OPPORTIAITI  kWliS 


Once  m  a  while  a  business 
opportunity  comes  alons  thai  will 
•  • . -  •  ■••  •  _•        ~. . •  ry  so 

strong  that  liming  is  of  ihe  essence 
for  the  select  few  who  take 
advantage.  We  know  that  our 
prov  en,  ten  year  old  program  is  so 
profitable  with  respect  to  return  on 
Qvesuoan  &oe  ~t  ■ .'-  |j  a  \ 
::  _ea:ers  ;•'  y  :•_  r.ave  sales 
mgmt  skills  and  can  invest  in  a 
proven  business  which  will  give  you 
extremely  high  income,  an  exclusive 
protecied  area,  training,  leads, 
secured  accounts  to  call  on.  then  let  s 
talk.  Areas  201ns  fast- 

1-800-601-7200 


ATTENTION  ELECTRONIC 
CO  MP  .ANTES 

Irish  company  seeks  partners!] 
agreement  with  US  compa| 
interested  m  developing  Europ 
markets. Excellent  infrastruct 
Grant  finding  available.  Pie 
contact:  Pat  Kenny.  Tech-Sou 

Phone  011-353-l-832397j 
Fas  011-353-1-83243341 


INCORPORATION 


•  FREE  Informatjoo 

•  All  50  Stales  and  Offshore 

•  Reiatie  Servks  and  Low  Prices 

(  nrporate  Creations 

800-672-9110  •  Fas  305-672-5 


TRADEMARK 


ISO  90  F 

we  -ralD  yon  to  run  tout  own  praa 
yiUf-f  -.■■-•i~-r  n  T-r:—~?i 
Execoove  income.  Professional  cart 
Strider  International 
l-SfXi-*91-6629 


ADVERTISE  IN  THE 
BUSINESS  WEEK 
MARKETPLACE  AND 
REACH  OVER  6  MILLION 
RESPONSIVE  READERS!! 

The  next  Marketplace  section 
closes  on  September  24th. 
For  rates  and  information  contact 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago.  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


usiness  Week  Index 


RODUCTION  INDEX 


Change  from  last  week:  0.1% 
Change  from  last  year:  8.2% 


20  — ■  .  .  .  ■  ■  ■  ■  ■  .  •  .  . — 

Aug.  Dec.  Apr  Aug 

1995  1995  1996  1996 

The  index  is  a  4-week  moving  average 

he  production  index  was  basically  unchanged  during  the  week  ended  Aug. 
7.  But  before  calculation  of  the  four-week  moving  average,  the  index  fefl  to 
33.7  from  135.1.  A  decline  in  the  seasonally  adjusted  output  levels  of 
utos,  trucks,  and  electric  power  led  the  decline.  Data  collection  of  paper  and 
aperboard  has  been  discontinued  and  will  no  longer  be  included  in  the 
reduction  index. 

tie  leading  index  will  be  unavailable  for  an  indefinite  period  of  time. 
H  production  index  copyright  1996  by  The  McGraw-Hill  Companies 


,EADING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

TOOK  PRICES  (8/23)  s&p  500 

667.03 

665  21 

19.4 

ORPORATE  BOND  YIELD.  Aaa  (8/23) 

7.64% 

7.57% 

-0.8 

IDUSTRIAL  MATERIALS  PRICES  (8/23) 

110.0 

108.7 

-4.3 

USINESS  FAILURES  (8/16) 

NA 

NA 

NA 

EAL  ESTATE  LOANS  (8/14)  billions 

$525.0 

$523.7 

6.4 

ONEY  SUPPLY.  M2  (8/12)  billions 

NA 

NA 

NA 

IITIAL  CLAIMS.  UNEMPLOYMENT  (8/17)  thous.  327 

321 

-4.4 

)urces:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index    1990=100),  Dun 
Bradstreet  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept. 

Interest  rates 

■DERAL  FUNDS  (8/27) 

LATEST 
WEEK 

5.13% 

WEEK 
AGO 

5.08% 

YEAR 
AGO 

5.71% 

1MMERCIAL  PAPER  (8/28)  3 -month 

5.42 

5.40 

5.79 

ERTIFICATES  OF  DEPOSIT  8/28)  3-month 

5.41 

5.36 

5.75 

XED  MORTGAGE  (8/23)  30 -year 

8.17 

8.16 

8.10 

IJUSTABLE  MORTGAGE  (8/23)  one  year 

5.92 

6.00 

5.92 

IIME  (8/27) 

8.25 

8.25 

8.75 

ilirces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (8/24)  thous.  of  net  tons 

1,933 

1,951# 

1.7 

AUTOS  (8/24)  units 

121,430 

119,195r# 

1.5 

TRUCKS  (8/24)  units 

1  14,920 

109,875r# 

-2.7 

ELECTRIC  POWER  (8/24)  millions  of  kilowatt-hrs. 

73,986 

71,452# 

0.1 

CRUDE-OIL  REFINING  (8/24)  thous  of  bbi./day 

14,302 

14  20 1# 

0.8 

COAL  (8/17)  thous.  of  net  tons 

22,405# 

22,053 

16.0 

LUMBER  (8/17)  millions  of  ft. 

472. 4# 

498.4 

4.5 

RAIL  FREIGHT  (8/17)  billions  of  ton-miles 

26. 4# 

25.9 

8.2 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (8/28)  $/troy  oz. 

388.500 

386.800 

1.5 

STEEL  SCRAP  (8/27)  #1  heavy,  $/ton 

135.50 

136.50 

-7.5 

COPPER  (8/23)  e/lb. 

95.2 

95.4 

-33.2 

ALUMINUM  (8/23)  e/lb 

69.5 

70.3 

-21.0 

COTTON  (8/24)  strict  low  middling  1-1/16  in.,  e/lb.  75.66 

76  38 

-15.7 

OIL  (8/27)  $/bbl. 

21.63 

22.89 

20.7 

CRB  FOODSTUFFS  INDEX  (8/27)  1967=100 

273.31 

279.28 

16.3 

CRB  RAW  INDUSTRIALS  INDEX  (8/27)  1967  100 

346.05 

343.14 

1.2 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/28) 

LATEST 
WEEK 

108.46 

WEEK 
AGO 

108.34 

YEAR 
AGO 

97.55 

GERMAN  MARK  (8/28) 

1.48 

1.48 

1.47 

BRITISH  POUND  (8/28) 

1.56 

1.55 

1.55 

FRENCH  FRANC  (8/28) 

5.06 

5.07 

5.05 

ITALIAN  LIRA  (8/28) 

1510  5 

1516.2  1629.5 

CANADIAN  DOLLAR  (8/28) 

1.37 

1.37 

1.34 

MEXICAN  PESO  8  8) 

7.492 

7  4/8 

6.260 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars 


aw  data  in  the  production  indicators  are  seasonally  adjusted  m  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
jipment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


IDING  INDICATORS 


•sday,  Sept.  3,  8:30  a.m.EDT*-  The  Con- 
■nce  Board's  index  of  leading  indicators 
Dably  rose  a  slight  0.1%  in  July,  says 

median  forecast  of  economists  surveyed 
rfizs  International,  one  of  The  McGraw- 

Companies.  If  so,  that  would  be  the 
h  consecutive  increase,  foreshadowing 
tinued  economic  growth  into  1997.  In 
e,  the  index  rose  0.5%. 

•M  SURVEY 


sday,  Sept.  3,  10  a.m.EDT  ►  The 
ional  Association  of  Purchasing  Manage- 
r's business  index  likely  rose  to  51.5% 
.ugust  from  50.2%  in  July.  The  increase 
Id  confirm  that  the  industrial  sector  is 


recovering  after  a  slump  earlier  in  the  year. 
Economists  also  will  want  to  see  whether 
the  purchasing  managers'  index  of  vendor 
deliveries  rose  above  its  July  reading  of 
50.9%.  A  big  gain  would  indicate  that  pro- 
ducers are  taking  longer  to  deliver  goods. 
Such  capacity  constraints  could  lead  to 
future  price  increases. 

CONSTRUCTION  SPENDING 

Wednesday,  Sept.  4,  10  a.m.EDT  ►  The  mms 
survey  projects  that  construction  outlays 
rose  0.2%  in  July,  after  jumping  1.2%  in 
June.  Increases  in  nonresidential  spending 
and  government  works  likely  offset  a  drop 
in  homebuilding,  as  suggested  by  a  1.3% 
fall  in  housing  starts  in  July. 


EMPLOYMENT 

Friday,  Sept.  6,  8:30  a.m.EDT  ►  The  mms 
median  forecast  predicts  that  225,000 
nonfarm  jobs  were  created  in  August.  Com- 
bined with  July's  193,000  new  jobs,  pay- 
rolls would  be  rising  at  a  209,000  monthly 
rate  so  far  in  the  third  quarter.  That's  below 
the  273,000  average  of  the  second,  but 
the  pace  is  probably  too  fast  for  the  Federal 
Reserve,  especially  because  the  jobless  rate 
likely  dipped  to  5.3%  from  July's  5.4%. 
The  mms  survey  also  projects  that  hourly 
pay  rose  0.3%,  pushing  annual  wage 
growth  back  up  to  3.3%.  Even  stronger 
wage  gains  might  persuade  the  Fed  to 
tighten  monetary  policy — perhaps  soon 
after  the  release  of  the  job  report. 
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BUILD  THE 
DREAM 
TEAM  OF  THE 
NINETIES 


Diversity: 
Making  the 
Business  Case, 

A  Business  Week 
Special  Advertising  Section 


A  diverse  workforce  is 
the  new  vision  for  success. 
Build  your  corporate  image 
by  supporting  diversity  and 
positioning  your  company 
before  6  million  business 
decision-makers. 


For  more  information, 
please  contact: 

Jeff  Maiers 
Project  Manager 
Phone:312-616-3303 


Issue  Date: 
December  9,  1996 

Ad  Closing  Date: 
October  28,  1996 


BusinessWeek 


Beyond  news  Intelligence. 
ADivision  of  The  McGraw-Hill  Companies 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABN  Amro  Bank  58 
Acadian  Asset  Management  72 
Acesita  78 
A|inomoto  52 
AKAImazi  Rossii  Sakha  84 
Allergan  (AGN)  123 
American  Home  Products 
(AHP)  50.84 
American  Life  Holding  52 
American  Travellers  (ATVC)  52 
America  Online  (AMER)  120 
Andersen  Consulting  96 
Anglo-Irish  Bank  (AGBKY)  72 
Apple  Computer  (AAPL)  111 
Archer  Daniels  Midland  (ADM)  52 
Anad  Pharmaceuticals  119 
AST  Research  (ASTA)  52 
AT&T  (T)  52 
AudioNet  108 
AutoNation  48 


B 


Bankers  Life  Holding  (BLH)  52 
Banque  Bruxelles  Lambert  58 
Bates  Worlwide  106 
Bayerische  Vereinsbank 
(BAVNY)  72 
Bear  Steams  (BSC)  66 
Becton  Dickinson  (BOX)  84 
Benchmark  Capital  111 
Boeing  (BA)  31,52,72.119 
Bombardier  (BBD  B)  72 
Borrego  Springs  Bank  47 
Bristol  Myers-Squibb  (BMY)  96 
British  Airways  (BAB)  106 
Brown  &  Williamson  44 
BTM/Schroders  31 
BZW  Securities  72 


Campbell  Soup  (CPB)  96 
Capitol  American  Financial  52 
CarMax  (CO  48 
Casio  Computer  111 
Castorama  Dubois  75 
C-B  Partners  84 
Cheuvreux  De  Vineu  58 
Chicago  Bulls  4 
Chrysler  (C)  48, 52 
Ciba-Geigy  (CBGXY)  72 
CIGNA  Financial  Services  (CI)  10 
Circuit  City  Stores  (CO  48 
Circus  Circus  (CIR)  66 
Citibank  (CCD  96 
CNET  108 
CNN  108 

Commercial  Bank  of  Korea  78 
Compaq  Computer  (CPQ)  22 
CompuServe  (HRB)  52,110,120 
Conference  Board  31 
Conseco  (CNC)  52 
Cordiant  106 

Credit  Commercial  de  France  72 
Cross-Continent  Auto  48 
CS  Holding  (CSHKY)  72 
Cyber  Promotions  110 
Cybex (CYB)  84 
Cygnus (CYGN)  84 


Daewoo  56 

Daimler  Benz  (DAI)  72 

Dassault  Systemes  (DASTY)  72 

Dataquest  111 

Dean  Witter  (DWD)  106 

Debevoise  &  Plimpton  120 


Deerfield  Management  84 
Deutsche  Bank  (DTBKY)  72 
DiFeo  Group  48 
Digital  Equipment  (DEC)  52 
Dong  Ah  56 

Dow  Chemical  (DOW)  15 
DRI/McGraw-Hill  (MHP)  58 
Driver's  Mart  48 


Egis  Pharmaceuticals  78 
Elektnm  78 
Erickson  Enterpnses  86 
E-Systems  119 

Evergreen  Asset  Management  72 


FHP  Healthcare  of  Colorado  36 
Fiat(FIA)  58 
Fidelity  Investments  52 
Ford  (F)  48 

FoxMeyer  Drug  (FOX)  52 
Fuiitsu  (FJTSY)  72 

G 


Galderma  Laboratories  123 
Gartmore  Global  Partners  72 
General  Electric  (GE)  10 
General  Mills  (GIS)  96 
General  Motors  (GM)  48,  52, 96 
Geoworks  111 
Glaxo  Wellcome  (GLX)  72 
Globalstar  Telecommunications 
(GSTRF)  84 

Goldman  Sachs  52, 122 
Grace  (W.R.)  (GRA)  66 
Grand  Casinos  (GND)  66 

H 


Hanbo  56 

H&R  Block  (HRB)  52 
Hanmi  Capital  56 
Hewlett-Packard  (HWP)  111 
Hitachi  (HIT)  72 
Home  Depot  (HD)  48 
Honda  (HMC)  72 
Hovnaman  Enterprises  (HOV)  84 
HSBC  (HSBHY)  72 
Hughes  Aircraft  (GMH)  119 
Hyundai  56 

I 


IBM  (IBM)  119 
Imperial  Chemical  Industries 
(ICI)  58 

Information  Resources  96 
ING  Baring  Securities  56 
Ingram  Micro  52 
Innovative  Gaming  (IGCA)  66 
Intel  (INTO  108 
Interneuron  Pharmaceuticals 
(IPIC)  50 

InterSec  Research  78 
IPO  Financial  Network  48 
ISI  Group  30 


Janus  Worldwide  Fund 
(JAWWX)  72 

Jenny  Craig  Weight  Loss  (JC)  50 
linru  56 

Johnson  &  Johnson  (JNJ)  84 


Kellogg  (K)  96 
Kemper  (KEM)  52 
Kimberly-Clark  (KMB)  96 
Korea  First  Bank  78 


Kraft  General  Foods  96 
Kyowa  Hakko  Kogyo  52 

L 


Laox  72 

Lazare  Kaplan  International 
(LKI)  84 

Legent  (LGND  52 

Lehman  Brothers  (LEH)  36 

LG  Electronics  56 

Lion  Nathan  72 

Lockheed  Martin  (LMD  84,119 

Loral  (LMT)  84 

Loral  Space  &  Communications 
(LOR)  84 
Lonllard  (LTR)  38 
Lumex  (LUM)  84 

M 


M&CSaatchi  106 
Manpower  30 
Marks  (Carl)  78 
Marquette  de  Bary  75 
MathSoft  22 

McGraw-Hill  (MHP)  31,129 
Melville  (MES)  66 
Merrill  Lynch  (MER)  30, 72, 75, 
122 

MFS  Communications  (MFST)  52 
Microsoft  (MS0FT)  108,120 
Microsystems  Software  120 
Mitsui  10 

MMS  International  (MHP)  31,129 

Montgomery  International  Growth 
Fund  (MNIGX)  72 

Montgomery  International  Small- 
Cap  Fund  (MMTSX)  72 

Montgomery  Securities  108 

Morgan  U  P)  (JPM)  30 

Motorola  (MOT)  111 

Murphy  (Barry)  75 

N 


Nabisco  (RN)  96 
National  Australia  Bank  (NAB)  72 
NBC  (GE)  108 
NetRadio  108 
Netscape  Communications 
(NCSP)  108, 120 
New  Horizon  Kids  Quest  (KIDQ)  66 
Nike(NKE)  15 
Nissan  48 
Nokia  (NOK.A)  72 
Northwest  Airlines  (NWAC)  86 
Novartis  72 
Nutn/System  50 


Oakmark  International  Fund 
(OAKIX)  72 
Oppenheimer  84 
Ortho(JNJ)  123 


Packard  Bell  NEC  106 
PameWebber  (PWJ)  84, 96 
Palm  Computing  111 
Palo  Alto  Design  Group  111 
Pentigram  Design  1 1 1 
Peter  Kiewit  Sons  52 
Pioneering  Management  78 
PointCast  108 
Post  (M0)  96 

Procter  &  Gamble  (PG)  96, 104, 
132 

Prodigy  Services  120 
Progressive  Networks  108 


Qantas  106 
Quaker  Oats  (OAT)  96 
Quarterdeck  (QDEK)  22 


Rainforest  Cafe  (RAIN)  66 
Regent  Sri  Lanka  Fund  78 
RJ  Reynolds  (RN)  40,44 


RJR  Nabisco  (RN)  38,122 
Roche  (ROHHY)  72, 96 
Rocketdyne  119 
Rockwell  International  (R0K)  1 

S 


Saatchi  &  Saatchi  106 
SabreTech  86, 132 
Salomon  Brothers  (SB)  66 
Samsung  52, 56 
Sandoz (SDOZY)  72 
Sanofi  84 
Sara  Lee  (SLE)  6 
Schwab  (Charles)  (SCH)  75 
Scudder  New  Europe  Fund 
(NEF)  72 

Seven-Eleven  Japan  72 
Sewon  52 
Sharp  111 
Shipping  Credit  Investment 
Shook  Hardy  &  Bacon  44 
Showtime  Networks  96 
Smith  Barney  72, 84, 96 
Southern  Africa  Fund  (SOA)  7 
Speedway  Motorsports  38 
Sportslme  USA  108 
Sn  Lanka  Growth  Fund  78 
Standard  &  Poor's  (MHP)  44, 
78,122 

Stratosphere  (TOWV)  66 
Swiss  Bank  (SWBZY)  72 


Tandy  (TAN)  111 
Tasman  Agriculture  78 
Telebras  78 
Telefonos  de  Mexico  78 
Templeton  Investment  Counse 
Tiffany  (TIF)  84 
Tobacco  Outlet  38 
ToyoTec  72 

Toyota  (TOYOY)  96,132 
Travelers  Bank  of  Delaware  4 
Trinity  Capital  Partners  72 
TRW  (TRW)  119 
TWA  (TWA)  52.86 
Tweedy  Browne  72 
Twentieth  Century  Internation. 
Emerging  Growth  Fund  78 

U 


UBS  Securities  84 
Unilever  96 
Union  Bank  of  Switzerland  51 
United  Airlines  (UAL)  86 
United  Auto  Group  48 
U.S. Robotics (USRX)  111 
Usiminas  78 


ValuJet  Airlines  (VJED  86, 13 
Van  Eck  Global  78 
VDOnet  108 
Visa  4 

Visioneer  Communications 
(VSNR)  22 
Volkswagen  72 

W 


Wachovia  (WB)  40 
Wal-Mart  Stores  (WMT)  96, 1 
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d  traders  had  a  rough  week.  A 
)rt  of  stronger-than-expected 
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hed  the  30-year  Treasury  bond 
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ition  and  a  rate  hike  by  the 
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Aug. 22-28 


BONDS 
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Aug.  Feb. 


Aug. 21-28 


1-week  change 

0.0% 


Treasury  Index 


52-week  change 

-3.6% 
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1-week  change 

-1.6% 


1-week  change 
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%  change 


STOCKS 

Latest 

Week 

52-week 

'JONES  INDUSTRIALS 

5712.4 

0.4 

24.1 

SIZE  COMPANIES  (S&P  MidCap  Index) 

234.4 

1.3 

11.8 

LL  COMPANIES  (Russell  2000) 

335.6 

2.0 

10.7 

COMPANIES  (Russell  3000) 

378.3 

0.5 

17.0 

%  change  (local  currency) 

EIGN  STOCKS 

Latest 

Week 

52-week 

JON  (FINANCIAL  TIMES  100) 

3918.7 

1.2 

11.8 

'0  (NIKKEI  INDEX) 

20,709.8 

-2.7 

15.2 

INTO  (TSE  COMPOSITE) 

5184.1 

0.3 

14.4 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.19% 

5.13% 

5.44% 

30-YEAR  TREASURY  BOND  YIELD 

6.97% 

6.83% 

6.69% 

S&P  500  DIVIDEND  YIELD 

2.16% 

2.16% 

2.40% 

S&P  500  PRICE/EARNINGS  RATIO 

19.0 

19.0 

16.2 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

642.7 

640.8 

Positive 

Stocks  above  200-day  moving  average 

59.0% 

57.0% 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.57 

0.59 

Negative 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.27 

1.43 

Positive 

DUSTRY  GROUPS 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 


%  change 


-MONTH  LEADERS 

1-month 

12-month 

Strongest  stock  in  group 

1-month 

12-month 

Price 

MOs 

16.8 

25.2 

UNITED  HEALTHCARE 

19.0 

-4.8 

3974 

PENALTY  APPAREL  RETAILERS 

13.5 

59.1 

GAP 

21.5 

118.5 

3534 

OMEBUiLDING 

12.3 

1.0 

CENTEX 

24.3 

12.7 

33V4 

ENERAL  MERCHANDISE  CHAINS 

12.0 

10.5 

DAYTON-HUDSON 

20.2 

41.9 

35 

0SP1TAL  MANAGEMENT 

11.4 

21.0 

TENET  HEALTHCARE 

13.6 

40.0 

217/8 

-MONTH  LAGGARDS 

%  change 
1-r.ionth  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

IBACCO 

-9.4 

19.3 

PHILIP  MORRIS 

-10.0 

22.7 

9174 

ANUFACTURED  HOUSING 

-5.4 

48.4 

FLEETWOOD  ENTERPRISES 

-5.4 

48.4 

283/4 

iGlONAL  TELEPHONE  COMPANIES 

-3.0 

5.8 

BELLSOUTH 

-8.8 

10.5 

37:i: 

IsEWARES 

-0.4 

7.1 

RUBBERMAID 

-5.6 

-8.4 

27VS 

STRUMENTATION 

0.5 

15.4 

TEKTRONIX 

-1.6 

-13.7 

39% 
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UAL  FUNDS 


DERS 

LAGGARDS 

-week  total  return 

% 

Four-week  total  return 

% 

'  MARATHON  GOLD  &  NATURAL  RESOURCES 

15.7 

PIONEER  INDIA  B 

-9.1 

RIGHT  EQUIFUND-MEXICO 

15.0 

EV  MARATHON  GREATER  INDIA 

-3.4 

INTAINE  CAPITAL  APPRECIATION 

14.0 

FIDELITY  JAPAN  SMALL  COMPANIES 

-1.8 

'eek  total  return 

% 

52-week  total  return 

% 

NDMARK  SMALL  CAP  EQUITY  A 

65.6 

STEAOMAN  TECHNOLOGY  GROWTH 

-40.4 

S  PRECIOUS  METALS  A 

55.9 

UNITED  SERVICES  GOLD  SHARES 

-23.3 

9NITREND  GOLD 

55.8 

RESERVE  INFORMED  INVESTORS  GROWTH  A 

-22.1 

MORNINGSTAR  INC 


S&P  500 


4-week  total  return 


MB  Average  fund 
52-week  total  return 


SLATIVE  PORTFOLIOS 


j  ir  amounts  represent  the 
int  value  of  $10,000 
>ted  one  year  ago 
ich  portfolio 

entages  indicate 
<  day  total  returns 


U.S.  stocks 

$12,149 

+0.11% 


Foreign  stocks 
$11,459 

+0.90% 


llll 


Money  market  fund 

$10,523 

+0.11% 


LJJ 


Treasury  bonds 

$10,266 

-2.04% 


DRI/McGRAW-HILL 


Gold 
$9,926 

+0.67% 


ta  on  this  page  are  as  of  market  close  Wednesday,  Aug.  28,  1996,  unless  otherwise  mdi- 
.  Industry  groups  include  S&P  500  companies  only,  performance  and  share  prices  are  as 


of  market  close  Aug.  27.  Mutual  fund  returns  are  as  of  Aug.  23.  Relative  portfolios  are  valued 
as  of  Aug.  27.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


TOBACCO:  IT'S  A 
LAW-AND-ORDER  ISSUE 

Free  speech  vs.  the  health  of  children.  The  move  by  the 
Food  &  Drug  Administration  to  control  sales  of  tobacco 
to  kids  by  limiting  advertising  would  appear  to  be  a  conun- 
drum worthy  of  Solomon.  But  is  it?  Instead  of  a  broad  First 
Amendment  issue,  we  think  the  tobacco  controversy  is  best 
framed  in  terms  of  law  and  order. 

Here's  the  argument.  Selling  cigarettes  to  minors  is  already 
illegal  in  all  50  states.  Polls  show  that  today's  parents  over- 
whelmingly want  to  prohibit  sales  of  tobacco  to  their  children, 
and  local  politicians  agree.  The  problem  is  that  retail  stores 
everywhere  brazenly  break  the  law  by  selling  smokes  to 
kids.  There  are  virtually  no  arrests,  no  fines,  and  no  public  hu- 
miliation. It's  all  winks  and  nods,  because  for  years  boomers 
fondly  remembered  their  own  teenage  smoking  as  cool  and  re- 
bellious. Now  older,  they  see  their  parents  and  friends  with 
cancer  and  heart  attacks  and  worry  whether  they  are  next. 
They  don't  want  their  children  to  repeat  their  bad  habits. 

But  what  about  tobacco  and  free  speech?  Come  on  now.  Is 
spending  huge  sums  on  advertising  for  young  teenagers  to  en- 
tice them  to  buy  an  illegal  and  addictive  product  really  about 
free  speech?  We  think  not.  We  believe  the  issue  is  about 
corporate  responsibility  in  a  free  society.  Persuading  chil- 
dren to  buy  something  that  will  harm  them  is  simply  not 
right  and  shouldn't  be  allowed.  Every  parent  knows  that. 
Most  ceos  and  shareholders  would  agree. 

We  admit  to  being  apprehensive  about  government  restric- 
tions on  individual  choices.  The  fact  that  tobacco  has  become  a 
political  football  in  the  Presidential  election  is  also  disquieting. 
And  the  finger  wagging  about  how  one  should  live  one's  life 
that  is  replacing  America's  don't-tread-on-me  culture  is  worri- 
some as  well. 

Smoking  kills  more  than  400,000  Americans  a  year,  mostly 
from  cancer  and  heart  disease.  That  means  one  in  five  deaths 
is  smoking  related.  Yet  if  grownups  want  to  dance  with 
death  to  enjoy  a  nicotine  hit,  they  should  be  free  to  do  so. 
But  to  advertise  outlawed,  addictive  products  to  kids?  No 
way.  As  for  stores  that  illegally  sell  cigs  to  kids,  just  bust  'em. 

SO  WHO  NEEDS 

147  TOOTHBRUSHES? 

Ever  walk  into  a  store  to  buy  a  toothbrush  or  some  sham- 
poo, find  yourself  choking  on  choice,  and  wind  up  leaving 
empty-handed?  Toothbrushes  in  every  shape,  size,  and  color. 
Twenty  kinds  of  shampoo,  cereal,  soda  (diet,  caffeine-free, 
both,  neither).  Five-,  seven-,  nine-grain  bread;  1%,  2%,  no-per- 
cent milk.  Shoppers  are  staggering  under  sensory  overload. 

That's  why  the  recent  shift  to  simplicity  is  a  welcome 
change.  Companies  are  beginning  to  pare  back  their  product 


lines,  standardize  their  packaging,  and  replace  complex  d 
counting  and  rebates  with  plain-vanilla  pricing.  Corporatio 
that  were  afraid  consumers  would  continue  to  demand  th( 
very  own  micro-slice-of-a-market  product  are  finding,  instes 
customer  relief.  Without  the  clutter,  people  can  actually  beg 
to  make  intelligent  decisions  once  again.  We  applaud  Proct 
&  Gamble  Co.,  Toyota  Motor  Corp.,  and  other  compani 
leading  the  way  (page  96). 

It  all  began  in  manufacturing.  Back  in  the  late  1980s,  a  c 
sign-for-manufacture  movement  swept  through  the  heai 
land.  Industrial  designers  began  to  cut  back  the  number 
components  in  a  product  and  switch  to  easy-to-assemble  c 
sign.  The  cost  savings  just  on  inventory  were  tremendoi 
Then  came  the  superefficient  merchants,  such  as  Wal-Mt 
Stores  Inc.,  that  demanded  less-complicated  shipping  ai 
pricing  from  their  vendors.  After  simplifying  how  their  pre 
ucts  were  made  and  moved,  companies  are  now  beginning 
streamline  the  product  lines  themselves. 

Customers  love  it.  p&g  cut  its  product  roster  from  3,300 
1991  to  2,200  in  1996,  while  unit  volume  growth  more  th 
doubled.  Life  for  most  families  in  late  20th-century  Ameri 
is  rushed,  harried,  and  often  overwhelmingly  stressful.  Wi 
more  and  more  decisions  to  be  made  over  work,  raising  ki( 
tending  parents,  joining  hmos,  investing  for  retirement,  et 
anything  that  simplifies  life  is  a  blessing.  This  is  one  move 
Corporate  America  that  will  be  welcome  everywhere. 

SAFETY  IN  THE  SKIES 
BEGINS  AT  THE  FAA 


When  the  National  Transportation  Safety  Board  inves 
gated  this  spring's  crash  of  a  ValuJet  Airlines  plane, 
found  that  some  mechanics  at  the  SabreTech  repair  facility 
Miami  used  by  ValuJet  could  not  understand  English,  accoi 
ing  to  a  business  week  investigation.  We  don't  know  h< 
widespread  this  safety  problem  is,  but  it  appears  the  Fede 
Aviation  Administration  is  not  adequately  supervising  the 
censing  of  aircraft  mechanics.  What's  going  on  here? 

The  problem  starts  with  some  aviation  schools  that  i 
teaching  people  how  to  take  the  mechanics'  test  rather  th 
the  basics  of  mechanics.  Some  local  faa  offices  are  also  I 
cepting  military  experience  of  questionable  relevance.  An( 
number  of  poorly  qualified  candidates  are  passing  through  '. 
testing  procedures.  This  would  be  a  problem  even  if  n 
lions  of  lives  were  not  at  stake.  But  they  are. 

The  biggest  problem  appears  to  be  with  low-cost  airlin 
because  many  outsource  much  of  their  maintenance.  To  kt 
costs  low,  some  third-party  repair  stations  may  hire  in( 
pensive  mechanics  with  questionable  skills.  The  bigger  airlii 
do  most  of  their  maintenance  in-house  (page  86). 

There  are  roughly  125,000  licensed  aviation  mechani 
and  demand  is  growing.  Yet  it  seems  the  FAA  is  licensing  i 
qualified  people  and  not  keeping  up  with  the  safety  requi 
ments  of  a  deregulated,  decentralized  airline  industry.  It's  th 
for  the  faa  to  put  its  house  in  order. 
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"DIGITAL  LIGHT 


KNOCKS THE 

PIXELS  OFF 

TRADITIONAL 

LCD  AND  CUT 

TECHNOLOGY." 


New/Media  Magazine  5.13.96 
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DLP 


Picture  a  new  technology 


A  TEXAS  INSTRUMENTS  TECHNOLOGY  that  captures  the  beauty  of 
digital  light.  20/20  contrast.  20/20  color.  20/20  clarity.  (And 
a  technology  you  don't  need  a  technician  to  control.) 

Now  imagine  all  this  technology  applied  to  your 
presentation.  For  the  first  time  your  screen  is 
as  clear  as  a  just-washed  window.  (There's  none 
of  the  usual  haze.) 
The  colors  of  the 
graphics  look  natur- 
al instead  of  like  the 
colors  of  a  cartoon. 
Your  PowerPoint® 
slides  appear  as 
sharp  as  35mm  film. 
From  almost  any 
viewing  angle.  Even 
if  you're  presenting 
in  a  well-lit  room. 


DLP  reflects  your  original  images  directly  to  a  screen  of  almost  any  size 
with  true  colors  and  crisp  data  and  video  images. 


Your  presentation  was  created  digitally. 
Edited  digitally.  And  stored  digitally. 
Now  there's  a  way  to  present  it  digitally. 

face  of  projection  technology."  From  the  same  advanced 
engineering  team  that  recognizes  the  point  of  a  new 
technology  is  not  to  make  you  spend  more.  But  to  let 
you  spend  about  the  same  and  get  more  picture. 

NewMedia  Magazine  also  says  "seeing 

is  believing."  And 
we  agree.  Digital 
Light  Processing 
is  featured  in  many 
state-of-the-art  pro- 
jection systems  from 
Davis,  Electrohome, 
InFocus  Systems, 
nView  and  Proxima 
at  a  dealer  near 
you.  We'll  send  more 
detailed  informa- 


You  are  imagining  digital  processing  applied  to  light. 
Digital  Light  Processing'"  (DLP")  technology  created  by 
Texas  Instruments.  An  all-digital  display  technology.  One 
that  NewMedia  Magazine  claims  "literally  changes  the 

3CTROHOMS, 


tion  when  you  call  1-888-DLP-BY-TI,  ext.  100.  Or  if  you 
prefer,  for  an  online  demonstration  of  TI's  perfectly 
digital  display  technology,  visit  http://www.ti.com/dlp 
on  the  Internet. 

PROXIMA 


m  Digital  Light  Processing  and  DLP  are  trademarks  ot  Texas  Instruments  Incoiporated 
®  PowerPoint  is  a  registered  trademark  of  Microsoft  Corporation 

Davis,  Electrohome.  InForus  Systems,  nView  and  Proxtma  are  registered  trademarks 
©  1996  Tl 


Texas 

h  no-logy  from  texas  instruments.  instruments 
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For  a  free  copy  of  our  GSM  booklet  please  call  1-800-431-2345.  Or  you  can  visit  our  website  at  www.ericsson.se/systems/gsm. 
Ericsson  Inc.,  740  East  Campbell  Road,  Richardson,  TX  75081. 


THIS  VIEW  OF  APARTMENT  16C 


IS  BROUGHT  TO 


YOU   BY  A  WIRELESS  PHONE. 


What  should  firefighters  do  in  the  middle  of  a       anywhere.  Without  miles  of  expensive  cabling, 
raging  fire?  How  about  turning  on  a  video  camera  In  business,  you  will  be  able  to  show  people 

in  their  helmets  and  sending  images  back  to  the       back  at  headquarters  what  that  exhibition  booth 


station,  using  their  wireless  phone? 

GSM,  the  global  standard  for  wireless  com 
munication,  and  the  basis  for  new 
and  exciting  personal  communication 
services,  is  going  wide-band  (64  kb/s 
and  more).  And  suddenly  you  will  be 
able  to  transmit  live  video  through 
your  wireless  phone. 

Obviously,  video  is  of  vital  impor- 


gsm 


GSM  900.  DCS  1800 


ARE  IMPLEMENTATIONS 
OF  THE  GSM  STANDARD 


FREQUENCY  BANDS 


or  construction  site  looks  like.  In  living  color. 
Who  knows,  in  a  few  years  you  may  even 
be  sending  live  video  postcards 
while  on  vacation  -  because  wireless 
video  is  easily  accomplished.  All 
you'll  need  is  a  standard  camera, 
a  standard  laptop  computer.  And 
your  GSM  wireless  phone. 

With    bandwidth    on  demand 


tance  when  organizing  emergency  relief  at  a  big  you  only  pay  for  the  bandwidth  you  actually 
fire,  traffic  accident,  earthquake  or  any  situation  use  -  whether  you're  transmitting  voice,  data 
where  people  on  the  scene  need  to  show  things       or  video. 


very  quickly  to  people  off  the  scene. 

Or  take  surveillance  as  another  example. 


All  this  means  that  there  are  many  people  who 
stand  to  benefit  from  GSM.  Relief  workers.  Traffic 


With  traffic  cameras  connected  through  wireless       police.  Business  executives. 

phones,  many  more  can  be  deployed,  virtually  And,  of  course,  the  occupants  of  apartment  16C. 


GSM.  The  standard  that  sets  the  standard. 


ERICSSON 


COVER  STORY 
WORK  AN©  FAMILY        *  f 


Do  family-frieijdly 
L.         strategies  work?  Our 


Cover  Stoiy 


74    BALANCING  WORK  AND  FAMILY 

An  inaugural  BUSINESS  week  survey  of 
work  and  family  strategies  finds  that 
family-friendly  companies  can  see  big- 
returns.  Absenteeism  falls,  turnover 
slows,  productivity — and  profits — rise. 
But  many  employers  still  pay  only  lip 
service  to  family  issues.  The  survey, 
which  polled  both  workers  and 
management,  turns  up  10  leaders  with 
innovative  programs.  A  surprise 
standout:  Regional  bank  First 
Tennessee 
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prices — Desert  Strike  could  end  up 
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The  $3.5  billion  deal  creates  a  chain  of 
1,100  office  supply  stores 
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SINGAPORE 

Despite  the  glut,  this  island  is  c 
chips  and  planning  to  put  up  mi 
more  plants  over  the  next  decac 
GERMANY 

As  apprenticeships  dwindle,  une 
youths  fume 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
RANK  AND  FILE 

AGM  INSIDE  JOKE 
THEY  DIDNTGET 

GENERAL  MOTORS  MANAGERS' 

inside  Twinkie  joke  has  back- 
fired. At  their  plant  in  Spring 
Hill,  Tenn.,  Saturn  managers 
recently  gathered  employees 
in  front  of  TVs  to  hear  Rick 
Wagoner,  head  of  gm's  North 
American  operations, 
say  they'd  won  the 
"Rick  Wagonei 
Golden 

Twinkie  ILi 
Award" 
for  the 
1997  Sat 
urn  coupe's 
launch.  Then, 

managers  passed  out  Host- 
ess Twinkles  to  the  8,300  line 
workers. 

Affronted,  some  workers 
squashed  their  Twinkies  on 
the  plant  floor.  One  drove  a 
forklift  over  his  prize.  Ironi- 
cally, the  Saturn  plant's  labor 


relations  are  cordial,  consid- 
ering gm's  contentious  history 
with  unions.  Says  one  em- 
ployee: "It  was  an  insult.  You 
could  understand  a  hat  or  a 
T-shirt.  But  Twinkies?" 

Wagoner-    adopted  the 
Twinkie   as   a   symbol  of 
(  hanuv  after  the  messy  199M 
resignation  of  purchasing  czar 
Jose  Ignacio  Lopez 
de  Arriortua,  a 
health-food  afi- 
cionado who 
banned  junk 
food  from  his 
"warrior  diet." 
Wagoner 
serves 
Twinkies 
at  staff 
meetings  at 
headquarters.  The  point,  Wag- 
oner says,  is  to  have  fun  since 
"people  work  pretty  hard." 
Told  that  some  of  his  Saturn 
workers  didn't  see  the  humor, 
he  says:  "Maybe  they  don't 
like  Twinkies."      Bill  Vlasic 
and  Kathleen  Kerwin 


TALK  SHOW  "It  is  another  of  your  glorious  days,  you  Ira( 
the  eyeballs  of  our  eyes. » 

— Iraqi  President  Saddam  Hussein,  exhorting  his  people  to 
resist  American  aggression  after  U.  S.  missile  strikes 


FUND  FRONT 

A  STAR  FALLS 
TO  EARTH 

RICHARD  STRONG, 

long  celebrated  as 
an  investment  risk- 
taker  par  excel- 
lence, is  seeing  the 
downside  of  his  ap- 
proach. The  Strong 
Discovery  Fund, 
which  he  has  man- 
aged since  its  1987 
inception,  has  tak- 
en a  pratfall. 

By  yearend  1995, 
it  had  grown  an 
average  21.6%  an- 
nually over  five 
years,  vs.  16.5%  for 
the  S&P  500.  In 
1991,  it  ranked 
near  the  top  of  all  ~ 
mutual  funds  in  total  return, 
according  to  Morningstar. 
Now,  it's  near  the  bottom. 
Discovery  is  down  10.5%  for 
1996;  the  s&p  500  is  up  5%. 

This  year,  Strong  made 
two  errors  with  Discovery,  an 


STRONG:  Gamble 


O CANADA 


FRIENDS  OF  BILL,  EH? 


BOB      DOLE      SHOULD  BE 

grateful  Canadians  won't  vote 
on  Nov.  5.  A  poll  by  Toronto- 
based  Environics  Research 
Group  says  Canadians  favor 
President  Clinton  over  Dole 
by  a  landslide  of  85%  to  15%. 

This  could  eventually  be 
significant  for  American  poli- 
tics. Already,  Canada  appears 
closer  than  ever  to  a 
breakup,  thanks  to  the 
strength  of  the  separatist 
movement  in  French-speak- 
ing Quebec.  Should  Canada 
unravel,  warns  Charles  Do- 
ran,  a  Canada  expert  at 
Johns  Hopkins  University, 
some  provinces  may  seek  to 
join  the  U.  S.  Likely  appli- 
cants: Alberta  and  the  Mar- 
itime provinces,  such  as  Nova 
Scotia. 

Trouble  is,  the  Environics 
poll  suggests  a  Canadian  state 


would  be  as  reli- 
ably Democratic 
as  the  District  of 
Columbia.  The 
pro-Clinton  pref- 
erence was  strong  across  all 
provinces  and  even  among 
the  right-wing  Reform  Par- 
ty. Canadians,  says  Environics 


UP  NORTH:  Will 
some  provinces 
seek  statehood? 


President  Michael 
Adams,  "see  gov- 
ernment as  the 
source  of  solu- 
tions to  our  prob- 
lems, rather  than  being  the 
problem."  Don't  look  for  the 
GOP  to  welcome  the  Canadi- 
ans.     William  C.  Symonds 


aggressive-grow 
fund.  Early  on, 
predicted  a  dov 
turn,  so  he  boui 
long-term  Trl 
suries  and  shori 
s&p  500  futur^ 
But  the  bad  tin 
didn't  come, 
midyear,  he  loac 
up  almost  entiri 
on  equities,  just  1 
fore  the  stock  m 
ket  dropped.  So: 
picks  have  be 
just  plain  rotti 
such  as  Medapl 
On  Aug.  15,  t 
billing-services  o 
fit  plunged  60% 
ter  it  said  earnir 
wouldn't  meet  ai 
lysts'  expectatic 
— losing  Discovt 
~  $3.8  million. 
Disco  very  is  the  only  c 
of  Strong's  29  funds  he  rt 
himself.  "I've  made  decisic 
that  weren't 


STRONGS 
PERFORMAB 


correct,"  says 
Strong,  54, 
who  adds 
that  his  long- 
term  track 
record  is 
good.  Mean- 
while, he 
has  decided 
he  needs 

help  and  has  brought 
Charles  Paquelet  to 
manage  Discovery.  Paque 
ran  the  Strong  Small  C 
Fund  with  better  succes 
It's  up  almost  25%  tl 
year.  Lisa  Sande 


'90  '91  '92  '93 
> PERCENT        "ftS  0 
DATA  M0RNINGSTA 


THE  LIST   HOT  MONEY 


Venture  capital  is  on  a  tear  lately, 
with  $5  billion  invested  in  young 
companies  during  1996's  first  half, 
vs.  $7.5  billion  for  all  of  1995.  And 
the  biggest  star  is  software  because  of  enthu- 
siasm for  the  Internet.  Software  investments 
at  midyear  had  almost  reached  last  year's  12- 
month  total.  Falling  to  second  place:  commu- 
nications, mainly  telecom  outfits,  which  never 
theless  were  ahead  of  1995's  first-half  pace. 


TOP  VENTURE 
CAPITAL  INVESTMENTS 


1996 
First  Half 


1995 
Full  Year 


SOFTWARE 

$1,142 

1,294 

COMMUNICATIONS 

875 

1,392 

CONSUMER  GOODS 

472 

908 

BIOTECH 

443 

512 

INDUSTRIAL 

428 

697 

In  millions 


DATA  PRICE  WATERH0USE  LLP 
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1 

We  improve  our  productivity 
by  producing  less. 


Philips  we  believe  in  minimising  waste  and  improving  efficiency. 

'  name  is  Cecilia  Guzman,  an  Environmental  Safety  Engineer  at  Philips 
;hting  in  Mexico. 

:hough  we've  won  awards  for  our  outstanding  environmental  record, 
it's  not  enough.  We're  reducing  the  amount  of  energy  and  packaging 
i  use  while  continuing  the  search  for  green  alternatives. 

at  way  our  products  will  have  less  of  an  impact.  On  our  environment 
it  is. 


PHILIPS 


Up  Front 


PUDGEBALL  NATION 


AMERICA'S  FRY-MEISTERS  GO  TO  WAR 


FAST-FOOD  CHAINS  ARE  OUT 

to  take  on  McDonald's  vaunt- 
ed french  fries.  Burger  King, 
the   No.  2   burger  biggie, 
aims  to  unveil  its 
upgraded  fries  in 
1997.  Smaller 
chains — Arby's, 
A&W,  and  Jack 
in  the  Box —  -fof 
have  brought 
out  their  offer- 
ings over  the 
past  year. 

Fries  bring- 
big  bucks, 
with  profit 
margins  at 
around  75%, 
says  A&w. 

And  folks  are  eating  more 
of  them.  Last  year,  the  aver- 
age American  devoured  30 


pounds  of  fries — five  pounds 
more  than  in  1990,  says  the 
Agriculture  Dept. 


The 


Mc SPUDS:  The  ones  to  beat 


fries'  starch- 
based  coating- 
makes  them 
crisper  and 
hotter.  Invent- 
! ed      by  a 
|  ConAgra  sub- 
sidiaiy,  the  pro- 
cess   adds  a 
dime   to  the 
cost  (up  to  75(2) 
per  pound  of 
potatoes,  to 
buy  and  pre- 
pare fries.  But 
the  chains  fig- 
"  ure    the  ex- 
pense, which  they  haven't 
passed  along  to  the  public,  is 
worthwhile. 


DRAWN  &  QUARTERED 


SOWV,  iOi ,  VII  DON'T  NttO 

YOU  ID  MM&  SM0K»&  COOL 
Wnu  KIDS  MWV0RE. 


Since  it  started  using  the 
coating,  A&w  says  french  fry 
sales  have  surged  nearly 
30%.  Jack  in  the  Box  has 
launched  an  in-store  fries 
promotion:  "Jack's  are  bet- 
ter than  Mac's."  Many  fast 
foodies  puzzle  over  what 
makes  McDonald's  fries  so 
special.  But  the  leader  won't 
divulge  its  recipe  or  com- 
ment on  the  upstart  potato 
pushers.  Kerry  Capell 


HONCHOS 


CEO  FAD:  READ  ALL  ABOUT  ME 

chip's  early 
woes.  Unisys 
CEO  James 
Unruh  spells 
out  his  phi- 
losophy in 
C  ust  o  m  e  rs 
Mean.  Busi- 
ness: Ho  iv 
World-Class 


SOME  (  OKI 'OK  ATE  CHIEFTAINS, 

it  seems,  are  seized  by  the 
urge  to  put  pen  to  paper.  At 
least  four  have  books  slated 
for  fall  release. 

Most  celebrate  the  au- 
thor's business  prowess.  Intel 
ceo  Andrew  Grove's  Only 
the  Paranoid  Survive  is  a 
how-to  for  managers  that 
gives  his  side  of  the  fiasco 
surrounding   the  Pentium 


Com  pa  a  ies 
Build  Relationships  That 
Last.  "Chainsaw  Al"  Dunlap, 


THE  BIG  PICTURE 


Corporate 
garb,  never  cheap, 
is  a  bargain  in  the  U.S. 
compared  with  many  other 
countries.  That's  partly 
because  of  the  dollar's 
relat  ive  weakness  vs. 
European  and  Japanese 
currencies.  Also,  competi- 
tion among  American  retailers 
has  kept  prices  down. 


BLOUSE 
?5°  1000 


currently  let- 
ting 'er  rip 
at  Sunbeam, 
weighs  in  with 
Mean  Business: 
How  I  Save 
Bad  Compa- 
nies and  Make 
Good  Compa- 
nies Great.  But 
Seagram  Chairman 
Edgar  M.  Bronfman,  also 
president  of  the  World  Jew- 
ish Congress,  takes  a  differ- 
ent tack.  He  describes  his 
political  and  spiritual  evolu- 
tion in  The  Making  of  a  Jew. 

Their  publishers  are  san- 
guine about  the  executive  au- 
thors' prospects,  noting  that 
well-known  business  figures 
have  a  good  record  of  grab- 
bing book  buyers. 

Why  all  the  corner-office 
scribbling?  Ever  since  Lee 
Iacocca's  literary  success  in 
the  1980s,  high-level  execs 
\  have  yearned  to  write. 
i  Publishing  experts  say 
if  this  comes  in  spurts.  And 
i'  they  speculate  that  Bill 
Gates's  recent  success,  with 
his  best-selling  The  Road 
Ahead,  may  have  inspired  the 
latest  crop.       Hardy  Green 


AFTERLIVES 

ON  SAFARI 
FROM  FASHION  AVE. 

LIZ  CLAIBORNE  IS  GLAD  SH 

no  longer  in  the  fashion 
She  left  her  company  in  19i| 
selling  all  her  stock,  to  heai 
conservation  foundation. 

At  the  time,  Liz  Claibo 
Inc.  and  Seventh  Avenue 
general  were  focused  on  hi, 
end  clothes.  Now  the  com 
ny  is  in  the  vanguard  of 
industry's  move  toward  d 
count  duds  to  satisfy  wome 
more  casual  tastes.  The  co 
pany  "has  changed  trem 
dously,"  laments  Claibor: 
67.  She  regrets  that  the  fa: 
ion  world  is  driven  more 
the  marketing  of  bra 
names  (such  as  her  own) 
the  price-conscious. 

She  and 
her  husband 
now  spend  a 
lot  of  time  at 
her  Missoula 
(Mont.)  ranch. 
Their  $35  mil- 
lion (in  assets) 
Liz  Claiborne 
&  Art  Orten- 
berg  Founda- 
tion gives  out 
about  $2  mil- 
lion yearly, 
mostly  for 
educational 
grants.  One 
big  beneficiary 
is   the    Mon-  LIZ:  Going 
tana  Heritage  " 
Workshop    ($119,000  tH 
year),  which  teaches  cons 
vation  in  the  state's  hij 
schools.   Randi  Feigenbau 


FOOTNOTES  Annual  inflation  rate:  United  States,  2.7%;  Russia,  89.4%;  China,  9.6%;  Germany,  1 .5%;  Japan,  -0.4% 
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The  1996 
Presidential  Forum 

Sponsored  by  ^TT  T~? 

m 

A  National  Dialogue 
on  Business 
and  Politics 


THE  DEBATE  IS  JOINED.  BOTH  THE 
Democratic  and  Republican  parties  have  set  forth 
their  visions  for  America's  economic  future.  The 
Democrats  call  for  a  continuation  of  President  Clinton's 
economic  policies,  claiming  that  Republican  plans  could 
send  budget  deficits  and  interest  rates  soaring.  The 
Republicans  advocate  sweeping  tax  cuts  and  even  greater 
restraint  on  Federal  spending  to  reverse  what  they  view 
as  the  economic  stagnation  of  the  past  four  years. 

Who  is  right?  In  the  pages  that  follow,  we  let  you 
be  the  judge.  In  responses  prepared  exclusively  for  this 
CIT-sponsored  White  Paper.  Democratic  National 
Committee  (DNC)  Chairman  Donald  Fowler,  and 
Republican  National  Committee  (RNC)  Chairman 
Haley  Barbour  tell  you  where  their  party's  Presidential 
candidates  would  lead  America  in  several  key  business 
arenas,  including  economic  growth.  Federal  spending, 
government  regulation,  job  creation,  taxes,  and  trade. 

We  hope  you  find  their  answers  enlightening,  even 
provocative.  After  all,  few  issues  are  more  important  to 
the  future  of  our  country  -  and  few  resources  more 
vital  to  our  democratic  process  than  an  informed  and 
motivated  electorate. 


SPECIAL  ADVERTISING  FEATURE 


Economic  Growth 

Economic  growth  has  been  lower  over  the  last  decade 
than  in  previous  decades.  What  national  policies  are  needed 
to  promote  long-term  economic  growth? 


DNC  Thanks  to  President 
Clinton's  sound  economic 
strategy,  our  economy  is  as 
healthy  as  it  has  been  in  the 
last  30  years.  Since  President 
Clinton  took  office,  more  than 
10  million  new  jobs  have 
been  created  while  keeping 
inflation  to  an  average  of 
2.8%  per  year.  The  private 
sector  of  the  economy  has 
expanded  at  a  rate  of  3.2% 
per  year  and,  by  the  end  of 
this  year,  the  deficit  will  be 
less  than  half  of  what  it 
was  four  years  ago.  Fixed 
mortgage  rates  have  aver- 
aged 7.8%  and  business 
investment  has  increased  by 
11.0%  annually.  Home- 
ownership  is  at  a  15-year 
high,  and  the  stock  market 
has  increased  by  14.2%  per 
year  (after  adjusting  for 
inflation).  Even  Bob  Dole 
has  admitted  that  the  economy 
is  doing  well  when  he  said 


RNC  The  Clinton  adminis- 
tration may  be  happy  with  an 
economy  that  is  growing 
at  an  anemic  2.3%, 
but  the  rest  of  America 
cannot  be. 

Today's  economy  is 
sluggish  and  weak  pre- 
cisely because  it  is  the 
victim  of  Bill  Clinton's 
high-tax.  high-spending 
policies.  In  fact,  under 
Clinton,  we  are  experiencing 
a  lower  rate  of  economic 
growth  than  in  2 1  of  the  last 
30  years.  Since  Bill  Clinton 
and  a  Democrat  Congress 
imposed  the  largest  tax 
increase  in  American  history, 
the  economy's  average  growth 
rate  has  been  a  pathetic  2.3%. 
That's  slower  than  when 
Clinton  was  elected  in  1992 
(3.7%  ).  slower  than  the  entire 
decade  of  the  1980s  (3.2%), 
slower  than  the  last  five  eco- 
nomic expansions  (4.4% ).  and 


that  "this  is  the  healthiest 
economy  we've  had  in 
30  years." 

Further,  wages  are  rising 
at  their  fastest  pace  in  five 
years,  consumer  confidence 
is  soaring,  and  consumer 
spending  is  fueling  a  burst  of 
economic  growth.  We  have 
an  ideal  situation  of  low 


slower  than  our  entire  djitj 
World  War  II  history  (3.3i.i 
Faster  economic  grcitli 
is  within  our  reach  toky 
We  need  simply  to  free|)t. 
productive  potentiallb; 
American  families  and  hp. 
nesses.  Pursuing  policies  pi 
reduce  taxes  and  incr«( 
incentives  for  savings  it 


Pursuing  policies  that  reduce  taxes  and 
increase  incentives  for  savings  and         i  \ 
investment . . .  are  the  most  immediate 
ways  to  stimulate  economic  growth. 


Senator  Robert  Dole,  Republican  nominee  for  President. 


inflation,  near-full  employ- 
ment, and  steady  growth.  The 
Clinton  administration  has 
promoted  policies  that  allow 
and  encourage  industries  to 
compete  in  the  global  mar- 
ket, and  will  continue  to  do  so. 

Hence,  by  any  measure, 
our  economy  has  grown  and 
prospered  thanks  to  President 
Clinton's  leadership. 


investment,  and  cutting  1 
densorne   and  unnecesJ 
government  regulatiol 
especially  on  small  businej 
-  are  the  most  immedj 
ways  to  stimulate  econoj 
growth.  These  are  beliefs 
all  Republicans  share, 
Bob  Dole  will  work  to 
our  economy  to  grow  at 
full  potential. 


Federal  Spending 

What  tough  choices  do  we  need  to  make  to  control 
or  significantly  cut  Federal  spending  over  the  next 
four  years? 


DNC  President  Clinton 
inherited  an  anemic,  job- 
killing  economy  from  George 
Bush  and  the  Republicans. 
They  left  President  Clinton 
with  a  Federal  deficit  of 
$290  billion,  the  largest  in 
American  history.  The  1993 
Clinton  Economic  Plan  cut 
Federal  spending  by  $255 
billion  over  five  years,  one 
of  the  largest  spending-cut 
packages  in  history.  President 
Clinton  has  reduced  the 
deficit  by  more  than  60%-  in 
four  years  -  to  between  $  1 1 5 
billion  and  $130  billion 
(according  to  Office  of 
Management  and  Budget 


RNC  Republicans 
making  the  tough  cho 
necessary  to  rein  in  Fed 
spending.  In  fact,  the  1( 
Congress  is  responsible 
the  single  largest  reductic 
government  spending  of 
Congress  since  World  Wa 
Altogether,  Republicans  1 
eliminated  $43  billion 
Federal  spending  since  tal 
control  of  Congress  last  y< 
Republicans  have  char 
the  debate  in  Washing 
from  whether  to  balance 
budget  to  when  to  balanc 
We  have  committed  the  £ 
eminent  to  a  balanced  bu< 
by  2002  because  it  is  wr 
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President  Bill  Clinton,  a  Democrat,  seeks  reelection. 


nates)  -  and  the  deficit,  as 
tare  of  the  economy,  is 
;r  than  at  any  time  since 
J.  The  record  shows  that 
ident  Clinton,  without  a 
le  Republican  vote,  did 
it  George  Bush  and 
aid  Reagan  could  only 
about  -  achieve  real 
at  reduction  that  has 
ed  to  create  jobs,  bring 
est  rates  down,  and  fuel  a 
ring  economy.  You  can 
tt  on  more  of  the  same  in 
;econd  Clinton  term, 
/hat's  more,  we  have 
;ved  this  remarkable  sue- 
without  accepting  the 
;me  cuts  in  Medicare, 
licaid,  and  education 
osed  by  Newt  Gingrich 
the  Republican  Congress. 
Clinton  Balanced  Budget 
ides  for  substantial  sav- 
in Medicare  and  ensures 
Mvency  through  the  next 
de.  President  Clinton  has 
en  that  we  can  balance 
budget  and  still  protect 
'alues. 


Thanks  to  President 
ton  and  Vice-President 
:,  who  has  taken  the 
in  the  administration's 
)nal  Performance  Review, 
ire  reinventing  govern- 
t.  We  have  cut  the 
era),  work  force  by 
300  workers  -  down  to 
nallest  level  in  30  years, 
are  closing  more  than 
10  unnecessary  field 
:es,  are  eliminating 
00  pages  of  unneeded 
lations,  and  are  terminat- 
nore  than  400  programs 
Drojects. 

ut  President  Clinton  is 


for  us  to  continue  to  impose  a 
staggering  national  debt  on 
our  children  and  grandchil- 
dren. Our  Balanced  Budget 
Act  simultaneously  cuts 
taxes  and  protects  and 
increases  spending  on  essen- 
tial government  programs 
such  as  Medicare,  where 
spending  would  grow  by  7% 
per  year  -  an  increase  for 
every  senior  citizen  from 
$4,800  last  year  to  more  than 
$7,100  in  2002. 

Bill  Clinton's  first  budget 
proposal  for  Fiscal  Year  1996 
projected  deficits  of  $200 
billion  and  more,  as  far  as  the 
eye  could  see.  Clinton's  eighth 
and  latest  budget  proposal 
likewise  never  balances  -  it 
still  leaves  a  deficit  of  more 
than  $80  billion  in  2002. 
When  Republicans  passed 
the  first  balanced  budget  in 
26  years,  Bill  Clinton  vetoed 
it.  Unlike  Clinton.  Bob  Dole 
will  sign  a  balanced  budget 
into  law. 


RNC   Today's  businesses 
face  a  tremendous  regulatory 
burden.  According  to  the  U.S. 
Small  Business  Administra- 
tion, the  total  cost  of  comply- 
ing with  Federal  regulations 
was  at  least  $668  billion  last 
year  alone.  Small  businesses 
with  20  to  49  employees  must 
spend  an  average  of  19 
out  of  every  revenue  dollar 
just  to  pay  for  regulatoi 
mandates.  Yet  the  CI 
administration  has  done 
ally  nothing  to  ease  the 
burden  of  overregulation  on 
America's  small  businesses. 
During  its  first  three  years,  j 


just  getting  started.  Our 
strategy  is  to  continue  to 
reduce  regulations  that  ham- 
per businesses  from  being 
competitive,  or  that  interfere 
with  such  critical  national 
interests  as  cleaning  up  toxic 
waste,  keeping  our  drinking 
water  clean,  or  building  new 
schools. 

President  Clinton  has 
achieved  all  of  this  while 
keeping  government  spending 
and  inflation  under  control 
and  reducing  the  size  of  the 
Federal  work  force  to  its 
lowest  level  in  three  decades. 
We  will  continue  to  pursue 
Clinton's  successful  eco- 
nomic policies  to  keep 
our  economy  healthy, 
competitive,  growing,  and 
job-creating.  These  efforts 
will  move  this  nation  for- 
ward -  and  that  is  just  what 
we  intend  to  do. 


the  Clinton  administration 
generated  188,725  pages  of 
regulations  in  the  Federal 
Register.  That  is  the  largest 
number  of  pages  of  regula- 
tions produced  in  any  three- 
year  period  since  the  Carter 
administration.  The  number 
of  Federal  regulatory  bureau- 
crats was  128,566  in  1994  - 
an  all-time  high.  Yet  after 
the  Republican-led  House 
overwhelmingly  approved 
commonsense  regulatory 
reform.  Democrats  in  the 
Senate  filibustered,  blocking 
it.  even  though  59  Senators 
voted  for  it. 

In  spite  of  Bill  Clinton's 
opposition,  congressional 
Republicans  have  passed  and 
gotten  enacted  other  measures 
that  ease  the  burden  of  regula- 
tion on  businesses,  including 
the  Unfunded  Mandates  Act, 
the  Paperwork  Reduction  Act, 
and  the  Small  Business 
Regulatory  Enforcement  Fair- 
ness Act.  But  as  long  as  Bill 
Clinton  remains  in  the  White 
House,  genuine  regulatory  re- 
form is  unlikely  ever  to  occur. 


tvernment  Regulation 

'  can  we  best  reduce  the  cost  of  government 
lation  on  business?  And  how  can  we  reduce  the 
inistrative  cost  of  government? 


ONE  OF  THESE  MEN  WILL  LEAD 
YOUR  NATION- 
SHOULDN'T  YOU  FIND  OUT  WHERE? 


At  The  CIT  Groupn   we  have  sponsored  this  unique  forum 
for  a  simple  reason-  Ue  wanted  to  hear  the  candidates' 
responses  to  the  most  pressing  issues  affecting  American 
business-   Ue  would  like  to  thank  both  of  the  candidates  and 
their  parties  for  participating- 

As  world  events  repeatedly  proven   a  democratic  society 
is  the  cornerstone  not  only  of  personal   libertyi   but  of  a 
vibrant  and  productive  economy.   In  the  long  runi  every 
American  corporation  and  individual  benefits  when  informed 
voters  make  their  voices  heard-   Study  the  issues-  Vote 
your  conscience.   As  Americans!  these  are  our  most  important 
duties-   And  our  most  cherished  rights- 
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Job  Creation 

How  can  the  United  States  create  large  numbers  of 
well-paying  jobs  for  its  citizens? 


DIMC  Stick  to  the  Clinton 
Economic  Plan.  It  is  working. 
In  1992,  job  growth  was  weak 
and  had  suffered  from  one  of 
the  worst  four-year  periods  in 
history  -  worse  than  during 
any  administration  since 
President  Hoover's.  During 
the  three  and  a  half  years  of 
the  Clinton  administration, 
the  economy  has  created  more 
than  10  million  new  jobs 
(93%  in  the  private  sector). 
That  is  a  faster  annual  rate  of 
job  growth  than  during  any 
Republican  administration  in 
the  post-World  War  II  era. 
We  have  created  nearly  eight 
times  more  private-sector 
jobs  per  month  than  during 
the  Bush  administration  -  and 
183,000  new  manufacturing 
jobs  have  been  added  versus 
the  778,000  manufacturing 
jobs  that  were  lost  during  the 
Reagan  years.  Nearly  four 
million  jobs  created  in  the 
last  42  months  have  been  in 
high-wage  industries. 

Finally,  let's  not  forget 
that,  four  years  ago  today,  the 
unemployment  rate  was  more 
than  lc/(.  It  is  now  5.4%,  the 
lowest  level  in  six  years. 

A  key  to  continuing  high- 
wage  job  creation  is  to  increase 
investments  in  education  and 


RNC  The  availability  of 
large  numbers  of  well-paying 
jobs  is  essential  to  a  strong 
and  growing  economy  and 
the  prosperity  of  America's 
families.  Yet  every  year  Bill 
Clinton  has  been  in  the 
White  House,  family  income 
has  gone  down.  According  to 
the  latest  Census  Bureau 
data,  real  median  household 
income  is  now  lower  than  at 
any  time  during  the  Bush 
administration  that  candidate 
Clinton  so  harshly  criticized. 
Worse,  Clinton's  economic 
policies  have  spawned  a 
record  number  of  personal 
bankruptcies,  and  more 
Americans  live  in  poverty 
today  than  at  any  time  during 
the  Reagan  or  Bush  years. 

Clinton's  199  3  tax 
increase  clobbered  small 
businesses,  which  historically 
serve  as  the  engine  for  job 
creation  in  America.  As  a 
result,  total  non-farm 
employment  has  grown  by 
just  \().y/(  since  the  last 
business  trough  in  March 
1991.  In  fact,  since  March 
1995,  manufacturing  employ- 
ment has  fallen  by  268,000. 
And  16%  of  the  jobs  that 
have  been  created  in  the  past 
year  and  a  half  are  the  result 


Democratic  National  Committee 
Chairman  Donald  Fowler 


Democratic  National  Committee 
General  Chairman  Christopher  Dodd 


training  for  the  21st  century. 
Hope  Scholarships  that  pro- 
vide for  a  1 3th  and  1 4th  year 
of  school  for  high  school 
graduates  and  vouchers  for 
adults  to  attend  community 
colleges  are  two  examples  of 
the  innovative  proposals  by 
the  President. 


Taxes 


of  people's  taking  on  a  seed] 
job  just  to  make  ends  mee| 
Cutting  taxes,  reducil 
government  spending,  m 
commonsense  regulatdl 
policies  are  the  only  ways! 
help  the  economy  crel 
more  and  better  paying  jol 


Is  it  time  to  bite  the  bullet  and  finally  increase  taxes 
enough  to  eliminate  the  Federal  budget  deficit  once  and 
for  all?  Or  should  we  be  cutting  taxes  instead? 


DNC  President  Clinton's 
balanced  budget  shows  that 
we  can  balance  the  budget  in 
seven  years  without  devastat- 
ing  cuts  in  Medicare, 
Medicaid,  education,  and 
the  environment  while  still 
providing  for  targeted  mid- 
dle-class tax  cuts,  including  a 
$500  tax  credit  for  children 
under  age  12,  a  $1,500  tuition 
tax  credit  for  the  first  two 
years  of  college,  a  $10,000 
tax  deduction  for  education 
overall,  and  expanded  Indi- 
vidual Retirement  Accounts 
(IRAs). 

The  average  Federal 
income  tax  rate  for  the  typical 
four-person  family  is  lower 
today  than  when  President 
Clinton  took  office,  and  is 
lower  than  in  seven  of  the 
eight  years  when  Ronald 
Reagan  was  President. 
Indeed,  in  1982,  Bob  Dole 
served  up  the  largest  tax 
increase  in  U.S.  history,  and 
the  result  was  soaring  deficits 
and  stagnant  wages. 

President  Clinton's  Eco- 
nomic Plan  cut  taxes  for 
40  million  Americans  (15 


RNC  As  a  candidate 
president.  Bill  Clint 
promised  to  cut  taxes  for 
middle  class.  But  just  mon 
after  getting  elected, 
raised  taxes  by  more  tl 
$260  billion  -  the  largest 
increase  in  history.  Thanks 
Clinton's  tax  hike,  the  av 
age  family  today  faces 
highest  level  of  taxation 
the  history  of  the  nation,  p; 
ing  38.2%  of  its  total  inco 
in  taxes.  That  means  the  t; 
ical  family  to-day  pays  m 
in  taxes  than  it  does  for  fo 
shelter,  clothing,  and  trai 
portation  combined. 

Republicans  believe 
the  people  who  work  and  e; 
the  money  should  keep  mi 
of  what  they  earn  so  that  tt 
can  do  more  for  themseh 
and  for  their  children,  th 
churches  and  synagogu 
and  their  c o m m u n i t i 
Cutting  taxes  will  enable  fa 
ilies  and  businesses  to  spe 
or  invest  their  earnings 
they  see  fit.  This,  in  turn,  v 
help  to  produce  a  stronj 
and  growing  economy. 


tl 


0',- 


Republicans  passed  $245 
billion  in  tax  relief  for  hard- 
working families  during  this 
Congress.  But  Bill  Clinton 
vetoed  it  -  denying  a  $500- 
per-child  tax  credit  to  29 
million  families  and  their  51 
million  children.  Clinton's 
veto  meant  that  government 
got  more  money  and  families 
got  less.  That  is  one  big  dif- 
ference between  Republicans 
and  Democrats. 


jlion  workers  and  their 
nilies)  who  benefit  from  the 
panded  Working  Families 
x  Credit,  or  the  EITC. 
are  than  90  percent  of 
tall  businesses  are  eligible 
•  tax  reductions  through 
:  increased  Small  Business 
pensing  Limit  and  the  cap- 
1  gains  tax  cut  targeted 
;cificaliy  to  small  business. 
President  Clinton's  perfor- 
ince  in  reducing  the  annual 
"icit  by  60%  during  his  first 
m  is  a  clear  indication 
what  he  will  do  in  his 
ond  term. 


iternational  Trade 

th  the  continuing  economic  strength  of  Pacific  Rim 
tions  and  the  rise  of  developing-country  economies,  the 
ited  States  appears  to  be  considerably  less  competitive 
world  markets  than  it  once  was.  What  can  the  United 
ites  do  to  regain  its  leadership  in  international  trade? 


IK  To  keep  America 
npetitive,  we  should  re- 
set President  Clinton, 
leed,  the  facts  dispute  the 
:mise  of  the  question, 
inks  to  President  Clinton's 
iind  economic  leadership, 
lerica  is  once  again  the 


From  April  to  May 
of  this  year,  the  U.S.  trade 
deficit  for  goods  and  services 
soared  by  13.2%.  to  $10.9 
billion  -  its  highest  level 
since  the  government  began 
tracking  monthly  data  in 
1992.  Over  the  past  year,  the 


by  $150  billion -and 
we  have  concluded 
more  than  2  00 
trade  agreements 
that  have  helped 
to  create  hundreds 
of  thousands  of  new 
high-wage,  export- 
related  jobs  (jobs 
related  to  goods 
exports  pay  an 
average  of  1 3%  more 
than  other  jobs). 

And  that's  not  all. 
Exports  of  semiconductors 
have  grown  by  113%  under 
President  Clinton's  leader- 
ship; telecommunications 
exports  have  grown  by  71%; 
and  exports  of  computers  and 
computer-related  goods  have 
grown  by  38%. 

America  is  indeed  com- 
petitive, and  we  welcome  the 
competition.  With  President 
Clinton's  educational,  invest- 
ment, fiscal,  and  trade  policies, 
we  will  continue  to  be  the 
most  competitive  economy 
in  the  world  -  well  into  the 
2 1  st  century. 


rld's  most  competitive 
momy.  The  United  States 
.  now  been  ranked  number 
:  in  competitiveness  for 
;e  years  in  a  row  -  up 
m  number  five  in  1992. 
're  the  world's  number 
:  producer  of  automobiles 

the  first  time  since  the 
/0s,  overtaking  Japan, 
I  we  have  regained  our 
iition  as  the  world's  num- 

one  producer  of  semicon- 
:tors,  also  suipassing  Japan. 
X)rts  of  American  goods 
e  grown  by  one-third  -  up 


trade  deficit  has  increased  by 
3.8%.  The  main  reason  our 
trade  deficit  continues  to  rise 
is  that  Bill  Clinton  has  failed 
to  demonstrate  leadership  in 
international  trade. 

Bill  Clinton  has  tried  to 
cast  himself  as  a  free-trader, 
but  he  has  frequently  sided 
with  the  protectionists  in  his 
own  party,  and  has  overstated 
the  results  of  the  trade  agree- 
ments he  has  chosen  to 
enforce.  For  instance. 
Clinton  contended  that  his 
auto  agreement  with  Japan 


Republican  National  Committee 
Chairman  Haley  Barbour 

would  increase  Japanese 
purchases  of  American  auto 
parts  by  about  $9  billion  over 
three  years.  But  under  an 
agreement  made  in  1992  dur- 
ing the  Bush  administration, 
Japan  last  year  already  had 
increased  in  purchases  of 
U.S.  automotive  parts  by  that 
amount.  Still,  U.S.  auto  com- 
panies hold  less  than  1%  of 
the  Japanese  auto  market, 
while  Japan  has  more  than 
25%  of  the  U.S.  market. 

Bob  Dole  has  been  a  life- 
long supporter  of  free  -  but 
fair  -  trade.  His  leadership 
will  help  America  break 
down  the  barriers  to  free 
trade  and  expand  opportunities 
for  American  businesses  to 
create  new  and  higher  paying 
jobs  for  our  citizens. 


The  1996 
Presidential  Forum 


le   have    inherited   a   great   nation.    It    is  our 
responsibility   to   make   sure   that   those  who 
follow   us   can   someday   say   the  same. 

This   effort   will   require  commitment-,  tenacity 
and    innovation.    For   we   must   not   only  defend 
our   borders   and   our   civil    liberties!    but  also 
must   work   to   ensure   the   continuous  expansion 
of   economic  opportunity. 

As   America's   most   experienced  asset-based 
lendern    The   CIT   Group   will    do    its   part-  Ue 
will    work   to   make   needed    funds   available  to 
growing   companies-    Ue   will    help   thousands  of 
American   businesses   and    individuals   use  all 
of   the   resources   at   their   disposal    to  exceed 
their  expectations- 


For  further  information  about  how  The  CIT  Group 
can   help   you-,    call    1  -  ADD  -  CIT  -  ITDfl  - 
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Readers  Report 


STRATEGIC  PLANNING: 
FUNDAMENTAL,  FAD-OR  DEAD? 

Your  report  ("Strategic  planning," 
Cover  Story,  Aug.  26)  indicates  that  we 
still  have  corporate  leaders  who  dart 
from  one  operational  style  to  another, 
touting  each  as  the  thing  to  do,  and 
leaving  their  organizations  wondering 
what  the  next  flavor  of  the  month  will 
be.  Such  leaders  just  don't  get  it. 

For  the  long-term  sake  of  our  orga- 
nizations, we  need  to  integrate  aspects 
of  all  the  operational  philosophies  that 
work  best  within  our  respective  envi- 
ronments and  not  cast 
them  aside  just  because 
something  else  comes  along. 

Mike  Parish 
Johnson  Citv,  Tenn. 


components.  These  must  be  coordinated 
to  manage  corporate  change. 

Milton  Shapiro 
West  Bloomfield,  Mich. 

If  companies  held  to  the  tenets  of 
strategic  planning,  many  restructuring 
programs  could  he  avoided;  informal  ive 
communications  throughout  a  company 
would  be  maintained;  current  trends 
and  new  markets  would  be  identified, 
and  the  needs  of  customers  would  be 
known. 

It  is  difficult  for  me  to  understand 
how  you  can  plan  for  the  future  and 


BusinessWeek 


I  was  surprised  that 
your  article  implied  that 
strategic  planning  is  a  fad 
that  comes  and  goes.  It  will 
always  be  a  part  of  profes- 
sionally managed  compa- 
nies. Reengineering,  cost- 
cutting,  and  growth  development  can 
all  be  part  of  a  business  strategy.  The 
mix  will  vary  depending  on  the  needs 
and  opportunities  of  each  company  and 
the  creativity  of  its  management. 

Rudolph  E.  Carlson 
Chief  Executive 
hv  Technologies  Inc. 
Trenton,  Ga. 


STRATEGIC 
PLANNING 


KEEP  THE  FOCUS 

"If  companies  held  to 
the  tenets  of  strategic 
planning . . .  trends 
and  new  markets  would 
be  identified;  the  needs 
and  wants  of  customers 
would  be  known." 


the  success  of  an  organization  without 
adhering  to  the  principles  of  strategic- 
planning. 

Peter  J.  Carney 
Wayne,  N.J. 

NASD'S  OVERSIGHT  PANEL  NEVER 
CONSIDERED  COSMETIC  CHANGES' 
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Strategic  planning  is  not  "back,"  as 
your  article  proclaims.  It  has  been  dead 
since  the  late  1980s.  The  phrase  "strate- 
gic planning"  has  a  bad  name  at  most 
corporations  that  used  the  concept  in 
the  1970s  and  1980s.  It  stands  for  250- 
page  three-ring  binders  that  nobody 
looked  at — a  lot  of  wasted  time  and 
money. 

We  should  be  talking  about  strategic 
management,  which  includes  the  entire 
process  of  strategy  formulation  and 
strategy  implementation.  Strategic  man- 
agement encompasses  strategic  leader- 
ship, vision,  thinking,  organization,  struc- 
ture, and  human  resources,  among  other 
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In  his  article  "NASD-y  habits  will  have 
to  change"  (Finance,  Aug.  26)  concern- 
ing the  National  Association  of  Securi- 
ties Dealers'  recent  settlement  with  the 
Securities  &  Exchange  Commission, 
Michael  Schroeder  characterizes  the 
1995  nasd  Committee  on  Structure  & 
Governance,  which  I  chaired,  as  part  of 
an  nasd  "public  relations . . .  effort"  that 
produced  "cosmetic  changes"  designed  to 
"put  an  end  to  the  sec  probe"  and 
about  which  "the  sec  fumed."  Every 
word  of  that  characterization  is  false. 

First,  it  was  the  sec  chairman  who 
urged  the  nasd  in  late  1994  to  appoint  a 
special  panel  to  review  nasd's  gover- 
nance and  stinctiu-e.  He  lu-ged  that  I  be 
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selected  to  chair  that  panel.  The  mem- 
bers of  my  committee,  selected  with  the 
SEC's  concurrence,  constituted  a  highly 
professional  and  fiercely  independent 
group  that  hardly  would  have  consented 
to  be  part  of  any  "public  relations"  or 
"cosmetic"  effort — nor  were  we. 

Second,  our  published  report  made  it 
clear  that  our  committee  did  not  try, 
and  was  not  asked,  to  cover  the  same 
terrain  as  the  then-pending  sec  and 
Justice  Dept.  investigations. 

Third,  the  nasd  Board  of  Governors 
approved  all  of  our  recommendations 
for  overhauling  the  governance  and  reg- 
ulatory procedures  of  the  nasd  and  its 
relationship  with  the  NASDAQ  stock  mar- 
ket, as  did  the  SEC.  And  far  from  "fum- 
ing" about  our  efforts,  the  sec  chair- 
man praised  our  recommendations. 

Warren  B.  Rudman 
Washington 

INVENTORS  DON'T 

NEED  ANY  MORE  FEES  

As  a  retired  high-tech  engineer  who 
was  able  to  draw  on  some  of  my  salary 
to  support  successful  freelance  inventing 
for  27  years,  I  commend  "The  Hill's 
patent  offense"  (Washington  Outlook, 
Aug.  26). 

Since  I  stalled  inventing,  patent  filing 
and  issuance  fees  have  risen  dramati- 
cally, and  a  new  maintenance  fee  has 
been  enacted — all  this  in  the  name  of 
putting  the  Patent  &  Trademark  Office 
on  a  self-supporting  basis. 

All  excess  PTO  revenues  should  be 
used  to  reduce  fees  and  encourage  en- 
trepreneurial ingenuity  and  patentable 
technology,  not  diminish  it. 

John  M.  Todd 
West  Hills,  Calif. 

HOW  MUCH  CREDIT  DO 
CREDIT  UNIONS  DESERVE? 


We  have  no  argument  when  employ- 
ees who  share  "a  common  bond" 
through  their  employment  want  to  form 
a  credit  union  ("Clipping  the  wings  of 
credit  unions?"  Finance,  Aug.  26).  How- 
ever, multiple  common  bonds  are  an- 
other matter.  The  American  Bankers 
Assn.  and  five  North  Carolina  banks 
filed  their  ca>se  against  AT&T  Family 
Federal  Credit  Union  to  put  the  brakes 
on  a  practice  by  the  National  Credit 
Union  Administration  that  ha;-  routine- 
ly, and  we  believe  illegally,  creau  d  cred- 
it unions  like  AT&T  Family,  whose  mem- 
bers represent  mostly  unrelated 
employee  groups  in  every  state. 

The  U.S.  Court  of  Appeals  agreed, 
deciding  unanimously  that  one  comim  n 


CORRECTIONS  &  CLARIFICATIONS 

In  "AT&T  faces  hard  calls"  (News:  Analysis  & 
Commentary,  Sept.  2),  business  week  did  not 
intend  to  characterize  the  breakup  of  AT&T  into 
three  companies  as  a  strategic  error. 


bond  should  be  enough  for  AT&T  Fami- 
ly. We  believe  one  common  bond  is 
enough  for  any  credit  union.  Policy- 
makers have  overlooked  unrestrained 
credit-union  growth  for  too  long.  This 
court  ruling  should  encourage  them  to 
pay  closer  attention. 

Donald  G.  Ogilvie 
Executive  Vice-President 
American  Bankers  Assn. 

Washington 

Of  course  banks  want  restrictions  on 
credit  unions.  With  all  of  the  ridiculous 
fees  banks  charge  for  every  single  ser- 
vice, how  can  they  compete? 

I  belong  to  a  credit  union  and,  unless 
there  are  some  major  changes,  I  will 
never  open  an  account  with  a  bank. 
Why  would  I  want  to  pay  a  fee  for 
writing  a  cheek  from  my  own  account? 
Pay  a  fee  for  personally  going  to  a  bank 
and  making  a  transaction  with  a  real 
teller?  Banks  need  to  leant  how  to  be 
customer-oriented  instead  of  trying  to 
make  millions  off  of  their  members. 

Susan  L.  Davis 
Twin  Lake,  Mich. 

BOB  DOLE, 

WITCH  DOCTOR?  

The  Dole  tax  plan  will  work  just  like 
Reaganomics:  more  debt,  higher  interest 
rates,  inflation  ("Why  the  Dole  plan  will 
work,"  Economic  Viewpoint,  Aug.  26). 
Save  us  from  voodoo  economics. 

Robert  I.  Weil 
Villanova,  Penn. 

THE  INTERNET  CAN 

TAKE  CARE  OF  ITSELF  

As  an  Internet  veteran,  let  me  clear 
up  some  misconceptions  about  your  sto- 
ry "Has  the  Net  finally  reached  the 
wall?"  (Information  Processing,  Aug. 
26).  America  Online  Inc.'s  crash  was  un- 
related to  capacity.  Within  hours,  its  en- 
gineers could  have  restored  service  if 
they'd  correctly  diagnosed  the  problem. 

The  Internet  is  hardier  than  that. 
It's  decentralized — so  a  software  prob- 
lem in  Virginia  won't  take  users  offline 
nationwide. 

David  Cassel 
San  Leandro,  Calif. 


Who  was  actually  affected  by  the  AOL 
shutdown?  Three  classes  of  people: 
First,  aol  subscribers,  who  could  not 
access  their  mail  or  personal  files,  or 
gain  access  to  the  Internet;  second,  peo- 
ple who  attempted  to  send  mail  to  AOL 
subscribers;  and  third,  people  who  were 
trying  to  send  files  to  or  retrieve  files 
from  aol  servers. 

Anyone  who  didn't  fall  into  one  of 
these  categories  would  never  have  no- 
ticed the  difference.  The  Net  was  de- 
signed to  woi'k  in  blissful  ignorance  of 
the  shutdown  of  any  system  in  it. 

Gordon  S.  Brooks, 
Kagel  Canyon,  Calif. 

THIN  GRUEL  FROM 

NETWORK  NEWS  TEAMS  

Regarding  "Time  to  say  goodnight, 
Dan?"  (News:  Analysis  &  Commentary, 
Aug.  26):  The  problem  is  not  just  Dan 
or  Tom  or  Peter.  It  is  the  way  the  news 
is  presented  on  the  three  major  net- 
works. 

Take  a  good  look  at  pbs's  Jim  Lehrer. 
Take  a  good  look  at  the  Bloomberg  re- 
port. Take  a  good  look  at  CNN.  Watch 
the  news  broadcast  from  Berlin  (in  Eng- 
lish). Watch  the  BBC. 

I  get  more  information  on  twa's 
Flight  800  crash  investigation  from 
Berlin  than  I  do  from  all  three  of  the 
majors  put  together.  What  they  do  to 
our  national  news  is  a  disgrace. 

Dan,  Tom,  and  Peter  are  news  read- 
ers most  of  the  time.  There  is  no  real 
in-depth,  down-to-earth,  tell-it-like-it-is 
information  coming  out  of  their  mouths. 

Frances  Stevens 
Raleigh,  N.  C. 
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IERE  WIZARDS  STAY  UP  LATE 
;  Origins  of  the  Internet 

Katie  Hafnerand  Matthew  Lyon 
ion  &  Schuster  •  304pp  •  $24 


VHERE  DID  THE  NET 
;0VIE  FROM,  DADDY? 


rhe  Internet  and  its  multimedia 
wing,  the  World  Wide  Web,  have 
added  countless  new  terms  to  the 
iglish  language.  But  none  has  more 
rrency  than  "Web  years."  A  deriva- 
n  of  "dog  years,"  the  idea  is  that  the 
lb  is  changing  so  rapidly  that  a  month 
two  in  the  Web  business  is  like  a  year 
real  time. 

That's  why  Where  Wizards  Stay  Up 
,te:  The  Origins  of  the  Internet,  by 
itie  Hafner  and  Matthew  Lyon,  could 
t  be  more  timely.  The  Internet  is  clear- 
the  biggest  technological  development 
ice  the  personal  computer,  and  its  main 
pact  is  yet  to  be  felt.  Already,  though, 
early  history  has  been  largely  ignored 
the  rush  to  understand  this  week's 
eakthrough.  It's  important  to  provide 
accurate  record — especially  while  most 
the  Net's  founders  are  still  around  to 
ovide  it. 

Countless  publications,  for  instance, 
ve  somberly  reported  that  the  Inter- 
t  was  first  designed  to  survive  a  nu- 
:ar  war.  This,  the  book  insists,  is  un- 
le.  The  Internet's  ancestor  was  funded 
■  the  Pentagon's  Defense  Advanced 
jsearch  Projects  Agency,  and  its  tech- 
logical  underpinnings  grew  out  of  re- 
arch  on  how  a  network  could  survive 
en  if  parts  of  it  perished.  But  Hafner, 
former  business  week  staffer  and  now 
contributing  editor  at  Newsweek,  and 
t  husband,  Lyon,  an  assistant  to  the 
esident  of  the  University  of  Texas  at 
ustin,  set  the  record  straight:  The  ef- 
rt  to  link  university  research  comput- 
s  was  motivated  by  purely  scientific 
ms  along  with  the  hope  of  saving  a 
w  bucks. 

Wliere  Wizards  Stay  Up  Late  focuses 
rgely  on  the  least-known  period  of  the 
iternet,  its  beginnings  in  the  1960s, 
ost  important,  it  provides  insight  into 
trly  researchers,  including  those  at 
{PA,  the  consulting  fiim  Bolt  Beranek  & 
ewman,  and  others,  who  laid  the  foun- 


dation for  the  Internet  long  before  it 
was  called  that. 

There's  the  early  arpa  leader  J.  C.  R. 
Licklider,  a  Massachusetts  Institute  of 
Technology  psychologist  who  in  1960  put 
forward  the  radical  notion  that  comput- 
ers— then  strictly  room-size  behemoths 
employed  for  number-crunching — even- 
tually could  interact  much  more  inti- 
mately with  people,  tackle  a  range  of 
problems,  and  eventually  transform  soci- 
ety. Licklider  inspired  later  arpa  lead- 
ers such  as  Bob  Taylor,  who  in  1966  first 
suggested  linking  research 
computers  around  the  coun- 
try with  the  small  test  net- 
work that  became  Arpanet, 
the  Internet's  precursor. 

Around  the  same  time,  an 
ocean  apart,  rand  Corp.  re- 
searcher Paul  Baran  and 
British  National  Physical 
Laboratory  physicist  Donald 
W.  Davies  each  independent- 
ly came  up  with  the  way  to 
make  this  work:  A  "distrib- 
uted" network,  not  depen- 
dent on  one  central  comput- 
er, would  break  up  messages  into 
"packets"  that  could  then  find  the  fastest 
route  to  their  destination,  where  they 
would  be  reassembled  into  readable  form. 
(This,  in  time,  would  allow  the  Net  to 
grow  exponentially.)  And  Frank  Heart,  a 
bbn  project  manager,  rallied  engineers 
to  build  the  Arpanet's  key  routing  com- 
puters on  deadline. 

Unlike  the  creators  of  the  personal- 
computer  industry,  such  as  Steve  Jobs 
and  Bill  Gates,  none  of  these  guys  are 
household  names  even  though  the  im- 
pact of  their  work  ultimately  could  prove 
greater.  The  main  reason,  according  to 
Hafner  and  Lyon,  is  that  the  Net  was 
conceived  and  created  in  a  remarkably 
collegia!  atmosphere,  lacking  ego  clashes 
and  the  raw  greed  that  seems  to  drive 
some  of  today's  Netrepreneurs. 


While  that  was  good  for  the  Net,  it 
makes  for  fairly  dry  storytelling.  There 
simply  isn't  much  drama  in  most  of  the 
book's  yarns,  which  revolve  around  solv- 
ing knotty  technical  problems.  But  Haf- 
ner and  Lyon  do  a  good  job  of  making 
that  technology  understandable.  In  ex- 
plaining how  the  Internet  would  convey 
data  across  many  different  types  of  com- 
puters and  transmission  media,  for  in- 
stance, they  draw  an  ace  analogy  to  the 
shipping  industry,  in  which  standard  con- 
tainers can  carry  all  kinds  of  merchandise 
on  trucks,  trains,  and  ships. 

The  authors  make  up  for  the  lack  of 
drama  with  fascinating  glimpses  of  lost 
opportunities.  IBM  and  Control  Data 
Corp.,  for  instance,  declined  chances  to 
build  the  first  network.  AT&T  also  shunned 
a  later  chance  to  inn  it  as  a  monopoly 
service,  figuring  the  whole  idea  wouldn't 
work.  And  despite  being  given  first  crack 
at  operating  an  E-mail  network,  the  U.  S. 
Postal  Service  decided  not  to  pursue  it. 
The  only  serious  shortcoming  of 
Where  Wizards  Stay  Up 
Late  is  that  neither  the  au- 
thors nor  their  subjects  ven- 
ture much  of  an  opinion  on 
either  the  present  or  the  fu- 
ture. The  Net  promises  to 
reach  so  deeply  into  society 
that  some  guesses  about  the 
future — especially  from  its 
founders — might  have  pro- 
vided a  bit  of  guidance  for 
how  it  needs  to  change  as 
it  evolves.  The  collegiality 
of  the  Net,  for  instance,  may 
be  coming  back  to  haunt  it: 
Its  multiplying  constituents  can't  agree 
on  how  the  Net  should  grow,  leaving  it 
in  danger  of  gridlock. 

And  clearly,  there's  a  lot  more  to  say 
about  the  Internet.  The  World  Wide  Web 
appears  only  once,  in  the  book's  epilogue, 
though  it  has  become  the  focus  of  efforts 
to  expand  the  Net  into  a  full-fledged 
medium  and  center  for  commerce.  Tim 
Berners-Lee  and  Marc  Andreessen, 
whose  respective  inventions  of  the  Web 
and  Web-browser  software  have  trans- 
formed computing,  each  rate  only  a  single 
mention.  But  even  as  the  Web  years  fly 
by,  there's  still  time  to  tell  the  more  re- 
cent history.  For  now,  Where  Wizards 
Stay  Up  Late  is  a  fine  start. 

BY  ROBERT  D.  HOF 
Hof  covers  the  Internet  for  business 

WEEK. 
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>y}996  Hewlett  Packatd  Company 


Customer  service  means  everything  to  your 
business.  Are  you  doing  everything  you  can? 

What  computer  company  do  you  work  with? 

You  should   be   working   with    Hewlett-Packard.    MP's  Smart 
ContAcI    Solution    pro  v  ides    the    1  n  n  o  v  a  t  i  v  e    c  u  s  t  o  m  <•  i 
management  system  you  need  to  stay  ahead  of  the  competition 
and   k  e  e  p  your  c  u  s  t  o  m  e  r  s  s  a  t  i  s  f  i  e  d   a  n  d   loyal     Smart  ContAcI 
u  iw  I  e  s    IIP   and    premier   p  a  r  titers    t  o    o  f  I  e  r   a    r  o  m  p  I  e  t  e    r  a  n  g  e 
o  f  b  e  s  t  -  i  n  -  c 1  a s  s  products  and  services     We' v e  a  I r e  a  d  y   help  e d 
companies  throughout   the   world   dramatically    improve  their 
customer  service.   And   we   can   do   the   same   for   you     It  tin- 
business   decisions   are   yours,   the   solution   should   he  ours. 

Hewlett-Packard    Customer    Management  Solutions 


PACKARD 


www.hp.com/go/contact 
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BY  STEPHEN  H.  WILDSTROM  

A  WEB-SURFING 
BOX  FOR  PEANUTS 


This  $300  gizmo  could 
turn  the  Web  into 
a  medium  for  mass 
entertainment 

For  the  past  several 
months,  the  $500  Web 
cruiser  has  been  the 
talk  of  the  computer  indus- 
try. But  while  no  one  was 
looking,  a  $300  noncomputer 
has  crept  onto  the  scene  and 
is  about  to  hit  store  shelves. 
Meanwhile,  the  computer-like 
cruiser  is  still  on  the  drawing 
board.  After  spending  a  cou- 
ple of  weeks  using 
WebTV,  I  think  we 
may  now  have  the 
product  that  could 
turn  the  World  Wide 
Web  into  a  mass-enter- 
tainment medium. 

Starting  around  the 
end  of  September,  Sony 
and  Philips  Consumer 
Electronics  will  begin 
selling  Web-cruising 
boxes  developed  in  se- 
cret by  startup  WebTV 
Networks  (known  until 
June  by  the  deliberately 
misleading     name  of 
Artemis  Research).  With 
list  prices  of  $349  for  th< 
Sony  (941  768-7669)  and 
$329  for  Philips'  Mag- 
navox  unit  (800  531- 
0039),  the  retail  price  tag  for 
getting  on  the  Net  should 
quickly  drop  below  $300. 
SIMPLICITY.  WebTV  is  radical- 
ly different  from  any:  rung  on 
the  market.  The  main  u  if 
my  prototype  was  the  si  i  of 
simplicity:  It  is  about  the  - 
of  a  cable-TV  set-top  box  .  I 
plugs  directly  into  a  phon 
line  and  either  a  TV  or  vcr. 

WebTV's  control  is  a  re- 
unite that  can  also  be  pro- 
grammed to  work  a  tv  set. 


To  stall  the  service,  I  pushed 
the  "Web"  button  on  the  re- 
mote. The  box  dialed  WebTV's 
Internet  service  ($19.95  a 
month  for  unlimited  access) 
and,  after  a  brief  registration 
procedure,  I  was  looking  at 
the  WebTV  home  page  on  my 
27-in.  tv,  ready  to  suif. 

The  first  thing  I  noticed 
was  the  picture  quality.  A  big 
obstacle  to  cheap,  TV-based 
Web  cruisers  has  been  lousy 
image  quality — hardly  sur- 
prising when  a  27-in.  tv 
set  costs  half  as 
much  as 


buttons  provided  "home"  and 
"back"  functions  on  WebTV's 
distinctive  browser.  I  found 
the  whole  setup  a  lot  easier 
to  use  than  a  vcr.  . 

WebTV  is  substantially 
cheaper  than  the  $500  target 
for  a  machine  built  to  Ora- 
cle's Network  Computer  stan- 
dard or  the  $600  Apple-de- 
signed Pippin  ©World  Web 
browser/game  station  from 
Bandai.  But  there's  a  big  con- 
ceptual difference  as  well. 
The  others  are  building 
cheaper  computers;  WebTV  is 
aiming  for  a  new  kind  of  tele- 
vision. "This  is  a  living  room, 
entertainment-oriented  de- 
vice," says  WebTV  ceo  Steve 
Perlman. 

My  experience  with  WebTV 
showed  me  both  its  potential 
and  how  much  must  be  done 
to    realize  it. 


a  17-in.  computer  monitor. 
Developers  at  WebTV,  mostly 
refugees  from  Apple  Com- 
puter, have  pulled  off  some 
wizardry.  Even  relatively 
small  text  is  readable  across 
the  room,  while  pictures  look 
better  than  anything  you'll 
see  on  broadcast  TV. 

The  remote  took  me  to 
Web  pages  using  arrow  keys 
like  those  used  with  on- 
screen menus  on  most  cur- 
rent i  vs.  A  couple  of  extra 


Wclri  \  dues  just  two  things: 
the  Web  and  E-mail.  For  E- 
mail,  you  can  type  by  clicking 
on  an  on-screen  keyboard. 
But  if  you  want  to  attempt 
anything  more  than  very  oc- 
casional short  E-mail  notes, 
you  will  want  to  spend  an  ex- 
tra $50  or  so  for  a  wireless 
keyboard. 

Bigger  problems  are  speed 
and  content.  WebTV  makes 
the  best  possible  use  of  a 
conventional  phone  line,  part- 


ly by  storing  the  most  popii 
lar  pages  on  WebTV's  ow 
computer  system  so  you  don: 
get  caught  in  traffic  jams  g(| 
ing  to  different  sites.  You  ca 
also  suspend  surfing  to  take  I 
call.  But  the  28,800-bits-pei 
second  speed  limit  is  a  re;] 
problem.  The  graphically  ricj 
pages  that  look  so  good  o 
WebTV  require  the  same  age 
nizing  wait  as  on  a  compute 
At  least  with  WebTV,  you  ca 
watch  your  favorite  sho\ 
while  the  page  dribbles  in. 

SATELLITE  MINIDISK  The  Sy^ 

tern  is  designed  to  supporj 
high-speed  communication 
eventually,  including  cablj 
modems.  Perlman  believe] 
that  the  best  technology  fo 
WebTV  will  be  a  satellite  minj 
dish,  such  as  Hughes  Elec 
tronics'  DSS,  although  the  nee] 
essaiy  improvements  aren't  i! 
sight  yet. 

WebTV  also  requires  a  We 
that  is  much  more  visual  tha 
today's.  This  is  an  entertain 
ment  appliance,  not  a  re 
search  tool.  You  can't  save  o 
print  pages.  On  the  othe! 
hand,  an  online  tour  of  an  aril 
gallery  was  beautiful  o 
WebTV.  Support  for  a  num 
ber  of  multimedia  technolc 
gies,  including  Java  programs 
RealAudio  sound,  and  Quick 
Time  movies,  was  missin; 
from  my  prototype,  but  the; 
should  be  ready  soon. 

It's  easy  to  imagine  what' 
needed  to  make  TV-basei 
browsing  take  off:  shopping 
with  click-to-order  multime: 
dia  catalogs.  (WebTV  come 
with  a  slot  for  the  "smart 
credit  card  of  the  future. 
Movie  guides  with  preview 
on  demand.  Travel  informa 
tion,  with  on-screen  bookinj 
services.  Online  games. 

Already,  Web  content  i 
getting  smarter  and  mori 
consumer-oriented.  High 
speed  transmission  will  tak 
longer  to  develop,  but  it,  toe 
is  coming.  And  while  th« 
technical  virtues  of  Webri 
are  impressive,  even  mon 
so  is  a  price  tag  that  make; 
it  a  potential  impulse  pur 
chase.  The  Web  applianci 
lias  become  realitv. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Our  designs  are 
constantly  changing 
but  our  philosophy 
remains  the  same. 

What  do  you  do  when  you  hull  J 
a  o  m  e  o  f  the  w  o  r  I  J 's  m  o  s  t  a  J  m  i  r  e  d 
car  s  a  n  J  t  r  u  c  k  s  ?  M  a  k  e  t  h  e  m  b  ette  r. 
That  J  e  di  c  at  i o n  c a n  h c  s e e n  1  n 
t  h  c  c  ompletel  y  r  e  J  e  s  i  g  n  e  d  F  o  r  J 
Ta  u  r  u  s,  F-l  5  0  Pick  u  p  a  n  J  .1/  e  r  c  u  r  y 
S  a  h  1  e.  The  one  thing  that  will 
neve  r  c  h  a  n  g  e  i  s  o  u  r  c  o  m  m  itment 
to  build  t  h  e  h  e  s  t  car  s  and  t  r  u  c  k  s 
in    t  h  e    w  o  r  I  J    jo  r    o  u  r    c  u  s  t  o  m  e  r  s. 


Ford    ■    Ford  Trucks 


Lincoln  Mercury 


Q_U  A  L  I  T  Y      IS      JOB  1 

Cirnif  see  the  lord  Exhibit  at  the  Intelligent  Transportation  Systems  W  orld  Congress.  For  More  Information  Call(202)  484-2902 


The  venom  of  a  snal 
a  life-saving  drug.  F 


In  a  number  of  civilizations, 
snakes  have  long  been  revered  as 
a  symbol  of  healing. 

It  was  90  years  ago  that  scien- 
tists developed  a  better  under- 
standing of  exactly  how  snake 
poisons  act  in  the  human  body. 

Protecting  the  heart 
and  the 
cardiovascular  system. 

An  example  of  research  in  this 
field  is  an  active  substance  used 
to  treat  cardiovascular  disorders. 

The  human  body  contains 
certain  tissue  hormones  called 
kinins,  which  reduce  blood  pres- 
sure and  open  the  blood  vessels. 
Now  it  has  been  discovered  that 
the  blood-pressure-lowering  and 
vasodilating  action  of  the  kinins 
can  be  boosted  by  proteins 
found  in  the  venom  of  a  Brazilian 
pit  viper. 

Scientists  at  Hoechst  Marion 
Roussel,  the  pharmaceutical  di- 
vision of  Hoechst,  have  used  this 
discovery  to  synthetically  \ 


Certain  proteins 
found  in  the  venom 
of  a  Brazilian 
fer-de-lance  boost 
the  hypotensive 
effect  of  bradykinin. 


Hoechst  is  an  international  groi  »  of  companies  spearheading  innovation  in  health  care,  agriculture  and  chemii 


helped  us  formulate 
echst. 


duce  these  proteins  and  thus 
develop  a  new  life-saving  drug. 
Research  into  cardiovascular 
disorders  has  always  played  an 
important  role  at  Hoechst. 

In  1904,  Hoechst  researchers 
were  the  first  to  synthesize  the 
hormone  adrenaline.  Other  vital 
developments  followed,  includ- 
ing edema  therapy  and  prepa- 
rations to  dissolve  blood  clots. 
Today,  Hoechst  Marion  Roussel 
offers  one  of  the  broadest  lines 
of  cardiovascular  products  avail- 
able in  the  United  States. 

Cardiovascular  disease  is  still 
the  No.  1  cause  of  death,  which 
is  why  fighting  this  important 
problem  is  a  matter  so  close  to 
our  hearts  at  Hoechst  Marion 
Roussel. 

Hoechst  Marion  Roussel,  Inc. 
P.O.  Box  9627 

Kansas  City,  MO  64134-0627 

Internet: 
http://  www.hoechst.com/ 


a  staff  of  160,000  people  worldwide,  annual  sales  total  $  36  billion. 


Hoechst 


Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


MEMO  TO  JACK  KEMP: 
QUOTAS  ARE  NOT  EMPOWERING 


THREAT: 

Racial 
preferences 
strike  at  the 
essence  of 
democratic 
capitalism- 
equality  under 
the  law 


Paul  Craig  Roberts  is  John  M.  Olm 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  D.C.,  and 
Research  tellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


Bob  Dole's  selection  of  Jack  Kemp  as 
running  mate  demonstrates  the  po- 
litical potency  of  supply-side  econom- 
ics. While  Kemp's  themes  have  revitalized 
Republicans  before,  trouble  lies  ahead  in  a 
basic  contradiction  between  the  Vice-Presi- 
dential nominee's  emphasis  on  empowerment 
and  his  toleration  of  quotas. 

Ever  since  Kemp  brought  supply-side  eco- 
nomics to  the  political  stage  some  two 
decades  ago,  he  has  never  failed  to  stress 
that  it  is  about  about  removing  barriers  to 
opportunity.  He  believes  that  those  most  in 
need  of  tax  cuts  are  not  the  rich  but  those 
who  cannot  get  started  because  of  the  ad- 
verse impact  taxes  have  on  growth.  Kemp 
might  never  convince  liberal  intellectuals 
who  ridicule  him  for  "trickle-down"  econom- 
ics, but  he  has  tirelessly  taken  his  message 
to  inner  cities,  inspiring  even  radical  black 
activist  the  Reverend  Al  Sharpton  to  de- 
clare recently  that  "Jack  Kemp  gave  us  a 
genuine  choice." 

A  believer  in  empowerment,  Kemp  is  con- 
fident that  poor  people  dependent  on  hand- 
outs would  much  prefer  to  be  self-reliant. 
Since  the  poor  have  the  most  to  gain  from 
Kemp's  supply-side  policies,  he  regards  them 
as  a  natural  constituency  for  the  Republican 
Party.  Kemp  has  championed  tax-free  en- 
terprise zones  to  help  rejuvenate  businesses 
in  the  inner  cities,  school  vouchers  to  im- 
prove education,  and  alternatives  to  public 
housing. 

START  THE  ENGINES.  To  keep  open  his  chan- 
nel of  communication,  Kemp  has  studiously 
avoided  any  position  that  could  elicit  the  ep- 
ithet "racist."  He  angered  his  party  by  op- 
posing California's  popular  referendum  to 
deny  welfare  benefits  to  illegal  aliens,  and  he 
persuaded  the  Republican  Congress  to  back 
away  from  an  assault  on  racial  quotas,  de- 
spite their  unpopularity  with  the  vast  ma- 
jority of  the  electorate. 

Kemp's  strategy  is  understandable.  Pro- 
vide a  better  and  more  inspiring  policy,  and 
the  old  one  will  die  on  the  vine.  Simply  start 
up  the  engines  of  economic  growth  and  avoid 
pointless  and  divisive  fights. 

Kemp's  toleration  of  quotas,  however,  un- 
dercuts his  emphasis  on  empowerment. 
Racial  preferences  are  a  new  kind  of  handout 
that  is  the  opposite  of  empowerment.  More- 
over, they  strike  at  capitalism's  most  essen- 
tial feature — the  equal  applicability  of  law. 


More  than  100  years  ago,  Henry  Sumner 
Maine  observed  that  capitalism  was  a  move' 
ment  "from  status  to  contract."  In  the  old 
aristocratic  social  order,  different  groups  had 
different  rights  based  on  their  status.  In  the 
new  social  order,  contract  takes  the  place  of 
privilege. 

vast  BUREAUCRACIES.  Affirmative  action 
means  different  things  to  different  people 
but  in  practice  it  has  meant  university  ad-, 
mission,  employment,  promotions,  and  gov-"' 
ernment  contract  privileges  for  "preferred 
minorities"  that  trump  the  rights  of  the  non- 
preferred.  A  legal  system  in  which  differ- 
ent groups  have  different  rights  stands  in 
contradiction  to  capitalism.  For  the  past 
quarter  century,  expanding  quotas  have  been 
at  odds  with  a  merit-based  system.  The  new 
hallmark  is  equality  of  result.  Vast  bureau 
cracies,  both  government  and  corporate,  ex-l- 
ist to  perpetuate  quotas,  and  the  political 
class  is  unable  to  articulate  the  basic  princi 
pie  of  equality  before  the  law. 

Once  group  rights  get  into  the  law,  it  ii 
difficult  to  get  them  out.  Beneficiaries  ac- 
quire squatter's  rights,  and  generations  are! 
born  into  them.  For  example,  in  1990  Sena- 
tor Sam  Nunn  (D-Ga.)  withdrew  his  opposi 
tion  to  abortion  on  the  grounds  that  women 
had  exercised  the  right  for  17  years,  thereby 
acquiring  it  under  the  doctrine  of  adverse 
possession.  The  U.  S.  Supreme  Court  took 
Nunn's  view  in  1992  when  the  justices  re-  > 
fused  to  overturn  Roe  vs.  Wade  on  theft 
grounds  that  "an  entire  generation  has  come 
of  age"  with  abortion  rights. 

As  the  famed  jurist  Benjamin  N.  Cardozo 
observed,  in  law  there  is  a  tendency  for  a 
principle  to  unfold  to  the  limits  of  its  logic.  If 
government  contracts  can  be  allocated  by 
prerogative  rather  than  by  the  market,  so 
can  private  contracts.  Even  tax  burdens  can 
be  assigned  by  status.  Kemp's  support  for  a 
maximum  federal  income-tax  rate  of  15%  for 
residents  of  Washington,  D.  C,  is  a  step  in 
that  direction. 

If  a  quarter-century  of  quotas  is  capped 
by  four  years  of  Republican  inaction,  we  will 
no  longer  be  able  to  rationalize  quotas  as 
temporary  expedients.  The  reappearance  of 
privilege  in  the  law  is  a  greater  tlu'eat  to  de- 
mocratic capitalism  than  high  taxes.  Unlessj 
Republicans  resolve  th<  contradiction  in  their 
position,  little  improvement  will  come  from 
their  leadership. 
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Sometimes,  the  only  way  the  world  will  realize  you're 

pedal  is  if  yOU  blow  your  Own  horn.  At  ABR,  we've  been  a  bit  reticent 


)ont  telling  the  world  how  good  we  are.       For  instance,  you  may  not  realize  that  ABR 
ioneered  the  much-trumpeted  area  of  employee  benefits  administration  outsourcing. 
)r  that  we  currently  provide  Total  Benefits  Outsourcing  sen  ices.  Or  that  we  let  you  choose 
recisely  the  services  you  need  from  an  "a  la  carte"  outsourcing  menu.  CobraServ  Compliance 
Tvices,  Flex  Administration,  Retiree  Billing,  Open  Enrollments,  whatever.  Your  needs  in 
benefits  Outsourcing  are  sen  iced  immediately  —  without  learning  curves,  technical 
itches  or  other  sour  notes.  Productivity  is  instantaneous.       Sure,  other  companies  claim 
i  offer  similar  services.  But  no  one  has  perfected  the  skills  to  deliver  our  type  of  perfor- 
ance.  We  know  what  has  to  be  done,  and  we  do  it.  Guaranteed.       In  fact,  we're  doing  the 
b  for  more  than  10  million  employees,  dependents  and  retirees  of  employers  of  every  size, 
even- industry.  So  call  us  a,  1-800-366-3130  if  you  a  {j^ABR 
ady  to  tune  out  the  administrative  hassles  —  and  all  that  jazz.    Information  Services,  Inc. 

5illespie  image  used  with  permission.  Offices  in  New  York,  New  Jersey,  California,  Virginia  and  Florida.  1 
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MPEG  chips  are  used  in  digital  ''w  -  TV  set-top 
boxes  to  decode  audio  and  video  signals  SGS-THOMSON 
has  shipped  over  5  million,  more  than  any  other 
manufacturer  to  date.  And  its  latest  microcore  based 
products  are  setting  new  standards  in  performance  and 
flexibility.  The  company's  ability  to  repeatedly  find 
technology  solutions  to  tough  application  challenges 
makes  ST  the  partner  of  choice  for  some  of  the  most 
advanced  TV  and  multimedia  systems  manufacturers. 


SGS "THOMSON       The  SGS-THOMSON  Microelectronics  Group  provid 

[f^D©[f3©[l[L[l©lJ[^(Q)[R!lD©S       Service  and  Technology  throughout  the  world: 


You  Already  See 
Things  Our  Way 


We're  SGS-THOMSON  Microelectronics. 

We  make  the  microchips  that  turn  video 
signals  into  visual  images.  So  when  you  turn 
on  your  computer  monitor  or  tune  in  your  TV, 
you're  probably  seeing  things  our  way. 

Our  MPEG  audio/video  decompression 
chips  are  just  one  example.  By  working 
hand-in-hand  with  the  industry's  leading 
manufacturers  of  home  entertainment 
systems  we've  become  a  major  supplier  of 
integrated  circuits  for  digital  satellite  TV  -  the 
new  revolution  in  home  entertainment.  In 
fact,  with  more  than  5  million  parts  shipped, 
ST  is  the  world's  number  one  provider  of 
MPEG  ICs. 


Our  ability  to  work  with  partners  from  all 
industries  to  produce  differentiated  products 
sets  ST  apart  from  the  crowd.  Moreover,  it 
makes  us  one  of  the  most  consistent 
performers  in  the  microelectronics  industry. 

Again  last  year,  for  example,  our  net  revenues 
were  up,  this  time  by  34%  to  $3,554  billion  with 
earnings  up  from  $363.5  million  to  $526.5 
million.  And  our  second  quarter  results  this  year 
underline  our  consistency  with  earnings  of  over 
$1 76  million. 

We're  SGS-THOMSON,  a  force  to  count 
on  in  microelectronics. 

Contact  us  now  and  you'll  find  that  we  are 
a  company  well  worth  looking  at. 


Shouldn't  You 
Look  Us  Up! 

Service  and  Technology 

Contact  SGS-THOMSON  on  these  fax  numbers:  The  Americas  +1617  2599442  STM 
Asia  Pacific  +  65  4820240  -  Europe  +  33  50402860  -  Japan  033  28041  31  ItyJJi 
Visit  our  web  site  at  http:/ /www.st.com  1  ^= 

Australia,  Brazil,  Canada,  China,  France,  Germany,  Hong  Kong,  Italy,  Japan,  Korea,  Malaysia,  Malta,  Morocco, 
The  Netherlands,  Singapore,  Spain,  Sweden,  Switzerland,  Taiwan,  Thailand,  United  Kingdom,  U.S.A. 


Economic  Trends 


BY  MICHAEL  MANDS.L 

DON'T  CUT  OUT 
THE  MIDDLEMAN 

He's  a  high-tech  growth  leader 

The  Bureau  of  Economic  Analysis  has 
just  released  a  report  that  breaks 
down  economic  growth  by  industry — and 
the  new  data  paints  a  surprising  picture 
of  how  the  high-tech  revolution  is  affect- 
ing the  economy. 

The  figures  show  that  the  growth  im- 
petus for  the  economy  in  recent  years 
has  been  the  distribution  industry — retail 
and  wholesale  trade  and  transportation. 
Between  1989  and  1994,  distribution 
made  up  one-third  of  economic  growth, 
far  outranking  any  other  growth  source. 


Share  of  total  economic  growth 
by  industry,  1989-1994 

WHOLESALE  AND  RETAIL  TRADE  23.1% 

MANUFACTURING  11.4 

HOUSING  10.2 

STATE  GOVERNMENT  8.2 
COMMUNICATIONS  7.7 
TRANSPORTATION  7.7 
BUSINESS  SERVICES  7.7 
SECURITY  BROKERS  5.7 
AGRICULTURE  5.0 
HEALTH  CARE  3.9 
EVERYTHING  ELSE  9.4 

DATA  BUREAU  OF  ECONOMIC  ANALYSIS 

The  biggest  gainer  was  the  wholesale 
industry,  which  has  contributed  15% 
of  the  economy's  growth  since  1989. 
•  iling  calls  up  images  of  decrepit 
es  and  dusty  showrooms.  But 
wholes  — the  middlemen  between 
manuf;  rs  and  retailers — have  been 
some  i .  lain  beneficiaries  of  compu- 
terizatii  ing  technology  to  reduce 
the  cost  s  *  lering,  shipping,  and  in- 
ventory-hoi they  boosted  output  by 
23%  withor        casing  employment. 

Another  tntributor  to  growth 

was  commui  >ns.  Since  1989,  the 
communication  sect  r— which  includes 
telephone,  radii  ion,  and  cable 

TV — has  been  respo  le  for  almost  8% 
of  growth,  far  more  in  '  3%  share  of 
the  overall  economy. 

The  biggest  disappoii  accord- 
ing to  the  new  data,  is  n  :turing, 
which  has  contributed  only  >  eco- 


nomic growth  since  1989.  That's  far  less 
than  manufacturing's  18%  share  of  the 
total  economy.  Indeed,  virtually  all  man- 
ufacturing growth  was  concentrated  in 
two  areas:  industrial  machinery,  which 
includes  computers,  and  electronic  and 
electrical  machinery,  which  includes  semi- 
conductors. The  rest  of  manufacturing, 
dragged  down  by  defense  spending  cuts, 
added  almost  nothing  to  national  growth. 


WORKERS  HAVE 
A  CASE  OF  NERVES 

But  job  jitters  may  be  leveling  off 

■"Respite  the  low  unemployment  rate, 
jLJjob  insecurity  in  large  corporations 
is  still  rising.  That's  the  message  of  a 
new  study  from  International  Survey 
Research  (ISR),  which  conducts  internal 
surveys  for  many  large  U.  S.  companies. 

According  to  isk's  1996  data,  about 
46%  of  workers  in  large  companies  are 
frequently  concerned  about  being  laid 
off.  That's  up  from  44%  in  1994  and  31% 
in  1992.  Other  measures  of  job  security 
are  still  deteriorating,  too.  For  example, 
the  percentage  of  workers  who  are  fre- 
quently concerned  that  their  company 
will  close  facilities  has  risen  to  47%,  up 
from  33%  in  1992. 

Employees'  fear  of  job  loss  is  aggra- 
vated by  a  woiry  that  their  companies 
are  not  making  the  grade.  About  53% 
of  workers  are  concerned  about  the  fu- 
ture of  their  companies,  up  from  45%  in 
1992.  And  they  think  that  others  are 
worried  as  well.  In  1992,  72%  of  workers 
believed  their  company  was  highly  re- 
garded by  its  customers.  By  1996,  that 
percentage  had  fallen  to  66%.  "People 
are  becoming  hypersensitive  to  what 
their  customers  think  of  them,"  observes 
John  R.  Stanek,  ISR  president  and  ceo. 

Has  anything  improved?  Efforts  by 
companies  to  enhance  training  and  de- 
velopment seem  to 


be  having  an  im- 
pact. About  42%  of 
workers  believe 
they  get  sufficient 
training  to  increase 
their  eligibility  for 
a  better  job,  com- 
pared with  37%  in 
1992. 

There's  even  a 
glimmering  that 
anxiety  levels  have 
topped  out.  Since 
1994,  workers  have 
become  a  bit  more 
willing  to  believe 


THE  RISE  IN 
ANXIETY 


'92  '96 
A  PERCENT 

DATA  INTERNATIONAL  SURVEY 
RESEARCH  CORP. 


that  they  will  have  a  job  with  their  com- 
pany if  they  perform  well — a  belief  that 
may  not  survive  the  next  recession. 


GRUMPY  OLD 
TAXPAYERS  | 

The  elderly  vs.  education 

It's  folk  wisdom  in  many  suburban 
towns  that  elderly  residents  are  more 
likely  to  vote  against  raising  school 
spending.  A  new  study  from  Massachu- 
setts Institute  of  Technology  economist 
James  Poterba  confirms  tins  belief.  Ac- 
cording to  Poterba's  research,  states  with 
a  large  percentage  of  the  population  over 
65  tend  to  spend  substantially  less  per 
pupil,  after  adjusting  for  regional  differ- 
ences. For  example,  an  increase  in  the  el- 
derly from  11%  to  13%  of  the  population 
would  reduce  per-pupil  spending  by  al- 
most 5%. 

Over  the  long  run,  this  bias  against 
education  could  have  a  powerful  impact. 
Projections  now  call  for  the  share  of  the 
population  age  65  and  over  to  rise  from 
12.5%  in  1990  to  18.7%  in  2030.  By  Poter- 
ba's calculations,  that  would  lead  to  a 
10%  decline  in  per-child  spending. 


A  REROIND 
FOR  US.  SAVINGS 

Don't  thank  households,  though 


One  major  drag  on  U.  S.  competitive- 
ness in  recent  years  has  been  a  low 
savings  rate  compared  with  Japan  and 
most  of  the  major  European  economies. 
The  lack  of  savings  has  pushed  up  inter- 
est rates  and  forced  the  U.  S.  to  depend 
on  a  flow  of  capital  from  overseas. 

But  the  latest  government  figures 
show  the  beginnings  of  a  savings  re- 
bound. National  savings — the  combina- 
tion of  personal  and  corporate  savings 
minus  the  government  budget  deficit — 
now  total  some  20.3%  of  national  income. 
That's  up  a  full  percentage  point  over 
last  year,  and  two  percentage  points 
higher  than  the  18%  savings  rate  record- 
ed in  1993. 

The  gains  so  far  are  mainly  the  result 
of  a  lower  federal  budget  deficit  and  the 
surge  in  corporate  profits.  Households 
have  hardly  boosted  the  rate  at  which 
they  put  money  away,  and  unless  the 
personal  savings  rate  starts  to  increase, 
the  U.  S.  will  find  it  hard  to  get  back  to 
the  25%  national  savings  rates  it  enjoyed 
as  recently  as  1982. 
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choosing  the 

jest  hardware 
to  run 

Windows  NT  4.0 

las  forced! 

S  managers  to 
;onfront  their 

liggest  fears: 


Failure. 


Monkey  on  your  back  #1.  Let's  face  it, 
migrating  to  another  operating  system  does 
involve  risk.  Ami  now  that  Windows  NT  '  4.0 
lets  your  users  access  mission-critical  infor- 
mation right  from  their  desktops  and  laptops, 
how  do  yon  ensure  data  availability?  By  far 
the  most  reliable  way  is  through  clustering — a 
technology  one  company  was  the  first  to  develop 
for  Windows  NT  to  ensure  automatic  failover 
and  maximum  availability.  Tor  you,  clustering 
for  Windows  NT  means  uninterrupted  access, 
reduced  risk,  greater  peace  of  mind — oh,  and  one 
less  monkey  on  your  back.  Read  on .  .  . 


Finances 


Monkey  on  your  back  #2.  Budgets.  Wliat 
about  the  budgets?  How  will  your  current  apps 
work  with  your  new  operating  system?  Will  the 
upgrade  work  across  your  existing  hardware, 
operating  systems  and  applications?  Or  should 
you  bang  on  your  CFO's  door  again?  One  company 
with  over  35  years  of  multivcudor  integration 
experience,  including  global  service  and  support, 
can  do  more  than  just  port  your  apps  to 
Windows  NT.  It's  a  company  that  can  give  you 
complete  Windows  NT  interoperability.  Which 
means  your  information  will  flow  seamlessly 
across  platforms,  and  your  legacy  investment 
icill  be  ~wcll  protected.  So  much  for  monkey  #2. 
Now,  on  to  #3.  .  . 


Future. 

,onkey  on  your  back  #3.  Migrating 
0  Windows  NT  4.0  is  one  thing.  But 
emitting  to  Windows  NT  long-term,  relying 
V}  it  to  play  a  critical  role  in  your  enterprise, 

that's  another.  Enterprise 

Computing. 

Fortunately,  one  ^  doesn't  have 

company  —  the  to  be  complicated. 

one  we've  been  talking  -about  -  can  help. 
Digital.  WUh  our  heritage  in  VAX,  multivendor 
integration,  enterprise-level  computing, 
Ethernet  and  the  foundations  of  networking, 
Digital  is  uniquely  suited  to  greatly  improve 
ymr  fllhnx,  our  newest  servers,  workstations, 
desktops  and  notebooks  are  every  bit  as 
enterprise-ready  as  Windows  NT.  In  fact,  today 
no  otner  vendor  can  equal  Digital's  full  line  of 
Windows  NT-optimized  products  across  Intel 
and  Alpha  platforms,  or  the  service  and  support 
tm  cm  hclp  keep  the  monkeys  off  your  back. 

simply  EBBDEBD 

prepared  to  show  you  that    WHATEVER  IT  TAKES 

migrating  to  Windows  NT  doesn't  have 
to  drive  you  bananas.  Call  I -800 -DIGIT At 
md  press  3  for  your  nearest  reseller,  or  visit 
w  Web  site  at  www.windows.digital.com. 
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Occasionally,  someone 
ends  up  financially  secure 

by  accident. 
Fm  here  to  help  make 
it  happen  on  purpose. 


Jim  Hatchers  job  is  all  about  goals. 

An  American  Express  financial  advisor  since  1986,  he 
knows  that  beginning  with  the  end  in  mind  is  key.  So  that's 
what  he  helps  you  do.  First  by  listening  to  what  you  want 
to  accomplish  financially.  Then  by  helping  you  put  together 
a  plan  so  you  might  achieve  it.  Jim  also  likes  to  meet  on  a 
cgular  basis  to  take  a  look  at  progress,  and  make  adjust- 
s  as  things  change.  The  way  Jim  sees  it,  the  goal  is 
rtant,  but  so  is  the  journey.  And  if  he  has  anything 

I  m  ■  ery  worthwhile 
fs  no  wonder  95 

To  fi)  ;//  how  an  American  Express  financial  advisor  can 
help  )     do  more,  call  1-800-GET- ADVICE. 


Financial 
Advisors 


;s.c<  mi/advisors 


usiness  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  ECONOMY'S  HEAT 

S  SETTING  OFF  ALARM  BELLS 

ith  jobs  and  incomes  on  the  rise,  consumers  keep  stoking  the  fire 


U.S.  ECONOMY 


I0USINGS  SURPRISING 
RESILIENCE 


Is  the  economy  too  strong  for 
its  own  good?  It's  starting  to 
k  that  way.  After  coming  out  of  a  soft  patch  around 
i  turn  of  the  year,  growth  soared  to  4.8%  in  the 
;ond  quarter.  And  after  some  tamer-looking  July 
;a,  momentum  now  appears  to  be  building  again. 

this  is  sounding  alarm  bells  at  the  Federal  Re- 
•ve  over  fears  that  a  rambunctious  economy  will  in- 
;ase  the  pressure  on  wages  and  prices. 
Signs  of  the  economy's  unruly  behavior  are  mounting, 
t  only  has  second-quarter  growth  in  real  gross  do- 
stic  product  been  revised  up  from  4.2%  to  4.8%, 
jj  the  mix  of  GDP  growth  now  looks  more  favorable 
continued  vigor  in  the  second  half.  Strong  demand 
i  cut  inventories,  sparking  gains  in  manufacturing. 

Perhaps  most  noteworthy, 
however,  is  the  failure  of  the 
economy's  interest-sensitive 
sectors  to  succumb  to  this 
A  A  A  eW  year's  sharp  increase  in  long- 
f\  J\    I  term  interest  rates. 

I  *r  "LI  Indeed,  the  rallying  cry  of 

today's  consumers  seems  to  be 
"Gimme  shelter":  Home  buy- 
ing remains  resilient  despite 
higher  mortgage  rates  (chart). 
In  addition,  car  sales — another 
e-sensitive  sector — have  rebounded.  And  orders  for 
tital  goods  are  rising  strongly.  Moreover,  the  Con- 
ence  Board's  index  of  leading  indicators,  those  that 
eshadow  the  economy's  path,  rose  in  July  for  the 
th  month  in  a  row. 

The  Fed's  task  between  now  and  its  policy  meeting- 
Sept.  24  is  to  decide  whether  the  economy  is  going- 
correct  its  unruly  behavior  on  its  own  or  whether  it 
ids  a  slap  on  the  wrist  in  the  form  of  higher  interest 
es.  With  the  Presidential  election  looming  and  with 
>wing  division  within  the  Fed  over  the  need  for  a 
e  hike,  the  decision  will  be  one  of  the  toughest  in 
ne  time  (page  46). 

E  REVISED  GDP  NUMBERS  say  a  lot  about  why 
:  economy  is  not  settling  down  the  way  the  Fed 
uld  like.  The  Commerce  Dept.  said  that  final  sales  of 
)ds  and  services  to  consumers,  businesses,  govern- 
nt,  and  foreigners  grew  a  heady  4.3%  last  quarter, 
tead  of  the  3.5%  originally  reported.  Capital  spend- 
led  the  revision:  Equipment  outlays  now  show  a  6% 
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advance,  nearly  twice  the  first-reported  rise  of  3.2%. 

At  the  same  time,  inventories  grew  even  more  slow- 
ly than  originally  estimated.  In  fact,  excluding  the 
strike-related  drop  in  car  inventories  in  the  first  quar- 
ter, second-quarter  stock  levels  rose  at  the  slowest 
pace  in  3V>  years. 

As  a  result,  the  combination  of  lean  inventories  and 
strong  demand  is  fueling  orders  and  output  in  the  in- 
dustrial sector.  Manufacturing  orders  rose  a  strong 
1.8%  in  July,  and  they  were  2.1%  above  the  second- 
quarter  average.  Factory  orders  have  been  accelerating 
since  earlier  this  year,  and  they  are  on  track  to  post  the 
strongest  quarterly  gain  since  late  1994. 

The  industrial  sector  contin- 
ued to  advance  in  August,      OUTPUT  ACCELERATES, 
according  to  the  nation's  pur-        SflY  PURCHASERS 
chasing  managers.  Their  com-       \    napm  indexes 
posite  index  of  production,  or-     55  ^3  mmmmJKL 
ders,  employment,  inventories,     50  H 

and  delivery  speed  rose  to     «  * —  

52.6%»  last  month,  a  rebound  4o  

from  July's  50.2%  reading  but 
not  up  to  June's  54.3%  level 
(chart).  Production  strength 
led  the  August  gain,  although 
all  components  contributed  to  the  advance. 

In  response  to  a  special  question  in  last  month's  sur- 
vey, an  increasing  percentage  of  purchasers  felt  that  in- 
ventories were  too  low.  Indeed,  factory  stock  levels 
have  risen  only  0.9%  so  far  this  year,  while  shipments 
have  grown  6.6%.  Consequently,  the  ratio  of  factory  in- 
ventories to  sales  dipped  to  1.39  in  July,  matching  the 
record  low.  With  consumer  and  capital  spending  on 
solid  ground,  many  businesses  will  have  to  beef  up 
their  inventories,  if  only  to  avoid  losing  sales.  So  further 
gains  in  output  in  the  second  half  seem  assured. 

HOUSING-RELATED  INDUSTRIES  also  appear  ready 

to  make  additional  gains  this  half.  Home  buying  has 
shrugged  off  the  higher  interest  rates,  and  housing- 
demand  has  spilled  over  to  spending  on  everything 
from  washers  to  wallpaper.  As  long  as  incomes  and 
jobs  advance,  consumer  spending  is  unlikely  to  falter. 

Sales  of  new  single-family  houses  took  a  surprising- 
jump  in  July,  rising  7.9%  to  an  annual  rate  of  783,000, 
the  third-highest  monthly  figure  in  the  current  expan- 
sion. Home  buying  increased  everywhere  except  the 
Northeast,  where  sales  were  nearly  flat  after  surging 
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30.4%  in  June.  The  gain  came  in  spite  of  a  rise  in  the 
30-year  fixed-mortgage  rate,  to  8.5%,  in  July,  up  from  as 
low  as  7.2%  in  January. 

But  other  factors  explain  housing's  resilience.  First, 
despite  the  recent  rise,  mortgage  rates  are  far  from  un- 
attractive. Also,  the  rate  rise  so  far  this  year  has 
added  only  $90  to  the  monthly  payment  on  a  $100,000 
loan.  And  consumers  are  switching  to  lower  adjustable 
rates.  In  July,  36%  of  new  mortgages  carried  adjustable 
rates,  up  from  23%  a  year  earlier. 

PERHAPS  MORE  IMPORTANT,  income  growth  re- 
mains solid.  Personal  income  edged  up  just  0.1%  in 
July,  but  that  followed  a  gain  of  0.9%  in  June.  Real  dis- 
posable income  began  the  third  quarter  at  an  annual 
rate  of  3.3%  above  its  second-quarter  average. 

Real  consumer  spending  was  flat  in  July,  after  falling 
0.4%  in  June.  But  decreased  buying  of  motor  vehicles 
caused  most  of  the  sluggishness.  Thanks  to  rebates, 
sales  of  car's  and  light  tracks  popped  up  in  August,  sug- 
gesting better  retail  activity  overall. 

For  most  of  the  past  year,  real  incomes  have  grown 
faster  than  real  consumer  spending  (chart).  The  gap  has 
helped  to  nudge  up  the  savings  rate,  while  also  ensur- 
ing that  households  have  cash  to  spend. 

Households  have  already  boosted  their  purchases 
of  home-related  items — which  account  for  nearly  as 
much  of  the  economy  as  does  homebuilding.  Real  out- 
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lays  for  all  home  durable  goods- 
draperies  to  appliances — are  up  1 
ago.  A  big  seller,  not  surprisingly,  iihome  computers.1 
The  Commerce  Dept.  reports  consiner  purchases  og 
computers  in  July  increased  76.7% 

Looking  ahead,  spending 
should  stay  vibrant  because 
consumers  are  pretty  upbeat 
about  their  future  paychecks. 
In  its  August  report  on  con- 
sumer confidence,  the  Confer- 
ence Board  reported  that 
23.8%  of  consumers  expect 
their  incomes  to  increase  over 
the  next  six  months,  up  from 
21%  in  June.  The  only  brake 
on  consumers  could  be  the 
slowdown  in  loans.  The  Fed  has  reprted  that  banks: 
are  tightening  their  lending  standrds  for  personal 
loans,  especially  credit  cards. 

But  as  long  as  job  growth  stays  prong,  consumers 
will  feel  secure  about  a  steady  payneck  and  will  in-: 
crease  spending.  That,  in  turn,  will  kep  factories  hum- 
ming— and  in  need  of  more  workersplearly,  economic 
players  from  the  White  House  to  hois; 'holds  to  manu- 
facturers will  welcome  this  virtuous  cycle.  But  it  re- 
mains to  be  seen  how  quickly  and  jrcefully  the  Fed 
will  move  to  ensure  that  virtue  doea't  turn  to  vice. 
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Brazil's  economy  continues  to 
grow  sluggishly,  increasing 
doubts  about  the  government's 
ability  to  corral  spending. 

Real  gross  domestic  product 
was  2.3%  higher  in  the  second 
quarter  than  in  last 
year's  second  quarter. 
Domestic  demand  led 
the  gain,  helped  by 
somewhat  lower  inter- 
est rates,  although 
monetary  policy  re- 
mains tight.  <  irmvth, 
however,  remains  too 
weak  to  bring  down 
Brazil's  high  unemploy- 
ment. Factory  payrolls 
in  June  fell  4.9%  from  a  year  ago 
chart).  The  government  continues 
to  forecast  that  real  GDP  will  end 
bf  year  up  nearly  4%.  but  pri- 
•  ate  economists  think  growth  of 
around  2.6%  is  more  likely. 


FACTORY  PAYROLLS 
CONTINUE  TO  SHRINK 
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The  slowdown  helped  shrink 
the  trade  deficit.  This  gap  totaled 
$630  million  in  the  first  seven 
months  of  1996,  well  below  the 
$4.3  billion  for  the  same  period  in 
1995.  Exports  are  up  7.6%  so  far 
this  year  and  might 
have  been  stronger 
but  for  port  strikes  in 
June  and  July.  Im- 
ports are  down  5.8% 
from  a  year  ago  be- 
cause of  soft  domestic 
demand  and  because 
last  year's  imports 
were  extremely  high. 

Foreign  investors, 
though,  remain  con- 
cerned about  Brazil's  fiscal  prob- 
lems. The  government  deficit  was 
5%  of  GDP  in  1995  and  may  im- 
prove to  just  3.6%  this  year.  On 
Aug.  30,  the  government  said  the 
primary  surplus — spending  ex- 


cluding debt  servib — would  rise 
in  1997.  But  highe  debt  servicing 
means  the  total  dicit  could  be 
closer  to  3%  of  gel 

Brazil's  large  bijget  deficits 
have  also  raised  fdrs  about  the 
stability  of  the  red,  which  follows 
a  pegged  exchangrate  that  has 
reduced  once-ram^nt  inflation. 
Consumer  prices  use  14.9%  in 
the  12  months  enc  d  in  July, 
down  from  929%  i  1994.  But  the 
real  could  come  uder  pressure  in 
the  absence  of  greter  reforms 
and  stiffer  fiscal  dicipline. 

But  in  early  Sepember,  law- 
makers postponed  ction  to  trim 
the  deficit.  So,  litt!  progress  will 
be  made  on  cuttint public  jobs  or 
reforming  state  pesion  plans. 
While  the  delay  wl  please  officials-i 
who  face  elections  ji  November, 
it's  another  sign  tht  Brazil  has 
yet  to  get  spendini  under  control. 
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30.4%  in  June.  The  gain  came  in  spite  of  a  rise  in  the  ( 
30-year  fixed-mortgage  rate,  to  8.5%,  in  July,  up  from  as 
low  as  7.2%  in  January. 

But  other  factors  explain  housing's  resilience.  First, 
despite  the  recent  rise,  mortgage  rates  are  far  from  un- 
attractive. Also,  the  rate  rise  so  far  this  year  has 
added  only  $90  to  the  monthly  payment  on  a  $100,000 
loan.  And  consumers  are  switching  to  lower  adjustable 
rates.  In  July,  36%  of  new  mortgages  carried  adjustable 
rates,  up  from  23%  a  year  earlier. 

PERHAPS  MORE  IMPORTANT,  income  growth  re 
mains  solid.  Personal  income  edged  up  just  0.1%  in 
July,  but  that  followed  a  gain  of  0.9%  in  June.  Real  dis- 
posable income  began  the  third  quarter  at  an  annual 
rate  of  3.3%  above  its  second-quarter  average. 

Real  consumer  spending  was  flat  in  July,  after  falling 
0.4%  in  June.  But  decreased  buying  of  motor  vehicles 
caused  most  of  the  sluggishness.  Thanks  to  rebates, 
sales  of  cars  and  light  trucks  popped  up  in  August,  sug- 
gesting better  retail  activity  overall. 

For  most  of  the  past  year,  real  incomes  have  grown 
faster  than  real  consumer  spending  (chart).  The  gap  has 
helped  to  nudge  up  the  savings  rate,  while  also  ensur- 
ing that  households  have  cash  to  spend. 

Households  have  already  boosted  their  purchases 
of  home-related  items — which  account  for  nearly  as 
much  of  the  economy  as  does  homebuilding.  Real  out- 


lays for  all  home  durable  goods — from  furniture  t( 
draperies  to  appliances — are  up  10.4%  from  a  yea 
ago.  A  big  seller,  not  surprisingly,  is  home  computers 
The  Commerce  Dept.  reports  consumer  purchases  o 
computers  in  July'  increased  76.7%  from  a  year  ago. 

Looking  ahead,  spending 
should  stay  vibrant  because 
consumers  are  pretty  upbeat 
about  their  future  paychecks. 
In  its  August  report  on  con- 
sumer confidence,  the  Confer- 
ence Board  reported  that 
23.8%  of  consumers  expect 
their  incomes  to  increase  over 
the  next  six  months,  up  from 
21%  in  June.  The  only  brake 
on  consumers  could  be  the 
slowdown  in  loans.  The  Fed  has  reported  that  bank 
are  tightening  their  lending  standards  for  persona 
loans,  especially  credit  cards. 

But  as  long  as  job  growth  stays  strong,  consumer 
will  feel  secure  about  a  steady  paycheck  and  will  in 
crease  spending.  That,  in  turn,  will  keep  factories  hum 
ming — and  in  need  of  more  workers.  Clearly,  economi 
players  from  the  White  House  to  households  to  manu 
facturers  will  welcome  this  virtuous  cycle.  But  it  re 
mains  to  be  seen  how  quickly  and  forcefully  the  Fe 
will  move  to  ensure  that  virtue  doesn't  turn  to  vice. 
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Brazil's  economy  continues  to 
grow  sluggishly,  increasing 
doubts  about  the  government's 
ability  to  corral  spending. 

Real  gross  domestic  product 
was  2.3%  higher  in  the  second 
quarter  than  in  last 
year's  second  quarter. 
Domestic  demand  led 
the  gain,  helped  by 
somewhat  lower  inter- 
est rates,  although 
monetary  policy  re- 
mains tight.  Growth, 
however,  remains  too 
weak  to  bring  down 
1      il's  high  unemploy- 
me  I .  Factory  payrolls 
in  June  fell  4.9%  from  a  year  ago 
(char i !  The  government  continues 
to  forecast  that  real  gdp  will  end 
the  year  up  nearly  4%,  but  pri- 
vate economists  think  growth  of 
around  2.6%  is  more  likely. 
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The  slowdown  helped  shrink 
the  trade  deficit.  This  gap  totaled 
$630  million  in  the  first  seven 
months  of  1996,  well  below  the 
$4.3  billion  for  the  same  period  in 
1995.  Exports  are  up  7.6%  so  far 
this  year  and  might 
have  been  stronger 
but  for  port  strikes  in 
June  and  July.  Im- 
ports are  down  5.8% 
from  a  year  ago  be- 
cause of  soft  domestic 
demand  and  because 
last  year's  imports 
were  extremely  high. 

Foreign  investors, 
though,  remain  con- 
cerned about  Brazil's  fiscal  prob- 
lems. The  government  deficit  was 
5%  of  gdp  in  1995  and  may  im- 
prove to  just  3.6%  this  year.  On 
Aug.  30,  the  government  said  the 
primary  surplus — spending  ex- 


cluding debt  service — would  rise 
in  1997.  But  higher  debt  servicing 
means  the  total  deficit  could  be 
closer  to  3%  of  gdp. 

Brazil's  large  budget  deficits 
have  also  raised  fears  about  the 
stability  of  the  real,  which  follows 
a  pegged  exchange  rate  that  has 
reduced  once-rampant  inflation. 
Consumer  prices  rose  14.9%  in 
the  12  months  ended  in  July, 
down  from  929%  in  1994.  But  the 
real  could  come  under  pressure  in 
the  absence  of  greater  reforms 
and  stiffer  fiscal  discipline. 

But  in  early  September,  law- 
makers postponed  action  to  trim 
the  deficit.  So,  little  progress  will 
be  made  on  cutting  public  jobs  or 
reforming  state  pension  plans. 
While  the  delay  will  please  officials 
who  face  elections  in  November, 
it's  another  sign  that  Brazil  has 
yet  to  get  spending  under  control. 
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•lost  Outstanding  Copier  Line 
Of  The  Year  1995-1996. 

For  the  second  year  in  a  row,  Buyers 
,ab,  Inc.,  a  leading  independent  tester 
f  office  equipment,  has  named  Sharp 
he  "Copier  Line  of  the  Year". 
M,  while  we're  grateful,  we're  not 
urprised.  Because  year  after  year,  . 
ur  customers  choose  Sharp  copiers 
3X  their  outstanding  productivity, 
fficiency  and  reliability. 

Which  leads  us  to  suggest  that  if 
ou're  in  the  market  for  a  copier,,  you 
lso  have  an  easy  choice. 
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News:  Analysis  &  Commentary 


THE  MIDEAST 


OPERATION 
DESERT  RISK 


Now,  the  U.S.  is 
on  its  own  against 
Iraq-with  a 
"murky"  mandate 

As  military  engagements  go,  the 
double-whammy  missile  attacks  of 
Operation  Desert  Strike  on  Sept. 
3  and  Sept.  4  will  probably  go 
down  as  one  of  the  briefest  in  recent 
history.  In  two  salvos  lasting  less  than 
an  hour  each,  44  cruise  missiles 
slammed  into  sites  in  southern  Iraq — 
virtually  crushing  the  pariah  state's  air- 
defense  capabilities.  The  score  so  far: 
Bill  Clinton:  1,  Saddam  Hussein:  0. 

Nice,  but  the  game  is  not  over  yet.  Al- 
though Clinton  has  now  demonstrated 
to  American  voters  and  gop  opponent 
Bob  Dole  that  he  can  use  a  stick  when 
he  has  to,  there  may  be  an  uncomfort- 
ably high  political  and  economic  price  to 
pay.  By  engaging  in  quick  and  unilateral 
action  without  the  support  of  a  carefully 
nurtured  international  coalition,  the  U.  S. 
finds  itself  diplomatically  isolated.  The 
confrontation  could  escalate,  as  it  almost 
did  on  Sept.  4  when  a  U.S.  F-16 
knocked  out  a  radar  station  just  as  an 
Iraqi  missile  was  about  to  shoot  the 
fighter-jet  down.  And  the  attacks  sent 

MIDDLE  EAST  H0TSP0TS 


crude  oil  prices  soaring,  just  as  it  seemed 
the  West  had  tamed  inflation. 

The  latest  face-off  with  Saddam  is 
also  a  nasty  wake-up  call  from  the  Mid- 
dle East,  which  once  again  is  becoming 
a  dangerous  tinderbox  (table).  Terrorist 
attacks  by  murky  Islamic  groups 
are  rocking  such  traditional  U.  S. 
allies  in  the  Persian  Gulf  as  Sau- 
di Arabia  and  Bahrain.  Turkey,  a 
key  nato  ally  and  strategic  part- 
ner to  the  U.  S.,  has  a  new  Is- 
lamist Prime  Minister  who  seems 
far  more  interested  in  forging  ties 
with  Iran,  Iraq,  and  Syria  than 
improving  relations  with  the 
West.  The  U.  S.-backed  Arab-Is- 
raeli peace  process  is  in  tatters,  a 
situation  underscored  by  Israeli 
Prime  Minister  Benjamin  Ne- 
tanyahu's reluctant  agreement  on 
Sept.  4  just  to  meet  with  Pales- 
tinian leader  Yassir  Arafat.  Pre- 
dicts Christine  Helms,  a  Middle 
East  specialist  at  consultants  Petroleum 
Finance  Co.:  "There's  going  to  be  a 
boomerang  effect  around  the  region  that 
could  be  very  dangerous." 
A  BLIND  EYE.  U.  S.  allies  are  queasy,  and 
for  good  reason.  While  swift  retaliation 
makes  Clinton  look  decisive  and  tough, 
his  almost  single-minded  focus  on  do- 
mestic politics  and  failure  to  heed  rising 
tensions  in  the  region  for  many  months 
may  have  prompted  several  recent  acts 
of  aggression.  Clinton,  for  example,  said 


nothing  when  Iran  and  Turkey  sent 
troops  deep  into  Iraqi  territory  earlier 
this  summer  to  chase  troublesome  Kurds, 
He  also  turned  a  blind  eye  when  one 
Kurdish  faction,  having  failed  to  win(j 
U.  S.  help  in  August,  allied  itself  with 
Iran.  Such  inconsistent  White  House  sig- 
nals may  have  led  several  Middle  East 
allies  to  refuse  to  allow  the  U.  S.  to 
launch  military  attacks  from  their  soil. 

And  unlike  the  1990  invasion  o|l 
Kuwait,  a  clear  violation  of  international 
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TURKEY  The  first-ever  Islamic  govern- 
ment of  this  key  NATO  country  is 
Turkmenistan      increasingly  looking  eastward.  While 
trying  not  to  alienate  Washington, 
Prime  Minister  Necmettin  Erbakan 
afghan.    nas  signed  a  flurry  of  initiatives  with 
Islamic  countries  since  taking  office 
PAK.    in  June,  including  a  $23  billion 
natural-gas  deal  with  Iran. 


IRAN  New  U.S.  sanctions  have 
emboldened  rather  than  isolated  If 
Soon  after  signing  a  natural-gas  de 
with  Turkey  on  Aug.  11,  Iran 
announced  similar  supply  pacts  wi 
India  and  a  consortium  of  Europea 
gas  firms.  It  helped  derail  the  U.S 
effort  to  conclude  a  nuclear  test-b; 
treaty,  and  diplomatic  sources  bel 
it  has  fomented  trouble  against 
Bahrain  and  Jordan. 
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:t  Strike  may  worsen  Mideast  instability, 

ices  would  wallop  U.S.  consumers  and  carmakers 


v,  Saddam's  decision  to  send  in  40,000 
Dund  troops  to  aid  one  of  two  Kurdish 
•tions  battling  for  the  provincial  capital 
Erbil  may  not  conflict  with  U.  N.  ac- 
rds.  Erbil  is  Iraqi  territory,  and  the 
91  agreement  setting  up  a  no-fly  zone 
northern  Iraq  doesn't  mention  ground 
)ops.  "The  situation  is  murky,"  says 
■ent  Scowcroft,  a  Dole  foreign  policy 
le  and  former  National  Security  Ad- 
;er.  "It's  hard  to  say  Saddam's  ground 
"ces  are  barred  from  going  in  there." 


Britain,  Germany,  and  Japan  aside, 
much  of  the  world  seems  to  agree.  Arab 
allies,  notably  Saudi  Arabia,  remained 
embarrassingly  silent.  Russia  slammed 
the  U.  S.,  as  did  China  and  France — all 
permanent  members  of  the  U.  N.  Secu- 
rity Council  and  Desert  Storm  backers. 
Privately,  diplomats  from  those  coun- 
tries are  scathing  about  what  they  see 
as  U.  S.  electoral  politics  being  danger- 
ously played  out  in  the  Middle  East. 

Another  reason  for  the  break  in  al- 


lied ranks:  deep-seated  bitterness  over 
recently  enacted  U.  S.  laws  penalizing 
foreign  companies  that  do  business  in 
Cuba,  Libya,  and  Iran.  France's  two  big 
oil  companies,  Total  and  Elf  Aquitaine, 
have  cut  potentially  lucrative  deals  with 
Iraq,  and  Total  is  the  major  partner  in  a 
multibillion-dollar  project  to  develop 
Iran's  offshore  Sirri  oil  and  gas  field. 
Italy's  energy  giant  eni  may  also  face 
obstacles  to  its  plan  to  pipe  Libyan  gas 
across  the  Mediterranean. 
OUT  OF  CASH.  It's  a  far  cry  from  George 
Bush's  painstaking  efforts  in  late  1990 
to  build  an  international  consensus  be- 
fore unleashing  Desert  Storm  in  Janu- 
ary, 1991.  Now,  if  Saddam  gets  really 
nasty  or  if  Iran  decides  to  send  troops 
into  southern  Iraq,  mounting  a  collective 
response  may  be  all  but  impossible.  This 
is  especially  so  considering  that  the  gulf 
states,  which  bankrolled  Desert  Storm 
to  the  tune  of  $70  billion,  are  today  vir- 
tually without  cash  reserves  and  running 
big  budget  deficits.  Facing  heat  from 
homegrown  Islamic  militants,  gulf  rulers 
such  as  Saudi  Arabia's  ailing  King  Fahd 
and  Bahrain's  Sheikh  Isa  are  increasing- 
ly discomfited  when  painted  as  American 
puppets.  Everywhere  in  the  Middle  East, 
"the  rulers  of  pro-American  governments 
are  weaker  than  in  1991  and  have  tenu- 
ous and  eroding  legitimacy,"  says  Ahmed 
Hashim,  a  fellow  at  the  Center  for 
Strategic  &  International  Studies  in 
Washington. 

The  economic  dangers  of  the  con- 
frontation with  Saddam  are  no  less 
great.  Oil  companies  around  the  world 
had  been  relying  on  Iraqi  crude  for 
then*  fourth-quarter  refinery  runs,  when 
demand  traditionally  spikes  up.  And 
thanks  to  leaner  operating  methods,  the 
oil  industry  has  been  cutting  back  stocks 
to  record  low  levels.  "The  disappear- 
ance of  700,000  barrels  a  day  in  a  mar- 
ket with  no  cushion  of  inventories  is 
very  important,"  says  Larry  Goldstein 
of  New  York's  Petroleum  Industry  Re- 
search Foundation.  "It's  going  to  be  a 
very  difficult  winter  for  consumers." 

Detroit  appears  particularly  vulnera- 


L  The  May  election  of  hard-liner 
lin  Netanyahu  as  Israel's  Prime 
ir,  terrorist  attacks  on  Jerusalem, 
ael's  retaliatory  bombing  of 
n  Lebanon  have  all  led  to  a  stall 
vliddle  East  peace  process, 
efforts  to  revive  peace  talks 
J  in  a  Sept.  4  meeting  between 
ahu  and  Palestinian  leader  Yas- 
at,  but  several  years  of  progress 
sen  jeopardized. 


SAUDI  ARABIA  Deadly  terrorist 
attacks  against  U.S.  military  targets 
underscore  the  strength  of  homegrown 
Islamic  opposition  within  the  world's 
largest  oil  exporter  and  traditional 
American  ally.  King  Fahd's  recent 
illness  could  signal  a  succession  crisis 
within  the  Al  Saud  clan. 


DATA:  BUSINESS  WEEK 


JORDAN  Usually  stable,  Jordan  was 
rocked  by  rioting  in  August,  when  resi- 
dents protested  a  rise  in  the  price  of 
bread.  King  Hussein  blamed  Iraqi 
troublemakers.  But  government  belt- 
tightening,  to  comply  with  International 
Monetary  Fund  decrees  to  reduce  debt, 
touched  a  raw  nerve  among  Jordanians, 
who  had  hoped  for  higher  living  stan- 
dards and  a  payoff  from  the  1994 
peace  agreement  with  Israel. 
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ble.  Ford,  General  Motors,  and  Chrysler 
have  clawed  their  way  back  to  prof- 
itability largely  tlirough  the  sale  of  gas- 
guzzling  minivans,  sport-utility  vehicles, 
and  pickups — segments  that  now  make 
up  a  huge  43%  of  the  U.  S.  market. 
Worries  Christopher  Cedergren,  a  con- 
sultant in  Thousand  Oaks,  Calif.:  "If 
[the  truck  market]  peters  out,  the  Big 
Three  will  not  be  in  a  position  to  take 


advantage  of  any  upswing  in  the  car 
market." 

No  doubt  Saddam  Hussein  is  feeling 
some  pain  from  the  U.  S.  attacks.  The 
70-mile  extension  of  the  southern  no-fly 
zone  to  the  suburbs  of  Baghdad  could 
damage  him  in  the  eyes  of  the  Iraqi  mil- 
itary, the  only  force  that  could  eventual- 
ly topple  him.  "When  you  abuse  your 
own  people  or  threaten  your  neighbors, 


you  pay  a  price,"  Clinton  said  just  hour, 
after  the  first  round  of  missiles  had  hi 
their  targets  in  southern  Iraq.  But  ther 
is  also  going  to  be  a  price  for  the  U. 
and  the  West  in  decreased  Middle  Eas 
stability,  higher  oil  prices,  and  tension] 
among  Western  allies.  It  could  turn  ou| 
to  be  as  costly  as  Desert  Storm. 

By  John  Rossant  in  Rome,  with  Sta\ 
Crock  in  Washington  and  bureau  report 


SADDAM'S  ELECTION  GIFT'  IS  FRAUGHT  WITH  DANGER 


One  thing  about  Saddam  Hussein: 
He  has  a  knack  for  making  U.  S. 
Presidents  look  good.  The  high 
point  of  George  Bush's  Presidency 
was  his  unprecedented  90%  voter 
approval  rating  after  the  Persian 
Gulf  War.  President  Clinton's  first 
foray  into  foreign  policy  was  a  U.  S. 
bombing  raid  on  Baghdad  early  in 
1993  that  helped  send  his  poll  num- 
bers soaring. 

On  Labor  Day,  the  Iraqi 
strongman  handed  the  Presi- 
dent a  new  gift — one  that  he 
neither  wants  nor  seems  to 
need.  Coming  some  eight 
weeks  before  the  November 
election,  Clinton's  "September 
Strike"  now  has  some  Repub- 
licans muttering  about  a  Clin- 
ton landslide.  Their  woiTy: 
That  in  his  face-off  with  Sad- 
dam, Clinton  will  overshadow 
his  political  opposition  while 
he  wields  Presidential  power 
from  the  White  House. 
more  stature.  Of  course, 
there  are  grave  political  dan- 
gers for  Clinton  if  the  latest 
confrontation  becomes  drawn- 
out  or  escalates  into  a  full- 
scale  militaiy  operation.  But 
analysts  say  that  unless  the  U.  S. 
blunders  and  incurs  significant  casual- 
ties— not  likely  with  the  Pentagon's 
bomb-by-wire  strategy — there's  little 
that  cop  rival  Bob  Dole  can  do  in  the 
short  run  to  erase  Clinton's  huge  lead 
in  the  polls.  One  State  Dept.  official 
can  only  beam:  "This  is  a  gift.  You 
cancel  your  campaign  stops,  go  to  the 
Oval  Office,  and  launch  missiles  that 
fly  themselves  at  the  modern  Hitler. 
What's  not  to  like  in  that  scenarii  i?" 

Plenty,  if  you're  a  Dole  fan.  Clin- 
ton's missile  strikes  have  left  Repub 
licans  demoralized.  After  accusing 
the  White  House  of  being  soft  on 
Saddam  and  thereby  inviting  future 


aggression,  the  Kansan  was  forced  to 
rally  behind  the  military  action  once 
the  missiles  started  flying.  "Dole  has 
to  back  off,"  says  GOP  strategist  Alex 
Castellanos.  "Voters  don't  see  their 
President  as  just  another  candidate. 
The  episode  provides  stature  for 
Clinton." 

Dole  campaign  officials  say  the  GOP 
standard-bearer  will  steer  clear  of 


commander-in-CHIEF:  Aides  fret  about  a  standoff 


the  issue  for  now,  stumping  for  his 
tax  cut  while  he  waits  for  another 
opening  to  portray  his  rival  as  a 
weak-kneed  foreign  policy  steward 
who  is  too  tolerant  of  state-spon- 
sored terrorism  by  Iraq,  Iran,  Syria, 
and  Libya.  "We'll  know  the  opportu- 
nity [to  counterpunch]  when  we  see 
it,"  says  one  Dole  adviser. 

Will  the  chance  come?  Only  if 
Clinton  miscalculates  badly.  "Any- 
time there's  an  international  crisis, 
the  country  rallies  around  the  Com- 
mander-in-Chief," says  Democratic- 
strategist  Rob  Schroth.  "Clinton  is 
bending  over  to  avoid  putting  U.  S. 
lives  at  risk." 


Even  some  former  Reaganauts 
agree.  Mitchell  E.  Daniels  Jr.,  an  ex- 
Reagan  White  House  official  who  now 
heads  Eh  Lilly  &  Co.'s  North  Ameri- 
can operations,  applauds  Clinton's  ac- 
tions. "The  U.  S.  dealing  forcefully 
with  troublemakers  promotes  stabili- 
ty, and  that's  good  for  business,"  he 
says.  "As  a  matter  of  foreign  policy, 
I've  got  to  say  it  was  a  good  move." 

HESITATING.  Of  course,  Clinton 
could  still  stumble.  The  Presi- 
dent's hesitating,  wandering- 
rationale  for  the  U.  S.  action 
contrasted  sharply  with  the 
confident  grasp  of  domestic 
policy  he  displayed  during  his 
convention  speech.  "No  won- 
der the  allies  aren't  behind 
him,"  says  Democratic  pollster 
Claibourne  Darden.  "He  did 
nothing  to  imbue  a  sense  of 
patriotism  or  to  convince  peo- 
ple that  he  really  believed  he 
was  doing  the  right  thing." 

That  could  yet  haunt  Clin- 
ton if  the  Iraqis  sink  a  U.  S. 
ship  in  the  gulf  or  terrorists 
mount  a  retaliatory  strike. 
And  some  Clinton  officials 
worry  that  a  protracted  stand- 
'  off  could  dissipate  the  Ameri- 
can aura  of  strength.  "You  could  have 
a  stalemate,  with  Saddam  keeping  his 
troops  just  far  enough  at  bay  to  avoid 
another  bombing  attack,"  frets  one 
aide.  "Then  people  start  asking  what 
Clinton  is  doing  defending  the  Kurds." 

Still,  voters  also  realize  that  Clin- 
ton, who  was  a  full  20  points  ahead 
of  Bob  Dole  before  the  crisis,  wasn't 
looking  for  this  particular  showdown 
with  Saddam.  And  in  times  of  trou- 
ble, Americans  give  their  Comman- 
der-in-Chief the  benefit  of  the 
doubt — even  one  who  doesn't  look 
fully  comfortable  in  a  militaiy  role. 

By  Douglas  Harbrecht,  with  Lee 
Walczak,  in  Washington 
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IRCRAFT 


IN  ALLY,  WE  HAVE 
QNITION 

ommercial  jetmakers  aren't  flying  on  fumes  anymore 


n  recent  years,  atten- 
dees at  Britain's  bi- 
ennial Farnborough 
r  Show,  a  premier  avi- 
ion  industry  powwow, 
,d  little  to  cheer  them 
;t  the  fine  wine  served 
the  corporate  hospital- 
r  chalets  or  the  occa- 
)nal  flyover  of  a  new 
litary  aircraft. 
At  this  year's  meeting, 
ough,  aviation  execu- 
tes are  flying  high 
emselves.  After  five 
ars  of  belt-tightening 
d  canceled  orders,  air- 
ift  makers  are  seeing  a 
i  rge  in  demand.  At 
irnborough  alone,  a 
zen  big  deals  were  an- 
unced  from  Sept.  2  to 
pt.  4,  including  a  hefty 
.5  billion  in  new  orders 
r  Boeing  Co.,  mostly 
)m  international  carri- 
;  and  leasing  companies. 
GS,  TOO.  Times  are 
ce  again  flush  for  the 
mpanies  that  bend  met- 
into  flying  machines. 
>eing  is  hiring  1,000 
w  workers  a  month  as 
ramps  up  production  of  its  popular 
w  jet,  the  777.  Airbus  Industrie, 
sed  in  Toulouse,  France,  on  Sept.  3 
nounced  orders  worth  $2.4  billion,  fo- 
lding a  $1.1  billion  order  from  Federal 
cpress  Corp.  for  11  A300  cargo 
ines.  That  follows  a  $900  million  order 
>m  United  Air  Lines  Inc.  in  August. 
?en  St.  Louis-based  McDonnell  Dou- 
is  Corp.,  which  has  been  slow  to  win 
w  orders,  unveiled  $710  million  in  or- 
rs  from  Trans  World  Airlines  Inc. 
d  international  customers.  "The  cycle 
s  really  turned  up,"  says  Edmund  S. 
•eenslet,  publisher  of  industry 
wsletter  The  Airline  Monitor.  He  Ag- 
es aircraft  orders  for  the  first  half  of 
is  year  jumped  49%  above  those  of  a 
ar  ago. 

What's  behind  the  turnaround?  The 
?gest  reason  is  that  the  commercial 
•lines  are  once  again  making  money, 
ter  years  of  record  losses  at  the  ma- 
■  carriers,  combined  profits  for  the 
S.  airline  industry  should  reach  $3 
lion  this  year,  up  from  $2.4  billion 


in  1995,  says  the  Air  Transport  Assn.,  a 
trade  group.  That's  quite  a  turnaround 
from  1992,  when  the  industry  lost 
$4.8  billion. 

This  boom  looks  to  have  legs,  too. 
Load  factors,  the  critical  measure  of 
how  full  aircraft  are,  have  inched  up  all 
year  and  now  stand  at  a  healthy  74%. 
And  many  carriers,  such  as  usAir,  have 
fleets  that  are  aging  and  must  be  re- 
placed as  federal  noise  standards  take 
effect  at  the  end  of  the 
decade.  "Airlines  are 
out  of  capacity,"  says 
Nicholas  P.  Heymann, 
a  NatWest  Securities 
analyst.  "We've  seen 
hardly  the  tip  of  the 
iceberg  for  orders." 

Take  United.  Al- 
though its  567-plane 
fleet  is  relatively 
young,  the  company 
believes  that  replacing 
older  planes  with  more 
fuel-efficient  models 


SIZZLING 

Boeing  is 
hiring  1,000 
new  workers 
a  month  as 
it  ramps  up 
widebody  and 


'96 


makes  sense.  The  carrier  placed  a 
$3.5  billion  order  in  August  with 
Boeing  for  27  new  widebodies.  "The 
introduction  of  additional  new  planes 
will  give  us  even  higher  aircraft  relia- 
bility and  lower  costs,"  says  United 
President  John  Edwardson,  who  esti- 
mates that  the  airline  will  save  $100 
million  by  the  end  of  the  decade  as  it 
switches  to  new  planes. 

American  Airlines 
Inc.,  long  out  of  the 
market  for  new  air- 
craft because  of  labor 
troubles,  is  expected 
to  soon  place  an  order 
for  Boeing  777s  if  its 
pilots  ratify  a  new 
contract.  And  Delta 
has  spent  the  summer 
kicking  the  tires  of 
SUpersizejet     the  Boeing  777  and 
production       competitive  offerings 
from  Airbus  as  it  con- 
templates replacing  its  fleet  of  52  aging 
L-lOlls. 

Despite  the  flood  of  new  orders,  com- 
petition between  the  Big  Three  mak- 
ers is  still  ferocious.  To  try  to  get  a 
jump  on  rivals,  manufacturers  are  tight- 
ening production  cycles  to  cut  the  time 
between  order  and  delivery.  Boeing  has 
trimmed  the  manufacturing  period  for 
747s  to  10.5  months  from  18  months  a 
few  years  ago.  And  heavy  discounting 
remains  the  norm,  says  Continental  Air- 
lines Chief  Operating  Officer  Gregory 
D.  Brenneman. 

LONGER  NONSTOPS.  Analysts  expect 
the  deliveries  of  new  planes  to  crest 
around  the  mid-700  range  by  2000 
(chart).  That  would  still  be  below  the 
peak  years  of  the  late  1980s,  but  those 
estimates  may  well  be  overly  conserv- 
ative. The  red-hot  Asian  market  shows 
little  sign  of  cooling.  And  larger  planes 
being  planned  by  Airbus  and  Boeing 
may  spur  even  more  demand  as  the 
new  aircraft  make  nonstop  flights  to 
more-distant  locations  possible. 

Indeed,  as  airports  become  increas- 
ingly crowded  and  routes  more  congest- 
ed, many  industry  experts  expect  ever- 
growing demand  for  jumbo  jets.  Boeing 
forecasts  demand  for 
500-plus  passenger  air- 
craft to  be  nearly  500 
planes,  while  Airbus 
projects  twice  that 
amount.  No  matter 
which  estimate  is  right, 
the  sharp  uptick  in  or- 
ders suggests  aircraft 
makers  will  be  flying  in 
blue  skies  for  quite 
some  time. 

By  Tim  Smart  in 
New  Haven,  Conn., 
with  bureau  reports 
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FEDERAL  RESERVE: 

Behind  the  staid 
exterior,  the  worst 
split  in  years 


THE  ECONOMY 


A  TUG-OF-WAR 
INSIDE  THE  FED 

The  consensus  view:  A  quarter-point  rate  hike  on  Sept.  24 


Earlier  this  year,  Federal  Reserve 
Chairman  Alan  Greenspan  seemed 
to  have  it  all:  a  healthy  economy 
with  low  inflation,  a  third  term,  and 
clear  control  over  monetary  policy. 
Now,  Greenspan  may  be  a  victim  of  his 
own  success.  The  economy's  surprising 
strength  has  sparked  a  mini-rebellion 
by  normally  supportive  colleagues. 

There  is  a  division  inside  the  Fed's 
hushed  hallways  over  whether  to  raise 
interest  rates.  On  one  side:  Greenspan 
and  the  other  six  members  of  the 
bank's  board  of  governors.  They  have 
resisted  hikes  in  the  belief  that  struc- 
tural changes  are  letting  the  economy 
grow  faster  than  in  past  years  with- 
out driving  up  inflation.  On  the  other: 
most  of  the  12  regional 
Fed  bank  presidents, 
who  are  eager  to  bump 
up  short-term  rates. 
With  labor  tight,  they 
fear  <  Greenspan  and  his 
allies   arc   running  a 
risky  experiment  that 
could  bring  a  surge  in 
prices.  "The  consensus 
on  how  the  economy 
works     has  broken 
down,"  says  James  E. 
Annable  Jr.,   tiief  econ- 
omist for  Fii  it  Chica- 
go nbd.  "You'c.  have  to 
go  back  a  number  of 
years  to  find  a  split 
like  this 


down  will  occur  on  Sept.  24,  when  the 
Federal  Open  Market  Committee  meets 
next.  Fed  watchers  bet  that,  absent 
signs  of  a  slowdown,  Greenspan  will 
okay  a  quarter-point  hike  in  the  fed- 
eral funds  rate,  which  banks  charge 
one  another  on  overnight  loans,  now 
at  5.25%.  A  similar  hike  could  come  at 
the  Nov.  13  meeting.  "There's  no  ques- 
tion they're  preparing  the  markets  for  a 
half-point  increase,"  says  David  M. 
Jones,  chief  economist  for  Aubrey  G. 
Lanston  &  Co. 

Minutes  of  the  fomc's  July  2-3  meet- 
ing show  the  pressure  on  Greenspan. 
To  appease  the  hawkish  presidents,  the 
chairman  argued  for  leaving  policy 
unchanged  but  with  a  bias  toward 

Who's  On  Which  Team 


1 


HAWKS 


,  president, Minneapolis 
Fed,  figures  that  the  Fed  can't 
maintain  short-term  rates  without 
pumping  up  money  supply — and 
feeding  inflation 

'  :,  president,  Kansas 
City  Fed,  worries  that  the  low 
unemployment  rate  may  lead  to 
higher  inflation 


DOVES 


LAWRENCE  UNOSEY,  governor,  is 
concerned  that  mounting 
consumer  debt  and  bankruptcies 
could  slow  spending 

LAURENCE  MEYER,  governor,  has  a 
model  showing  looming  slow- 
down and  no  need  for  Fed  hikes 

.chairman,  believes 
higher  productivity  is  letting  the 
economy  grow  without  inflation 


iA;v  ,  governor,  appears 

more  comfortable  with  a 


■  v   i         ,  president,  San 
Francisco  Fed,  is  the  most 
hawkish  Fed  official  and  always 
So  far   Greenspan    leads  calls  for  rate  hikes  relatively  low  unemployment  rate 

has  kept  the  hawks  at  data  Businessweek 

bay.  But  a  new  show- 


restraint — Fedspeal 
for  cocking  the  mon 
etary  pistol.  Tha 
won  over  mos 
hawks,  but  not  Min 
neapolis'  Gary  H 
I  Stern,  who  cast  i 
I  rare  dissent  in  favo: 
of  a  rate  increase. 
At  the  commit 
tee's  Aug.  20  session,  some  regiona  J 
presidents  were  unnerved  by  a  second 
quarter  growth  spurt,  later  measure 
at  4.8%.  But  Greenspan  and  other  gov 
ernors  prevailed,  arguing  that  growtl 
was  largely  caused  by  pent-up  demant  | 
from  January  blizzards — and  was  show 
ing  signs  of  abating. 
TIGHT  LID.  The  Fed's  August  decisioi 
followed  a  heated  debate  over  a  funda 
mental  question:  Does  today's  econo 
my  operate  differently?  Greenspan  an( 
Vice-Chairman  Alice  M.  Rivlin  believ< 
heavy  corporate  investment  in  com 
puters  is  boosting  productivity  fa 
above  the  measured  rate — thus  allow 
ing  the  economy  to  grow  faster,  at  leas 
for  now,  without  spurring  wage  infla 
tion.  Downsizing  and  global  outsourcing 
also  hold  down  wages.  Governoi 
Lawrence  B.  Lindsey  agrees.  "We'w  | 
on  the  verge  of  having  an  economy 
where  one  might  expect  to  see  som< 
inflationary  pressures,  [but]  the  infla 
tionary  pressures  aren't  there,"  he  tok 
cnbc  on  Aug.  30. 

Few  regional  presidents  agree.  The] 
see  evidence  of  labor  shortages  an( 
other  pressures  that  predict  inflation.  L 
Texas,  suburban  offic< 
space,  engineers,  anc 
drilling  rigs  are  ii 
short  supply.  Also,  th< 
regional  economy 
shows  no  signs  of  slow 
ing.  "Consumer  confi 
dence  and  spending  art 
growing  in  ways 
haven't  seen  in  K 
years,"  says  Dallas  Fee 
Research  Director  Har 
vey  Rosenblum. 

Why  did  Stern  (lis 
sent?  He  isn't  talking  , 
but   the   Minneapolis! t 
president  is  known  t(!n 
he  concerned  that  vvhei 
the  economy  is  boom  ( 
ing  and  long  rates  an 
rising,   the    Fed  cat 
keep  short  rates  stabh 
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iy  by  pumping  more  money  into  the 
•onomy — and  providing  the  monetary 
el  for  subsequent  inflation. 
Fed  watchers  say  the  split  also  in- 
ilves  cultural  differences.  The  gover- 
ns, who  are  political  appointees,  seem 
ntent  to  keep  the  current  inflation 
te  at  3%.  But  regional  officials,  large- 
Fed  careerists,  include  many  hawks 
search  of  true  stability.  "You  have  to 


stabilize  the  purchasing  power  of  the 
dollar,  and  that  means  going  to  zero 
[inflation],"  says  one  regional  official. 

Fed  watchers  say  economic  data  re- 
leased in  the  coming  weeks  will  deter- 
mine the  Fed's  next  move.  Key  num- 
bers include  the  Sept.  6  employment 
report  for  August,  and  inflation  data 
due  out  on  Sept.  12-13.  "A  Fed  that's 
split  this  badly  will  be  influenced  by 


the  most  recent  data,"  says  Annable. 

Fed  watchers  think  Greenspan  would 
like  to  keep  the  central  bank  on  the 
sidelines  until  after  the  Nov.  5  elec- 
tions. But  he  may  not  have  that  luxury. 
Faced  with  a  strong  economy  and 
restive  crew,  Captain  Greenspan  may 
be  changing  course  sooner  than  he 
planned. 

By  Dean  Foust  in  Washington 


COMMENTARY 

By  Seymour  Zucker 

WHY  GREENSPAN  KEEPS  FENDING  OFF  THE  HAWKS 


Alan  Greenspan  is  a  man  on 
a  tightrope.  When  Federal 
Reserve  policymakers  met 
on  Aug.  20,  the  chairman  held 
off  heated  calls  for  higher 
interest  rates.  Now,  with  the 
economy  showing  signs  of  con- 
tinued vigor,  the  cries  for  mon- 
etary tightening  grow  louder. 

Indeed,  many  of  the  econo- 
mists and  central  bankers  at- 
tending the  Federal  Reserve 
Bank  of  Kansas  City  confer- 
ence in  Jackson  Hole,  Wyo., 
over  the  Labor  Day  weekend 
were  calling  for  the  Fed  to 
move,  and  move  quickly.  A  for- 
mer Fed  official  summed  up 
the  mood:  "Momentum  in  the 
economy  is  strong.  The  Fed 
can't  wait  much  longer." 

Is  Greenspan  about  to  cave  in  and 
side  with  the  inflation  hawks  at  the 
Fed,  who  are  pressing  hard  for  a 
rate  hike?  He  shouldn't — and  he 
probably  won't.  Barring  an  explosion 
in  oil  prices,  odds  are  that  when  the 
Fed  meets  again  on  Sept.  24, 
Greenspan  will  hold  firm  and  rates 
will  remain  unchanged. 

Here's  why  that's  the  right  call: 
The  split  at  the  Fed  seems  to  turn 
on  the  assessment  of  the  labor  mar- 
kets. The  hawks  say  that  those  mar- 
kets are  tight,  wages  are  beginning 
to  rise,  and  that  a  sudden  burst  of 
inflation  is  almost  a  certainty.  They 
believe,  says  Board  Governor  Janet 
Yellen,  who  flies  with  the  doves,  that 
"we're  living  on  borrowed  time." 

The  hawks  are  looking  at  the 
economy  in  the  traditional  way,  much 
like  the  economists  of  a  generation 
ago,  who  stressed  the  dangers  of 
wage-push  inflation.  But  today's  labor 
markets  can  be  looked  at  in  a  differ- 
ent light,  says  Yellen.  And 
Greenspan  shares,  at  least  in  part, 
this  newer  view:  Unions  are  weak; 
wage  demands  have  been  damped  by 


TIGHT 
MONEY? 
The  real  cost  of 
borrowing  may 
already  be 
higher  than  in 
recent  memory 


downsizing  and  workers'  fears  of  be- 
ing laid  off;  and  companies  are  cut- 
ting expenses  by  reducing  health 
costs.  In  such  an  environment,  wage- 
push  inflation  seems  remote. 
OVERSTATED?  Greenspan's  assessment 
of  the  inflation  outlook  also  can  be 
gleaned  from  his  opening  remarks  at 
the  conference.  Greenspan  noted  that 
while  inflation  according  to  the  con- 
sumer price  index  is  at  about  3%, 
some  of  the  chain-weighted  indexes 
from  the  national  income  accounts  "are 
considerably  lower."  And  even  those 
may  be  overstated,  he  seemed  to  im- 
ply. The  evolution  from  a  manufactur- 
ing to  a  service  economy  makes  it 
harder  to  measure  output  and  thus 
the  prices  of  that  output.  It's  easy  to 
measure  tons  of  steel,  said  Greenspan, 
but  "what  is  the  appropriate  unit  of 
software  output?  How  should  you  val- 
ue the  convenience  of  ATMs?" 

Greenspan  also  pointed  to  ad- 
vances in  medical  care,  which  have 
reduced  hospital  stays  and  postoper- 
ative treatment.  These  represent 
"enormous  quality  improvements" 
and  make  straight  price  comparisons 


almost  meaningless.  Says 
Michael  R.  Darby,  an  econo- 
mist at  the  University  of  Cali- 
fornia at  Los  Angeles:  "Not 
only  are  the  price  numbers  bi- 
ased," but  as  the  advances  ac- 
celerate, the  bias  gets  bigger. 

Some  economists  believe  the 
cpi  overstates  inflation  by 
100%.  If  that's  the  case,  then 
the  argument  for  holding  back 
on  a  rate  hike  is  even 
stronger.  The  danger  to  the 
economy  from  waiting  too  long 
to  jack  up  rates  when  inflation 
is  1.5%  is  far  less  than  when 
inflation  is  zipping  along  at  3%. 

Second,  and  more  important, 
the  overstatement  of  true  in- 
flation affects  calculation  of  the 
real  rate  of  interest — a  key 
element  in  determining  the  growth 
rate  of  the  economy.  Indeed,  it 
means  that  the  true  cost  of  borrow- 
ing— the  current  rate  of  interest  mi- 
nus the  true  inflation  rate — may  be 
the  highest  in  recent  memory.  The 
real  rate  on  long-term  treasuries 
works  out  to  about  5.5%,  way  above 
its  historical  level.  So  monetary  poli- 
cy is  already  highly  restrictive.  It  is 
hard  to  see  how  the  economy  can 
maintain  its  momentum  in  the  face  of 
such  high  real  rates. 

A  slower  economy  is  in  the  cards, 
it  seems.  Greenspan,  who  has  been 
able  to  maintain  the  economic  ex- 
pansion while  reducing  inflation,  is 
too  good  an  economist  to  jump  the 
gun  and  hike  rates.  "Greenspan  re- 
ally wants  to  hold  the  line  on  inter- 
est rates,"  says  former  Fed  Gover- 
nor Wayne  D.  Angell,  now  chief 
economist  at  Bear,  Stearns  &  Co.  "I 
hope  he  makes  it."  Considering  his 
record,  he  will. 

Senior  Editor  Zucker  has  attended 
the  Jackson  Hole  confab  since  the 
early  '80s. 
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AUTOS 


BIG  THREE 
ORGANIZERS? 

The  UAW  asks  for  help  in 
unionizing  Detroit's  suppliers 

As  the  United  Auto  Workers  heads 
into  the  final  days  of  talks  over  new 
contracts  with  the  Big  Three  auto 
makers,  union  President  Stephen  P.  Yo- 
kich's  strategy  is  starting  to  crystallize. 

Yokich,  insiders  say,  is  determined  to 
get  a  deal  that  requires  the  Big  Three 
to  urge  unionization  on  the  automotive 
suppliers  that  live  and  die  by  their  con- 
tracts with  the  companies.  If  it  works, 
the  union  would  achieve  several  goals  at 
once.  Organizing  suppliers  would  allow 
uaw  members  to  move  with  their  jobs 
more  easily  when  auto  companies  out- 
source union  work  to  suppliers.  The 
union  also  would  stanch  its  membership 
losses  by  recruiting  employees  who  al- 
ready work  at  suppliers.  And  the  tactic 
would  allow  the  union  to  make  gains 
without  provoking  a  strike. 

Yokich  has  identified  Ford  Motor  Co. 
as  the  company  most  willing  to  play 


TACTICIAN:  Yokich  thinks  Ford  is  likeliest  to  cooperate 


ball — a  key  reason  he  picked  it  on  Sept. 
3  as  the  company  the  union  will  bar- 
gain with  first.  Ford  has  been  coopera- 
tive before:  Last  spring,  it  helped  get  a 
top  supplier  to  accept  uaw  representa- 
tion at  two  plants.  General  Motors  Corp. 
may  also  go  along  with  the  idea — if  the 
proposal  doesn't  inhibit  efforts  to  down- 
size its  own  parts-making  operations. 

The  supplier  issue  has  rankled  the 
union  for  some  time.  During  the  1993 
negotiations,  Yokich  pressed  gm  to  mon- 


itor anti-union  activil 
ties  among  its  suppli  l 
ers,  says  a  soured:, 
close  to  the  compa 
ny.  "This  is  one  oi 
those  running  sores! 
that  never  heal  ail 
far  as  the  uaw  i* 
concerned,"  says  th(f 
source.  Yokich  alsci 
wants  to  get  a  blanfj 
ket  moratorium  orlt; 
more  outsourcing! 
but  he  might  accept ; 
less  in  exchange  fo* 
easier  organizing  o| 
suppliers. 

Yokich's  other  kej  : 
objectives  include  an-", 
nual  pay  hikes — vs  : 
lump-sum  bonuses— 
and  cutting  the  three-year  "grow-in'  I 
period  for  new  hires,  who  start  at  709! 
of  veteran  workers'  pay.  This  has  al  f 
lowed  Ford  and  Chrysler  Corp.,  whicl  1 
have  been  adding  workers,  to  cut  costs! 
GM,  however,  has  not  benefited  because: 
its  employment  is  shrinking.  That  could; 
change  with  a  wave  of  gm  retirement 
forecasted  for  the  next  five  year's.  "If  GMs: 
replaces  70,000  workers  at  $13.37  aX 
hour  instead  of  $19.10,  the  savings!}: 
would  be  enormous,"  says  Sean  McAlin-? 


TAXES 


ADVANTAGE, 
DEALMAKERS 

LBO  fees  nixed  as  deductible 
in  '86  just  became  legal  again 

Relax,  all  you  1980s  raiders  and  oth- 
er gonzo  leveraged-buyout  kings. 
Your  debt-fueled  deals,  once  in  the 
taxman's  gunsights,  are  safe.  A  little- 
noticed  provision  tucked  in  the  mini- 
mum-wage-hike bill,  signed  on  Aug.  22 
by  President  Clinton,  makes  investment- 
banking  fees  for  leveraged  buyouts 
retroactively  tax-deductible. 

That's  a  reversal  for  Congress,  which 
in  the  1986  Tax  Reform  Act  pulled  the 
plug  on  deductions  for  deal  fees  in  a 
bid  to  curb  the  corporate  raiders  then 
loose  in  the  land.  The  irs  figured  the 
ban  included  even  lbos  in  which  man- 
agement took  a  company  private. 

Most  lbos  flouted  the  irs  and  de- 
ducted deal  fees  anyway,  confident  that 
they  could  withstand  an  irs  challenge. 
One  big,  fat  example:  rjr  Nabisco  Inc., 
whose  $25  billion  lbo  was  the  biggest  in 


history.  When  Heniy  Kravis' 
Kohlberg  Kravis  Roberts  & 
Co.  took  over  rjr  in  1989, 
the  deal  ran  up  about  $1  bil- 
lion in  fees. 

The  irs  began  challeng- 
ing lbos  that  deducted  the 
deal  fees.  But  it  didn't  get 
the  result  it  wanted.  What 
emerged  was  a  murky  legal 
tangle  that  invited  Congress 
to  fix  the  law.  In  1994,  the 
agency  won  a  U.S.  Tax 
Court  decision  against  Fort 
Howard  Corp.  Management 
had  tried  to  deduct  $169  mil- 
lion paid  to  Morgan  Stanley 
&  Co.  to  take  the  paper- 
towel  maker  private  in  a 
1988  lbo.  But  that  same 
year,  the  irs  lost  a  similar 
case  before  the  Ninth  Cir-  ~ 
cuit  Court  of  Appeals  against  Kroy  Inc., 
a  manufacturer  of  labeling  devices, 
which  sought  to  deduct  its  $4  million 
in  LBO-related  fees. 

AMMUNITION.  Pro-deduction  forces  on 
Capitol  Hill,  led  by  Senator  Don  Nickles 
(R-Okla.)  who  has  a  Fort  Howard  plant 
in  his  state,  had  the  ammunition  they 
needed.  The  Treasury  Dept.,  the  irs's 
parent,  didn't  oppose  the  move.  This 


KRAVIS  (WITH  EX-WIFE  CAROLYNE  ROEHM):  RJR 

won't  owe  taxes  on  $1  billion  in  KKR-related  fees 


summer's  so-called  "technical  correction^ 
to  the  1986  law  saves  lbos  hundredsi 
of  millions  in  back  taxes  they  otherwisei 
would  owe,  according  to  accounting  firm 
Ernst  &  Young.  "Everybody  thought 
this  was  headed  for  the  Supreme 
Court,"  says  Robert  Willens,  a  Lehman 
Brothers  Inc.  managing  director.  "Now, 
miraculously,  it's  moot." 

For  Fort  Howard,  the  change  is  sig- 
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1,  a  University  of  Michigan  labor 
nomist.  Expect  gm  to  fight  any 
nge  in  the  grow-in  provision. 
3ut  don't  expect  too  many  fireworks 
n  the  Big  Three.  The  tenor  of  the 
cs  has  shifted  significantly  in  recent 
iks,  from  confrontation  to  coopera- 
l.  Credit  Ford  for  that.  The  No.  2 

0  maker  has  trotted  out  high-ranking 
■cutives  to  make  presentations  to 
V  negotiators.  Ford's  union-friendly 
leanor  has  earned  praise  from  Yokich 

1  may  even  have  rubbed  off  a  bit  on 
Now,  gm  execs  downplay  any  no- 

l  that  they  are  spoiling  for  a  fight. 

doesn't  make  sense  for  anybody," 
s  G.  Richard  Wagoner  Jr.,  president 
;m's  North  American  operations. 
jo  far,  Chrysler  is  the  main  balker  at 

plan.  "Chrysler  cares  more  about 
suppliers  than  its  workers,"  Yokich 
|  )es.  But  even  Chrysler  may  cave  in 
rord  and  gm  set  the  pattern.  "It's 
lething  we  feel  very  strongly  about, 

I  never  say  never,"  says  Dennis  K. 
dey,  Chrysler's  executive  vice-presi- 
t  for  manufacturing, 
fokich  has  proven  a  canny  strategist 
far.  If  he  really  can  get  Detroit  to 
3  him  recruit  supplier  employees,  he 
f  give  the  the  union  a  bigger  boost 
n  it  has  had  in  many  years. 

By  Bill  VJasic  in  Detroit 

sant.  It's  now  entitled  to  book  as 
nings  some  $50  million  ($35  million 
axes  owed,  plus  interest  since  1988) 
company  had  reserved  for  back 
es.  The  sum  is  equivalent  to  a  full 
irter's  profits  for  the  company, 
ch  earned  $63  million  in  1996's  first 

"echnically,  the  tax  rule  addresses 
^ther  fees  can  be  counted  as  a  tax- 
uctible  business  expense  when  rais- 
the  cash,  usually  via  a  bond  issue,  to 

back  stock  from  the  public.  In  1986, 
lgress  made  it  clear  that  while  deal 
5  weren't  a  deductible  expense,  in- 
jst  payments  on  bonds  were.  Now, 
)itol  Hill  has  adopted  Fort  Howard's 

Kroy's  position  that  fees  are  on  a 

with  interest  because  they're  inter- 
ned in  the  procuring  of  debt, 
lie  change  has  greater  relevance  to 
Ds  deals,  since  so  many  of  them  were 
s.  In  the  1990s,  with  the  decline  of 
tile  takeovers  and  a  bull  market  that 

made  stock  a  more  valuable  com- 
lity,  friendly  stock  swaps  are  most 
valent.  Result:  fewer  large  bond  is- 
s  to  excite  anyone's  fear  that  the 
ernment  is  subsidizing  those  terrible 
I  lers. 

Larry  Light  in  New  York,  with 
<eau  reports 


STAPLES  FASTENS  ON 
TO  A  BIGGIE 

Its  merger  with  Office  Depot  creates  a  chain  of  1,100  stores 


Sell  a  few  discounted  pens  here,  a 
couple  of  paper  clips  there.  Then, 
buy  one  of  your  competitors.  It 
hardly  seems  a  classic  Harvard  busi- 
ness school  formula  for  success.  But  let 
Staples  Inc.  Chairman  Thomas  G.  Stem- 
berg  run  the  show,  and  presto — before 
long  you've  got  a  $10  billion  chain  of 
office-supply  stores  that  dominates  the 
industry. 

The  hbs  graduate's 
biggest  coup  came  on 
Sept.  4,  when  he  an- 
nounced a  $3.5  billion 
deal  to  merge  Staples 
in  Framingham,  Mass., 
with  Office  Depot  in 
Delray  Beach,  Fla.,  cre- 
ating a  chain  of  1,100 
office-supply  stores 
throughout  the  U.  S. 
and  Canada.  The  com- 
bined companies  will 
have  enormous  buying 
power.  Moreover,  Stem- 
berg  contends  there's 
still  plenty  of  room  for 
expansion.  "This  is  not 
the  endgame  in  a  con- 
solidating industry,"  he 
says,  adding  that  the 
market  for  discount  of- 
fice supplies  is  still 
growing  at  high  single- 
digit  rates. 

NO  STUMBLES.  The  big 

question  now:  Can  any- 

one  else  compete  with  there  will  be  plenty  of 
a  Staples-Office  Depot  business  for  his  rivals,  too 

juggernaut?  The  big- 
gest rival,  OfficeMax  in  Shaker  Heights, 
Ohio,  has  only  about  500  stores.  "This  is 

positive  for  us        It  rationalizes  the 

industry  with  two  megaplayers,"  Of- 
ficeMax Chairman  Michael  Feuer  says 
gamely.  And  Sternberg  argues  that  the 
Staples-Office  Depot  merger  won't  pro- 
voke antitrust  concerns,  since  he  says 
the  companies  will  control  only  about 
10%  of  the  discount  office-supply  mar- 
ket. But  if  the  deal  goes  through,  it 
may  spell  trouble  for  rivals.  "[Office- 
Max] can  survive,  but  the  odds  against 
it  just  got  much  greater,"  says  Gary  M. 
Stibel  at  New  England  Consulting 
Group  in  Westport,  Conn. 

For  Sternberg,  the  merger  caps  a 
comeback.  Staples  stumbled  in  1993  and 
fell  to  No.  2  behind  Office  Depot.  But 


'NOT  THE  ENDGAME' 
Sternberg  insists  that  the 
discount  office-supply 
industry  is  growing  so  fast 


recently  the  company  has  easily  weath- 
ered a  difficult  retail  environment,  meet- 
ing or  exceeding  analysts'  earnings  ex- 
pectations for  11  quarters  in  a  row.  Office 
Depot,  by  contrast,  has  had  disappointing 
earnings,  and  its  share  price  had  fallen  to 
about  $16  before  the  deal,  down  about 
20%  since  the  beginning  of  the  year.  That 
helped  give  Sternberg  the  upper  hand 
in  the  deal.  Both  sides  call  it  a  merger  of 
equals,  but  Staples  is 
clearly  the  winner.  Of- 
fice Depot  chief  David 
I.     Fuente  becomes 
chairman  of  the  com- 
bined companies,  but 
Steinberg  retains  the 
ceo  title,  and  his  top 
lieutenant,  Martin  Hana- 
ka,  remains  president 
and  coo. 

Sternberg  predicts 
Staples'  rapid  growth 
will  continue.  From  a 
combined  $10  billion  in 
1996,  he  expects  sales 
to  jump  to  $12.5  billion 
in  1997.  Although  the 
new  company  will  write 
off  about  $520  million 
in  merger-related  ex- 
penses, he  sees  profits 
continuing  to  rise.  Be- 
fore the  merger,  ana- 
lysts estimated  the 
companies'  combined 
net  earnings  at  $240 
million  this  year. 

But  making  the 
merger  work  is  far  from 
a  sure  thing.  The  key  issue,  analysts  say, 
is  whether  Sternberg  can  integrate  two 
radically  different  inventory  systems.  Of- 
fice Depot  keeps  most  of  its  inventory  in 
the  stores,  while  Staples  uses  warehous- 
es. The  planned  solution — a  hybrid  in- 
ventory system — could  jack  up  costs  if  it 
doesn't  work  as  expected.  "Putting  the 
two  companies  together  is  a  snap,  ex- 
cept for  that  one  issue,"  says  David  E. 
Bell,  a  marketing  professor  at  hbs. 

Don't  bet  against  Sternberg.  He  pio- 
neered the  discount  office-supply  con- 
cept— and  Staples  has  long  been  a  Har- 
vard B-school  case  study.  The  question 
students  should  ask  now  is:  What  can 
Sternberg  do  to  top  this? 

By  Geoffrey  Smith  in  Boston  and 
Gail  DeGeorge  in  Miami 
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TELEVISION 


CUTTING  OUT 
THE  CABLE  GUY 

As  the  cost  of  direct-satellite  TV  falls,  it's  grabbing  subscribers 


ready  has  3.4  million  customers  and 
should  have  4.8  million  by  yearend,  fig- 
ures researcher  The  Carmel  Group. 

It  doesn't  help  that  satellite  service  is 
generally  cheaper,  and  the  cost  of  the 
dish  is  coming  down.  EchoStar  Commu- 
nications Corp.  in  Englewood,  Colo.,  is 
hooking  up  60,000  new  subscribers  a 
month  nationwide  by  undercutting  local 
cable  prices.  For  $35  a  month,  EchoStar 
will  provide  40  channels  plus  a  choice  of 


On  a  recent  Monday  evening,  the  ac- 
tion is  hot  at  the  Good  Guys  elec- 
tronics store  in  Pasadena,  Calif. 
Three  customers  have  already  plunked 
down  $39!)  apiece  to  buy  a  direct-satel- 
lite television  dish,  and  Jimmy  Mills  is 
looking  one  over  as  well.  Mills  likes  the 
sharper  picture  and  smorgasbord  of 
spoils  he  can  get  with  the  dish.  And,  af- 
ter a  year  of  creeping  price  increases 
in  his  cable  TV  bill,  he  is  ripe  for  a 
switch.  "Change  is  good,"  says 
Mills,  his  wife  and  7-year-old 
daughter  in  tow.  "Especially  when 
the  change  is  in  my  pocket." 

Thanks  to  people  such  as  Mills, 
cable  companies  are  in  a  pickle. 
T>  compete  with  direct-broadcast 
satellite  services,  and  cash-rich 
telephone  companies  that  plan, 
eventually,  to  deliver  TV  to  cus- 
tomers as  well,  the  cable  indus- 
try must  spend  some  $5  billion  to 
outfit  the  country  with  fiber-optic 
wires,  digital  boxes,  and  high- 
speed modems.  To  pay  for  it,  most 
are  pushing  through  rate  increas- 
es— asking  customers  to  pay  more 
now  for  better  service  that  might 
be  years  away.  The  Bureau  of  La- 
bor Statistics  reports  that  aver- 
age cable  charges  have  jumped  by 
10.4%  in  the  past  year — three 
times  the  rate  of  inflation. 

Even  the  bare-bones  package 
of  basic  cable  has  seen  a  6.5% 
uptick  this  year,  says  market  re- 
searcher Paul  Kagan  Associates 

Inc.  The  two  'largest  cable  WEAK  CONNECTION  "B°'  Sh°wt™e,  or 
providers,  Tele-Communications  Cinemax.  Cable  sub- 

Inc.  and  Time  Warner  Inc.,  have  In  Me  table  UUU  JUT!  scrjbers  would  pay  up 
raised  rates  this  year  by  about  Carrey  was  obsessed     to  $45  for  the  same 
10%.  "We  explained  the  basis  for  ^  a  customer, 
the  changes,  says  a  lime  Warner  » . 
spokesman,  adding  that  customer  "layDe  CaDie 
complaints  have  been  "minimal."   Companies  haven't 

Maybe  that's  because,  like  the  foeen  obsessed  enough 
shoppers  -in  the  Pasadena  elec- 


tronics store,  cable's  most  frustrated 
customers  aren't  complaining — they're 
kissing  the  cable  guy  goodbye.  So  far 
this  year,  cable  companii  s,  which  serve 
63.7  million  households,  have  seen  a 
measly  1%  increase  in  subs:  ribers,  down 
from  4%  in  1995,  says  A.  C,  Nielsen  Co. 
Direct  satellite,  on  the  other  hand,  al- 


service,  says  libs  Se- 
curities Inc.  analyst 
Rick  Westerman. 
"The  country  is  full 
of  people  who  think 
they  are  paying  too 
much  for  cable,"  says  EchoStar  Chair- 
man Charles  W.  Ergen. 

Industry  leader  DirecTV  Inc.,  owned 
by  General  Motors  Corp.'s  Hughes  Elec- 
tronics Corp.,  charges  $30  for  70  chan- 
nels and  up  to  70  pay-per-view  choices. 
The  cost  of  the  equipment,  once  $699,  is 
also  falling.  EchoStar's  dish  now  costs 


$199,  and  DirecTV  is  matching  that  prj 
if  customers  sign  on  for  a  year. 

So  why  would  the  cable  industry  raj 
prices  in  the  face  of  rising  competitic 
After  two  years  of  nearly  frozen  rates 
ter  the  1992  cable  act,  industry  exe<| 
tives  say  they  are  compensating  for 
flation  and  rising  programming  cos| 
"This  was  a  necessary  step  that  the 
dustry  had  to  take  to  get  its  cash  fl{ 
up,"  says  Paul  Kagan  analyst  Shar 
Armbrust.  Cable  stocks  are  down  sha 
this  year,  and  many  companies  are  mvj 
intense  pressure  to  boost  cash  flow, 
for  example,  is  down  33%  this  year, 
Comcast  Corp.  is  down  20%.  "Today, 
increase  looks  like  it  can  stick,  but  do^ 
the  road  it  is  still  a  very  big  risk,"  ac 
Armbrust. 

To  wire  America  with  the  fiber  opt 
necessary  to  peddle  their  planned 

CABLE  DISCONNECT? 

CABLE  RATES  ARE  RISING.. 


INCREASE  IN  BASIC 
6  CABLE  RATES 


94       '95  '96* 
•FIRST  SIX  MONTHS 


.BUT  NEW  HOOKUPS  HAVE  SLOWED 


DATA  NATIONAL  CABLE  TELEVISION  ASSN..  A.C  NIELSEN  CO., 
PAUL  KAGAN  ASSOCIATES  INC.,  LABOR  DEPT. 

ray  of  phone,  modem,  and  pay-per-vk 
services,  cable  companies  need  the 
billion  they  are  getting  from  the  high 
rates.  "We're  in  competition  with  evei 
one,"  says  TCI  Senior  Vice-Preside 
Robert  Thomson.  "And  don't  let  ar 
one  tell  you  competition  is  cheap." 

Just  to  be  safe,  though,  a  consortii 
of  cable  operators,  including  TCI  a 
Time  Warner,  recently  hooked  up  w 
Radio  Shack  to  lease  more  satellite  dis 
es  from  the  six-year-old  PrimeStar  jo: 
venture.  Separately,  TCI  is  preparing 
launch  two  satellites  to  do  battle  in  t 
skies  against  EchoStar  and  others.  Th 
folks,  is  called  hedging  your  bets. 

By  Ronald  Grover,  with  Rick  Schii 
in  Los  Angeles 
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COMMENTARY 

By  Mike  France 

THE  NBA  VS.  AOL:  YOU  GOTTA  PAY  TO  PLAY 


This  is  my  tragedy:  I  live  in 
Brooklyn,  but  I'm  a  Houston 
Rockets  fan.  Because  local  TV 
and  radio  stations  don't  broadcast 
Rockets  games,  I  waste  an  absurd 
amount  of  time  trying  to  find  out 
how  my  team  is  doing.  This  compul- 
sion forces  me  to  stay  up  late  wait- 
ing for  sports  on  the  evening  news, 
to  travel  to  distant  bars  equipped 
with  satellite  dishes,  and  even  to 
call  certain  Houstonians  directly  in 
emergency  situations. 

Recently,  America  Online  Inc. 
solved  my  problem  with  a  service 
that  provides  real-time  game  data. 
(aol  also  carries  business  week  On- 
line.) It  is,  to  me,  a  great  example  of 
the  unique  capabilities  of  the  online 
medium.  With  a  few  clicks  of  the 
mouse,  I  can  get  the  score  and  a 
summary  of  player  performances. 

But,  to  my  dismay,  the  National 
Basketball  Assn.  wants  to  halt  this 
important  cultural  advance.  On  Aug. 
28,  the  league  sued  aol  in  federal 
court,  charging  it  with  misappropri- 
ating live-game  data.  It  is  seeking  an 
injunction  to  turn  off  the  service  per- 
manently. In  a  similar  case  in  July, 
the  NBA  persuaded  a  federal  judge  to 
pull  the  plug  on  a  different  sports- 
updating  service  that  Motorola  Inc. 
provided  to  its  pager  customers. 
STATS  OR  ASSETS?  The  issues  raised 
in  this  case  are  critical.  Like  many  in- 
formation merchants,  the  NBA  is 
scared  that  a  valuable  asset  is  being 
stolen  by  a  new  medium  that  can 
broadcast  news  of  an  event  worldwide 
in  seconds.  It  argues  that  the  mere 
fact  that  aol  reports  on  its  games 
with  new  technology  doesn't  give  it 
any  right  to  violate  intellectual-prop- 
erty laws.  After  all,  TV  and  radio 
broadcasters  pay  huge  fees  for  the 
right  to  broadcast  games  live. 

aol  says  it's  exercising  its  consti- 
tutional right  to  free  speech  and  that 
the  nba  doesn't  own  the  underlying 
facts  about  games.  It  charges  that  by 
greedily  staking  a  claim  to  statistical 
data,  the  nba  is  harming  fans  and 
stalling  tne  march  of  technology. 

So  who  should  win  this  fight?  The 
nba — much  as  il  pain:-  me  to  admit 
it,  as  both  a  journalist  md  a  Rockets 
fan.  Fundamentally,  this  case  is  a 


conflict  between  two  of  our  most 
cherished  values:  free  speech  and 
property  rights.  Neither  value  is  ab- 
solute. But  here,  the  court  should  re 
solve  the  conflict  by  analyzing  the 
precise  interests  at  stake. 

The  Internet  is  still  too  new,  and 
legal  scholarship  on  it  too  slight,  to 
start  creating  broad  new  rules  that 
could  have  unintended  consequences. 
Yes,  the  prospect  of  a  sports  league 
being  able  to  sup- 
press the  reporting 
of  facts  sets  off 
warning  bells.  But 
while  the  Constitu- 
tion protects  a  wide 
range  of  cultural  in- 
formation, it's  hard 
to  argue  that  Ha- 
keem Olajuwon's 
rebound  total  is 
critical  to  the  fu- 
ture of  democracy. 

The  data, 
though,  is  enor- 
mously valuable 
to  the  nba.  The 
league  has  a 
clear  legal  right 
to  charge  TV  net- 
works, cable  chan 
nels,  radio  stations, 
and  phone  services 
for  real-time  informa- 
tion about  how  Olaju- 
won  is  doing,  and 
there  is  no  reason 
why  aol  should  get  it 
for  free.  While  aol's 
new  service  is  hardly 
an  economic  threat  to 
the  NBA,  it  probably 
would  cause  some 
fans  to  stop  attend- 
ing games,  watching 
nba  telecasts,  or  lis- 
tening to  league-li- 
censed radio  broad- 
casts— all  of  which 
would  hurt  the  nba. 

Surely,  the  league 
can't  control  game  in- 
formation indefinitely. 
It  would  have  a  much 
weaker  claim  if  aol 
only  broadcast 
scores  three  times  a 


TIME  BANDITS 

When  does  free 
speech  become  theft? 
How  about  when  game 
statistics  are 
oi  continuously 
updated? 


quarter,  as  wire  services  do.  But  the 
nba  says  aol  updates  game  stats 
every  15  seconds,  and  that's  going 
too  far.  In  the  nba's  recent  case 
against  Motorola  (now  on  appeal),  a 
federal  judge  ridiculed  as  "utterly  un- 
persuasive"  that  company's  assertion 
that  its  service  was  "simply  another 
version  of  the  evening  news.  [The] 
product  crosses  the  boundary  from 
mere  media  coverage  of  NBA  games 
into  competing  com- 
mercial appropriation 
of  these  games." 

The  nba  is  hardly 
fighting  this  battle 
alone.  The  three  other 
major  sports  leagues 
jointly  filed  a  support- 
ing brief,  and  the  Na- 
tional Football  League 
has  shut  down  three 
unauthorized  Websites. 
(Most  well-known 
sports  sites,  such  as  espn 
SportsZone,  don't  offer 
real-time  information.) 
The  New  York  Stock  Ex- 
change has  news  outlets 
wait  15  minutes  before 
transmitting  share  data. 
Anyone  who  wants 
real-time  stock  quotes 
off  a  Web  site  such  as 
pc  Quote  has  to  pay  a 
steep  licensing  fee. 
That's  just  what 
America  Online 
should  be  do- 
a  ing  in  this 
I  case.  Since  the 

company  is  in 
the  business  of 
getting  people  to 
pay  for  informa- 
tion, it  is  more 
than  a  little  ironic 
that  it  is  braying 
about  keeping  infor- 
mation free.  If  aol 
wants  to  profit  from 

real-time  nba  game 
(|g  information,  the 
nba  should  profit, 
too. 


France  covers 
legal  affairs. 
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RUBBERMAID  BABY 
BUGGIES:  NO  BOUNCE 

ri'kbi-  i:\iaiii  m i  st  have  Fig- 
ured it  had  cheery  news  when 
it  announced  on  Sept.  4  that  it 
had  found  a  new  growth  vehi- 
cle: baby  strollers.  The  once 
high-flying  plastic-products 
maker  said  it  plans  to  pay 
$320  million  for  Graco  Chil- 
dren's Products,  a  private 
maker  of  strollers.  But  Puib- 
bermaid's  shares  fell  3% 
points,  or  13.7%,  on  the  news. 
That's  because  investors 
focused  more  on  Rubber- 
maid's  earnings  travails  than 
on  the  Graco  deal.  Stung  by  a 
50%  increase  in  the  cost  of 
plastic  resins,  its  key  raw 
materials,  Rubbermaid  also 
said  on  Sept.  4  that  its  third- 
quarter  results  will  only  equal 
the  $50.3  million  it  earned  on 
sales  of  $641.5  million  in  the 


CLOSING  BELL 


HFS'S  HEADACHE 

Sometimes  it  doesn't  pay  to 
plan  ahead.  On  Sept.  3,  Henry 
Silverman,  chief  of  hfs,  the 
New  Jersey  real  estate-hotel- 
rental  car  company,  said  he 
may  sell  5%  of  his  hfs  hold- 
ings annually,  for  estate- 
planning  purposes.  The  stock 
fell  6.1%,  to  56/,  on  fears 
that  Silverman  is  reducing 
his  role  in  hfs.  That's  after  hfs 
shares  had  hit  7VA  in  mid- 
June,  driven  by  the  acquisi- 
tions of  Avis  and  Coldwell 
Banker.  But  Silverman's  12.2 
million-share  hfs  stake  may 
still  rise  as  he  earns  more 
stock  through  options. 


MAY  31,  96  SEPT.  3 
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same  quarter  last  year.  That's 
well  below  expectations. 


HUGH  McCOLLGETS 
A  RASPBERRY 

WALL    STREET   ALSO  HAS 

doubts  about  the  latest  deal 
by  usually  wily  banker  Hugh 
McColl  Jr.  On  Aug.  30, 
NationsBank's  chairman 
agreed  to  pay  $9.6  billion  for 
St.  Louis-based  Boatmen's 
Bancshares.  Investors  didn't 
take  the  news  well:  That 
day,  NationsBank  shares  fell 
7.8%,  to  85K,  then  settled  in 
under  84.  McColl  says  the 
merger  will  solidify  Nations- 
Bank as  a  powerhouse  by 
giving  it  a  big  Midwest  pres- 
ence. But  analysts  and  com- 
petitors argue  that  the 
price — 2.6  times  book  value 
vs.  1.95  for  last  year's  bank 
deals — is  too  high. 

ANOTHER  EXIT 
AT  APPLE... 

IT'S  SAYONARA  FOR  ANOTHER 

longtime  Apple  Computer 
exec.  On  Sept.  3,  Edward 
Stead,  general  counsel  and 
corporate  secretaiy,  left,  say- 
ing he  needed  a  change  after 
serving  three  ceos  in  eight 
years.  "This  place  is  a  meat 
grinder,  and  it  takes  its  toll," 
he  says.  Some  would  say  the 
same  of  Stead,  a  hard-nosed 
cost-cutter.  Critics  question  his 
handling  of  Apple's  failed  legal 
battle  to  prove  that  Microsoft 
and  Hewlett-Packard  stole  the 
"look  and  feel"  of  Mac  soft- 
ware. Others  say  Stead's  main 
problem  was  his  staunch  sup- 
port of  ousted  former  CEO 
Michael  Spindler.  Not  so,  says 
Stead.  "This  has  nothing  to 
do  with  that  stuff.  It's  just  a 
personal  decision." 

...ANDABIG 
LOSS  AT  AT&T 

AT&T    IS    DEALING  WITH 

another  defection,  too.  Less 
than  three  weeks  after  Pres- 


HEADLINE  R:  D  ON  A  L  D  C  A  R  T  Y 


BARGAINING  WITH  THE  FLYBOYS 


Did  American  Airlines 
President  Donald  Carty, 
who  negotiated  a  settle- 
ment with  the  earner's 
pilots  announced  on 
Sept.  2,  give  away 
too  much?  The 
answer  is  as  im- 
portant to  CEO 
Bob  Crandall's 
heir  apparent  as 
it  is  to  American. 

Wall  Street 
credits  the  amiable 
Canadian,  50,  for  avoiding  a 
strike.  But  he  fell  far  short 
of  American's  goal:  winning 
savings  of  some  $300  mil- 
lion from  the  pilots.  If  they 
O.K.  the  pact,  pilots  get 
modest  pay  hikes,  stock  op- 
tions, and  more  job  securi- 
ty. American  wins  produc- 
tivity gains  and  gets  to  add 
small  jets  to  its  commuter 


line,  which  now  flies  only 
turboprops.  But  American 
will  remain  one  of  the  high- 
est-cost U.  S.  carriers. 

Carty  learned  the 
perils  of  butting 
heads  with  a 
union  in  1985, 
while  head  of 
Canada's  CP  Air. 
Weeks  after  his 
arrival,  he  locked 
out  mechanics  in  a 
bitter  dispute.  They 
took  over  a  hangar;  he  cut 
the  lights  and  the  heat.  The 
two  sides  bargained  for 
seven  weeks  and  hammered 
out  a  deal  that  gave  work- 
ers pay  hikes  and  job  secu- 
rity in  exchange  for  higher 
productivity.  This  time, 
Carty  got  a  similar  result 
without  a  costly  fight. 

By  Wendy  Zellner 


ident  Alex  Mandl  resigned 
to  take  the  helm  of  tiny 
wireless  startup  Associated 
Communications,  David 
Hunt,  president  of  at&t's 
Universal  Card  Services, 
resigned  on  Sept.  4 — "to 
pursue  other  interests,"  the 
company  says.  The  depar- 
ture of  Hunt,  50,  could  be  a 
blow.  The  Universal  Card 
has  been  a  star  for  AT&T 
since  its  introduction  in 
March,  1990:  It  is  now  the 
third-largest  credit  card  in 
terms  of  accounts. 


A  THUMBS-UP 
FOR  DAN  DORFMAN 

A  VOTE  OF  CONFIDENCE  FOR 
stock  tipster  Dan  Dorfman: 
Dorfman's  network,  CNBC, 
said  on  Aug.  29  that  an 
internal  probe  found  no  evi- 
dence that  Dorfman  "broke 
any  laws  or  violated  cnbc 
policy."  cnbc  launched  the 
probe  after  business  week 
reported  in  October  that 


federal  prosecutors  anc 
securities  regulators  were 
investigating  Dorfman's 
relationship  with  a  Long 
Island  (N.  Y.)  stock  promot- 
er. "I've  said  all  along  that 
the  allegations  are  bunk," 
Dorfman  said  through  a 
spokesman,  cnbc  declined 
to  release  the  review,  con- 
ducted by  a  New  York  law 
firm.  Dorfman  suffered  a 
mild  stroke  in  May  but  is 
expected  to  return  to  the 
air  soon.  The  federal  probe 
continues. 

ETCETERA. .. 

■  General  Motors  is  recalling 
587,000  1991-95  Cadillacs  to 
fix  an  emissions  problem. 

■  Nike  replaced  20  TV  ads 
with  versions  featuring  golfer 
Tiger  Woods. 

a  Shades  of  Kathie  Lee:  Mod 
el  Kathy  Ireland  and  Kmar 
caught  in  sweatshop  scandal 

■  Wal-Mart  lost  the  No.  5 
exec  in  its  international  divi 
sion  to  rival  Zellers. 
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BOB  DOLE  AND  HIS  MAGIC  AX: 

IT  CUTS,  BUT  IT  DOESN'T  HURT  

estate  taxes — which  isn't  even  part  of  Dole's  economic  plan, 
There's  nothing  new  about  pols  currying  favor  with  voter 
groups.  But  by  playing  that  game,  Dole  risks  his  credibility.  His 
election  strategy  is  staked  on  a  claim  that  he  has  the  will  to 
make  the  tough  spending  decisions.  Yet  his  new  vows  seem  to 
defy  math.  "People  understand  they  can't  get  all  these  tax  cuts, 
protect  then-  favorite  programs,  and  balance  the  budget,"  says 
Susan  Tanaka  of  the  nonpartisan  Committee  for  a  Responsible 
Federal  Budget.  "They  end  up  being  that  much  more  cynical 
about  what  the  politicians  are  promising." 

Clintonites  gleefully  agree.  Dole  "took  a  budget  proposal 
gm^mm  that  already  strained  credibility  and 
put  it  over  the  top,"  says  Clinton 
economic  policy  adviser  Gene  Sper- 
ling. "Dole  is  risking  his  reputation 
with  the  largest  unpaid-for  promise 
in  the  history  of  political  campaigns." 

Dole's  team  says  his  campaign 
vows  merely  reflect  rearranged  bud-J 
get  priorities.  "He's  fully  committed| 
to  a  balanced  budget  and  tax  cuts," 
says  aide  Gary  R.  Koops.  Still,  Dole 
is  having  a  hard  time  convincing 
voters.  Even  before  his  latest  round 
of  sweeteners,  polls  show  two-thirds 
of  voters  don't  believe  he  can  both 
balance  the  budget  and  cut  taxes. 
Of  course,  Dole  isn't  the  only  one  making  such  promises. 
Clinton  has  his  own  plan  to  erase  the  deficit  while  protecting] 
seniors  and  providing  $110  billion  in  tax  cuts.  And  during  the 
Democratic  convention,  he  unveiled  $8.5  billion  in  new  treats. 
Besides,  the  only  candidate  who  has  been  warning  that  you| 
can't  balance  the  budget  while  distributing  "free  candy"  to 
voters,  Reform  Party  nominee  Ross  Perot,  languishes  at 
barely  7%  in  the  polls.  Dole  is  gambling  that  voters  want  his 
brand  of  credibility — and  their  candy,  too. 

By  Richard  S.  Dunham,  with  Howard  Gleckman 


Bob  Dole  styles  himself  as  Mr.  Tough  Guy  when  it  comes 
to  balancing  the  budget.  But  behind  20  points  in  the 
polls,  he  has  assumed  another  persona:  Mr.  Softie. 
Consider  his  promises  to  veterans.  Dole  vowed  to  protect 
their  benefits  from  the  budget  ax,  then  upped  the  ante  on 
Sept.  3,  telling  the  American  Legion  in  Salt  Lake  City  that  he 
would  account  for  all  soldiers  missing  in  Vietnam  no  matter 
"how  much  money  it  takes."  And  he  made  an  open-ended 
commitment  to  treat  victims  of  Gulf  War  Syndrome. 

Hardly  budget-busters.  But  they  underscore  a  growing 
campaign  contradiction:  While  Dole  insists  he  can  cut  taxes  by 
$548  billion  and  still  balance  the 
budget,  he's  proposing  billions  of 
dollars  in  new  spending  programs 
to  woo  key  voting  blocks.  That's 
hardly  different  than  President 
Clinton,  who  has  been  dispensing 
political  goodies  all  year.  But  Dole  is 
running  as  the  candidate  who  es- 
chews politics  as  usual. 
MORE  BOMBERS.  On  the  stump,  he 
sounds  like  a  wily  Washington  pork- 
meister.  Dole  promises  Florida  se- 
niors to  spare  Social  Security  and 
Medicare.  And  he  assures  backers 
in  New  Mexico  that  he  would  ex- 
empt Energy  Dept.  research  labs  ~ 

there  from  cuts — despite  an  earlier  pledge  to  shutter  the  de- 
partment. "If  you've  got  a  favorite  program  to  protect,  go  to  a 
Dole  rally,"  quips  Democratic  consultant  Robert  G.  Beckel. 

Dole  is  talking  up  costly  new  programs — $12  billion  for 
"school  choice"  scholarships,  an  antidrug  offensive,  and  a 
missile-defense  system  that  could  run  $60  billion.  In  Califor- 
nia, Dole  ridiculed  Clinton's  plan  to  build  just  one  additional 
B-2  and  pledged  19  more  of  the  billion-dollar  bombers.  Even 
running  mate  Jack  Kemp  has  picked  up  the  cue:  He  promised 
Montana  ranchers  that  he  and  Dole  would  eliminate 


HEY,  BIG  SPENDERS 


tly  new  programs? 


CAPITAL  WRAPUP 


I'LL  TAKE  THE  HIGH  ROAD... 

►President  Clinton  pledged  to  cam- 
paign on  issues,  not  insults — so  Sen- 
ate Democrats  are  hurling  the  zingers 
for  him.  On  the  stump  with  Clinton  in 
West  Virginia,  John  D.  Rockefeller  IV 
likened  the  Republican  Congress  to 
an  infant:  "Are  we  up  to  taking  the 
hammer  away  from  that  big,  extrem- 
ist, GOP  baby?"  In  Kentucky,  Wendell 
H.  Ford  called  the  Dole-Kemp  ticket 
"a  marriage  of  convenience — they've 
been  at  each  other's  political  throats 
for  years."  And  in  Ohio,  John  Glenn 


told  a  college  instructor  who  teaches 
government:  "Maybe  we  should  have 
Newt  Gingrich  sign  up  for  that  class." 

MORRIS'  BET  ABOUT  BILL 

►Political  guru  Dick  Morris,  who  pulled 
Clinton  to  the  center,  quietly  told 
Republicans  that  Clinton  would  revert 
to  a  liberal  agenda  in  a  second  term.  A 
gop  operative  says  Morris,  who 
resigned  amidst  a  sex  scandal,  passed 
the  word  a  few  months  ago  that  he 
planned  to  quit  after  the  election  and, 
without  him,  Clinton  would  "veer  to 
the  left,  where  he's  happiest." 


SATELLITE  WARS 

►A  battle  is  heating  up  over  the 
future  of  the  international  satellite 
consortiums  Intelsat  and  Inmarsat, 
which  were  created  under  interna- 
tional treaties  to  provide  telephone 
and  maritime  communications.  Pri- 
vate rivals,  such  as  trw  Inc.  and 
PanAmSat,  are  pushing  for  a  treaty 
that  largely  privatizes  the  consor- 
tiums to  make  it  easier  for  new  play- 
ers to  crack  the  satellite  market.  The 
House  Commerce  Committee  plans  to 
hold  hearings  later  this  month. 
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f  the  only  thing  you  see  your  ATM  switch  handling  is  data,  you  may  not  be  look- 
ing hard  enough.  In  the  near  future,  video  and  voice  will  be  critical  components 
of  an  ATM  networks  performance. 

Unlike  most  other  ATM  switches,  the  Fujitsu  E7550  Universe  Switch  is  not  a 
LAN  or  packet  switch  in  new  clothes.  Instead,  it's  designed  specifically  with  multi- 

t  a  e  media  in  mind,  hi  fact,  it's  based  on  our  industry-leading  FETEX  1 50 

TOLLY 

group  Central  Office  Switch.  So  not  only  will  it  support  your  current  LAN 
^*>telaa^  networking  requirements,  it  is  also  optimized  to  handle  video  and 
telephony  integration  down  the  road.  What's  more,  it  offers  performance,  reliability 
and  scalability  usually  reserved  for  the  Public  Network. 

When  you  look  beyond  data,  your  AIM  switching  choice  should  become  clear. 
The  Universe  Switch  from  Fujitsu.  For  details  call  1-800-553-3263. 


Our  Universe  Switch  provides 
great  data  transmission  ijnd  robust 
voice-  and  videoconferencing. 

FUJITSU 

COMPUTERS,  COMMUNICATIONS, 
MICROELECTRONICS 

www.fujitsu.com/fbcs 
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International  Business 


SINGAPORE 


THIS  ISLAND  IS 
CRAZY  FOR  CHIPS 

Despite  the  glut,  Singapore  is  putting  up  more  plants 


Tan  Bock  Seng  stands  at  the  win- 
dow of  an  elegant  boardroom  in 
his  newly  opened  $700  million  chip 
plant  and  points  at  the  swarm  of 
construction  workers  across  the  street. 
They  are  busy  putting  up  the  cement 
columns  for  another  fabrication  facility 
Chartered  Semiconductor  Manufactur- 
ing's third  in  Singapore.  "That's  where 
Fab  4  will  go,"  says  Tan,  president  of 
state-owned  Chartered,  gesturing  to  the 
right.  "And  over  yonder,"  he  adds,  "we'll 
knock  those  buildings  down  to  make 
way  for  Fab  5."  From  his  window.  Tan 
can  see  across  the  Strait  of  Johor  to 
Malaysia,  where  he  plans  yet  another 
chip  plant. 

At  a  time  when  global  chipmakers  are 
reeling  from  overcapacity,  Singapore  is 
charging  ahead  with  massive  plans  that 
call  for  building  around  25  chip  plants 
within  the  next  decade,  at  a  cost  of  some 
$30  billion.  "The  numbers  they  are  talk- 


ing about  are  incredible,"  says  Siew  Chee 
Meng,  a  senior  vice-president  at  Ham- 
brecht  &  Quist's  Singapore  office.  Only 
three  years  ago,  a  consortium  led  by 
Texas  Insti-uments  Inc. — TECH  Semicon- 
ductor— opened  the  country's  first  mod- 
em ehipmaking  facility.  Now,  Singapore 
has  its  sights  on  becoming  a  silicon  pow- 
erhouse early  in  the  next  centuiy. 
EYE-CATCHING.  While  there  are  plenty  of 
skeptics,  Singapore  has  a  good  chance  of 
hitting  its  target.  That's  because  the 
government  is  wooing  foreign  chipmak- 
ers, much  as  it  lured  disk-drive  mak- 
ers to  the  country  a  decade  ago.  Singa- 
pore is  now  the  world's  disk-drive 
capital.  The  government  has  put  to- 
gether a  generous  package  of  incentives 
ranging  from  direct  investments  to  tax 
breaks  to  attract  foreigners. 

The  incentives  are  catching  the  eye  of 
industry  biggies.  A  venture  led  by 
Japan's  Hitachi  announced  in  June  that 


it  would  build  a  $945  million  dram  chj 
fab  in  Singapore.  The  same  month,  sg| 
Thomson  Microelectronics  Inc.  said  col 
struction  will  begin  later  this  year  onl 
world-class  ehipmaking  facility  in  Sii 
gapore.  The  Texas  Instruments  consof 
tium  has  just  completed  its  second  plal 
and  plans  a  third.  Singapore  is  "an  el 
cellent  manufacturing  base,"  says  I 
Vice-President  Gene  Carlone. 

To  win  such  investments,  the  gol 
ernment  is  willing  to  spend  some  caa 
Its  arsenal  includes  a  $710  million  fuii 
to  invest  in  semiconductors.  The  gol 
emment  has  taken  a  26%  equity  staf 
in  the  ti  venture  as  well  as  a  30%  shal 
of  the  new  Hitachi  plant.  Also  in  if 
war  chest  are  funds  to  pay  for  50%  I 
chipmakers'  training  costs,  even  whl 
staff  must  be  sent  abroad.  State-r! 
universities  have  started  a  crash  pm 
gram  to  train  semiconductor  engineel 
and  researchers.  The  government's  if 
sources,  coupled  with  the  island's  infil 
structure,  mean  that  Singapore's  go* 
are  "realistic  and  achievable,"  says  £l 
lomon  Brothers  (Hong  Kong)  Ltd.  if 
gional  electronics  analyst  Lily  Wu. 

They  had  better  be.  Silicon  drearl 
are  at  the  center  of  Singapore's  ami 
tions  of  keeping  its  growth  at  arou! 
7%  a  year  for  the  next  decade.  Hil 
costs  have  prompted  many  low-wal 
electronics  companies,  including  dim 
drive  makers,  to  move  their  operatioi 
to  such  countries  as  Indonesia,  Malays! 
and  Thailand.  The  only  way  out,  Sm 
gaporean  leaders  believe,  is  to  create! 


attery  of  higher  value-added  jobs. 
Planners  like  chip  plants  because  they 
old  the  promise  that  Singapore's  man- 
facturing  base  won't  hollow  out.  They 
ovetail  with  a  government  strategy 
imed  at  ensuring  that  manufacturing, 
rhich  accounts  for  26%  of  gross  domes- 
ic  product,  continues  to  make  up  at 
least  a  quarter  of 


LEAN  MACHINE 


ingapore  aims  to 
iold  on  to  its 
manufacturing 
tase  with  plants 
ike  Chartered's 


the  economy.  "We 
must  have  a 
strong  manufac- 
turing base  of 
world-class  com- 
panies in  order  to 
maintain  Singa- 
pore's competi- 


CHIP  SPEARHEAD 


Tan's  state-owned 
Chartered 
Semiconductor 
leads  the  charge, 
but  foreigners  are 
rushing  in,  too 


tiveness  as  a  re- 
gional hub,"  says 
Wong  Poh  Kam, 
a  government  ad- 
viser and  director 
of  the  Center  for 
Management  of 
Technology  at  the 
National  Univer- 
sity of  Singapore. 
Chipmaking  plants  also  fit  into  Sin- 
gapore's industrial  structure,  which  re- 
lies on  capital,  technology,  and  manage- 
ment expertise  from  multinationals. 
Most  of  the  biggest  local  companies  are 
state-owned  or  have  close  ties  with  the 
government.  Chartered  Semiconductor, 
for  instance,  is  owned  by  the  Defense 
Ministry.  The  other  chip  plants  are  con- 
trolled by  foreign  partners.  Singapore 
hopes  to  lure  the  foreign  chipmakers 
because  its  attempts  to  nurture  local 
entrepreneurial  companies  have  sput- 
tered. Highfliers  such  as  Creative  Tech- 
nologies Ltd.  and  Aztech  Systems  Ltd., 
which  make  sound  cards,  and  IPC  Corp., 
a  personal-computer  maker,  are  among 
the  few  internationally  known  local  elec- 
tronics companies.  Once  ballyhooed  as 
evidence  of  entrepreneurial  verve  in 
statist  Singapore,  all  three  have  been 
rocked  by  dismal  financial  results  trig- 
gered by  then-  inability  to  keep  up  with 
changes  in  the  PC  market. 

Because  of  its  dependence  on  elec- 
tronics, the  island  is  also  suffering  from 
the  worldwide  electronics  slowdown. 
Slower-than-expected  growth  in  sales  of 
PCs  and  related  equipment  has  swelled 
inventories  and  depressed  prices.  Elec- 
tronics accounts  for  just  over  half  of  Sin- 
gapore's manufacturing  output,  and 
growth  in  the  sector — which  this  year 
is  likely  to  be  less  than  10%,  compared 
with  19%  in  1995 — has  been  slumping. 


Singapore's  scheme  has  many  foreign 
analysts  worried  that  the  country  is  bit- 
ing off  too  much.  The  plan  "is  a  little 
crazy,"  says  G.  Dan  Hutcheson,  presi- 
dent of  vlsi  Research  Inc.,  a  San  Jose 
(Calif.)  market  watcher.  Hutcheson 
thinks  the  chipmaking  industry  may  see 
a  repeat  of  the  bloody  price  wars  of 
the  mid-1980s,  when  Japanese  and 
South  Korean  newcomers  piled  into  the 
market.  That's  likely  to  mean  a  long 
period  of  low  or  no  profitability  for 
many  chipmakers. 

"SPIN  THE  WHEEL."  Singapore  has  al- 
ready been  hurt  by  the  global  slow- 
down. Earlier  this  year,  Chartered  Semi- 
conductor postponed  a  planned  initial 
public  offering.  And  Tan  expects  to  de- 
lay ground-breaking  at  Fab  4  until  next 
year.  He  is  also  trying  to  slow  delivery 
of  equipment  to  newly  opened  Fab  2 
to  keep  production  volumes  down  to 
15,000  wafers  a  month.  And  he  may 
postpone  the  opening  of  Fab  3,  set  for 
late  1996  or  early  1997. 

Still,  Singaporean  officials  insist  they'll 
stay  the  course.  "We  know  this  is  a 
cyclical  industry,"  says  Suresh  Natarajan 
of  the  Economic  Development  Board, 
"and  it  always  tends  to  come  back  up." 
The  Singaporeans  have  the  money  to 
fund  their  dreams.  And  because  they 
see  chipmaking  as  one  of  the  corner- 
stones of  national  development,  with 
high-paying  jobs  more  important  than 
high  profitability,  they're  not  looking 
just  to  make  a  quick  killing.  "They've 
put  then*  chips  down,  and  now  we'll  just 
have  to  spin  the  wheel  and  see  what 
happens,"  says  Hutcheson.  Singapore 
isn't  known  for  betting  against  the  odds. 
But  it  may  be  a  long  time  before  the 
payoff  comes. 

By  Mark  L.  Clifford  in  Singapore, 
with  Otis  Port  in  Ne/v  York 
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Singapore's  Silicon  Dreams 

COMPANY 

CHARTERED 
SEMICONDUCTOR 

TECH 

SEMICONDUCTOR 


HITACHI 
NIPPON  STEEL 
SEMICONDUCTOR 

SGS-THOMSON 
MICROELECTRONICS 

*Cost  for  first  two  plants 


PROJECT/ 
ESTIMATED 

State-owned  enterprise  has  built 
two  plants;  plans  four  more 

Texas  Instruments,  Canon, 
Hewlett-Packard,  and  Singapore 
government  have  completed 
two  plants  and  begun  a  third 

Japan's  Hitachi  and  Nippon  Steel 
teamed  with  the  government  to 
build  a  plant,  starting  in  October 

French-Italian  chipmaker  will 
expand  existing  plant  by  1998 
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International  Business 


GERMANY 


'WITHOUT  TRAINING, 

I  CAN'T  START  MY  REAL  LIFE' 

As  apprenticeships  dwindle,  unemployed  youths  fume 

Sandra  Kopp  trudges 
into  the  state  job- 
placement  office  in 
suburban  Bonn  braced  for 
yet  another  disappoint- 
ment. She's  16  years  old, 
has  just  finished  sec- 
ondary school,  and  wants 
to  start  a  career  in  retail 
sales.  But  after  a  summer 
of  searching,  she  still  has 
not  landed  the  three-year 
apprenticeship  she  aimed 
to  start  in  September. 
"Without  training,  I  can't 
start  my  real  life,"  Kopp 
says  angrily.  "It's  not  sup- 
posed to  be  like  this." 

Every  day  at  labor  of- 
fices from  Hamburg  to 
Munich,  dejected  young 
people  face  the  same 
shock.  Germany's  com- 
prehensive vocational 

training  program — long  LOST  GENERATION?  Kopp  hasn't 
the  envy  of  policy  plan-  turned  up  a  retail  apprenticeship 
ners  worldwide — is  un-   


K  \ 


raveling.  Corporate  Germany,  belea- 
guered by  high  wage  and  welfare  costs 
and  new  competitors  in  Asia  and  East- 
em  Europe,  is  creating  most  of  its  new 
jobs  outside  Germany.  Now,  both  blue- 
chip  and  Mittelstand  companies  are 
wary  of  taking  on  trainees  because  they 
have  fewer  new  jobs  to  offer  at  home. 

Indeed,  for  the  second  year  running, 
too  many  applicants  are  chasing  too  few 
positions  (chart).  While  that  has  been 
true  in  eastern  Germany  for  years,  the 
problem  is  hitting  western  Germany  for 
the  first  time,  raising  alarm  in  the  gov- 
ernment. With  the  number  of  secondary- 
school  graduates  set  to  climb  until  2006, 
that  gap  will  only  widen — adding  young 
people  to  the  swelling  ranks  of  Ger- 
many's unemployed. 
KOHL'S  CHALLENGE.  The  weakening  of 
Germany's  apprenticeship  program  is  a 
sign  of  larger  problems  in  the  country. 
The  program  thrived  when  labor  was 
in  short  supply,  the  economy  highly  reg- 
ulated, and  companies  needed  to  attract 
workers  for  a  booming  manufacturing 
economy.  Under  the  system,  two-thirds 
of  secondary-school  graduates  take  part 
in  multiyear  programs  that  combine  aca- 


demic studies  and  on- 
the-job  training  in  one 
of  400  occupations, 
from  electrician  to 
dental  assistant.  But 
as  big  companies  such 
as  Siemens,  Hoechst, 
and  Daimler  Benz 
move  lower-skilled 
jobs  abroad,  their 
needs  are  changing. 
They  want  flexible 
workers  who  will  constantly  upgrade 
their  skills.  The  apprentice  program  is 
not  geared  to  produce  such  workers. 

Chancellor  Helmut  Kohl  is  scrambling 
to  patch  up  the  system.  He  has  been 
writing  and  calling  top  executives  such  as 
Bayer  Group's  Chief  Executive  Officer 
Manfred  Schneider  to  twist  a  few  arms. 
Bayer  had  planned  to  take  on  800  ap- 
prentices this  year,  but  on  Aug.  7,  the 
chemical  giant  agreed  to  add  100  more. 
While  no  apprentice  is  guaranteed  a  full- 
time  job  after  the  program  of  in-house 
training  and  classroom  work,  the  100  ad- 
ditional Bayer  apprentices  will  sign  spe- 
cial contracts  stating  that  they  won't  be 
given  jobs  at  Bayer.  And  the  company 


THE  SQUEEZE  ON  GERMANY'S 
APPRENTICESHIP  PROGRAM 
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will  focus  on  skills  that  can  transfer  ou 
side  the  chemical  industry. 

To  keep  business  interested,  polit 
cians  are  also  pondering  ways  to  cut  tl 
program's  costs.  Companies  pay  80% 
the  roughly  $30  billion  spent  on  voc 
tional  training  each  year,  and  about  on 
third  of  all  companies  accept  appre 
tices.  Some  politicians  want  to  slash  tl 
$600-per-month  wage  the  averaj 
trainee  receives  and  divvy  up  the  mon( 
among  more  students. 
"A  JOKE."  Meanwhile,  the  govemme 
hopes  it  can  make  the  apprenticeshi] 
more  relevant  by  offering  new  slo 
in  services  and  technology-based  bus 
nesses.  Jiirgen  Riittgers,  who  heads 
newly  combined  education  and  scien 
ministry,  has  pushed  for  five  new  a 
prenticeship  programs  to  be  added  tl 
year,  including  video  editors  and  cor 
munications  technicians.  Other  officiE 
are  also  looking  for  new  apprenticeshi 
in  areas  such  as  security,  leisure,  heal 
care,  and  other  industries  that  are  gro^ 
ing  faster  than  manufacturing. 

Germany's  largest  union  associatio 
dgb,  however,  wants  companies  to  p; 
more  to  buttress  the  program.  It  recor 
mends  that  companies  put  2.5%  of  the 
gross  wage  costs  into  a  kitty  to  frnan 
training  programs.  That  could  raise  ; 
additional  $6  billion  and  boost  the  numb 
of  companies  providing  apprenticeshi 
to  50%,  says  Hor 
Kowalek,  dgb's  head 
vocational  training  p 
icy.  Employers  oppo 
this  plan. 

But  there's  no  gus 
antee  that  these  mov 
will  work.  Over  t 
longer   haul,  Koh 
challenge  will  be 
prevent  the  growth  |< 
a  small  army  of  uneis? 
ployed  youths  who  ejf 
pected  more  from  ti 
government.  Alreacl 
joblessness  among  15-  to  24-year-olds I 
8.5%,  and  economists  figure  the  numbei 
are  even  higher  in  eastern  Germany,  [fe 
In  the  depressed  Lichtenberg  neig- 
borhood  of  East  Berlin,  Rico  Meisnl- 
19,  voices  the  worries  of  his  generati* 
Eager  to  become  a  carpenter,  he  cl 
find  an  apprenticeship  only  as  a  g» 
dener.  In  eastern  Germany,  he  complaii 
in  disgust,  "the  apprentice  system  is| 
joke."  Germany's  future  competitivenes 
will  depend  on  whether  the  country  cl 
produce  workers  suited  for  the  gloii 
economy — even  if  the  apprentices!* 
program  plays  a  diminished  role. 

By  Karen  Lowry  Miller  in  Bom 
with  Karen  Nickel  Anhalt  in  Berlin'} 
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Protection 


What  part  of  your  life  are 
you  willing  to  risk? 

Your  financial  records? 
Your  email? 

Business  correspondence? 

Your  business  files? 

Your  personal  files? 

Your  applications? 

Funny  articles  off  the  Internet? 

Your  hard  disk? 

Your  type  fonts? 

Your  personal  organizer? 

Your  games?  (Yikes!) 

Love  letters? 

Your  kid's  sports  schedule? 
Budgets? 

Your  stock  portfolio? 
Meeting  notes? 
Faxes? 

Medical  history? 

Did  we  mention  your  financial  records? 

It  only  takes  a  few  minutes  to  protect 
yourself.  Is  that  too  much? 


More  of  your  life  goes  on  the  computer 
everyday.  Could  you  lose  it  all?  It's 
more  likely  than  you  think.  If  you  share 
floppies,  or  access  the  Internet,  you're 
exposed  to  the  threat  of  computer 
viruses.  If  you  add  new  software  and 
files,  you  could  push  your  computer 
beyond  its  limits.  Either  way,  your  files 
are  at  serious  risk.  Fortunately,  Norton 
Antivirus  and  Norton  Utilities8  reduce 
that  risk  dramatically.  Installed  in 
minutes,  they  maintain  a  constant 
vigil,  automatically  preventing 
problems.  With  millions  of  copies  in 
use,  they  are  by  far  the  most  popular 
anti-virus  and  utilities  programs, 
preventing  precious  files  from 
disappearing  in  a  blink  of  a  screen. 


Norton  Antivirus  ► 
Norton  Antivirus  protects  against 
the  very  real  threat  of  viruses, 
automatically  detecting  and 
eliminating  all  known  viruses 
before  they  corrupt  your  system. 


NORTON 
ANTIVIRUS 


Norton  Utilities  ► 
Norton  Utilities  is  absolutely 
critical,  automatically  tuning  and 
protecting  your  system,  managing 
valuable  disk  space,  and  even 
recovering  lost  files  after  a  crash. 

To  purchase,  visit  your  local 
software  reseller.  For  more  information, 
just  call  1-800-822-6417,  ext.  9NA5  or 
visit  us  at  www.symantec.com. 

Available  for  Windows  and  Macintosh. 
[SAM  for  Macintosh  virus  protection.] 

Protect  yourself. 
Protect  your  friends. 
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lorton  Antivirus,  Norton  Utilities  and  SAM  are  registered  trademarks  of  Symantec  Corporation.  All  other  brand  names  or  trademarks  are  property  of  their 
ispective  owners  ©1996  Symantec  Corporation.  All  rights  reserved.  In  Canada,  call  1-800-365-8641.  In  Australia,  call  2-879-6577,  In  Europe,  call  31-71-353111. 
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ITALY 


NOW,  MAYBE  OLIVETTI 
CAN  FIND  ITS  WAY 

De  Benedetti's  ouster  means  the  giant  can  jettison  its  PC  line 

Olivetti  Chairman  Carlo  De  Benedet-  him.  Mediobanca,  the  secretive  and  pow- 

ti,  one  of  Italy's — and  Europe's —  erful  Milan  merchant  bank  that  helped 

most  famous  corporate  chieftains,  arrange  Olivetti's  capital  increase  last 

always  knew  how  to  get  out  of  a  scrape,  year,  withdrew  its  support.  And  Olivet- 

When  AT&T  bailed  out  of  its  22.5%  stake  ti  management  had  turned  against  him. 

in  Olivetti  at  a  huge  loss  in  1989,  De  Now,  investors  fervently  hope  a  new 

Benedetti  turned  around  a  few  years  era  is  dawning  for  the  $6.4  billion  com- 

later  and  sold  a  chunk  of  the  company  puter-and-telecom  giant,  and  that  Olivet- 

to  Digital  Equipment  Corp.,  which  also  ti's  dynamic  new  chief,  Francesco  Caio, 


HIS  LUCK  RAN  OUT 

When  an  embattled  De  Benedetti  was 
forced  to  step  down  on  Sept.  3,  Olivetti 
put  its  faith  in  39-year-old  CEO  Caio 
(right)  to  be  the  tough  leader  that  De 


Benedetti  was  unable  or  unwilling  to  be 


eventually  sold  out  at  a  loss.  And  late 
last  year,  when  a  sinking  Olivetti  des- 
perately needed  funds,  an  upbeat  De 
Benedetti  managed  to  sweet-talk  in- 
vestors into  coughing  up  $1.5  billion  in 
fresh  capital. 

But  on  Sept.  3,  De  Benedetti's  luck 
ran  out.  After  a  tense 
emergency  nighttime 
board  meeting  in  Milan, 
he  stepped  down  as  chair- 
man and  board  member 
of  the  company  he  has 
closely  run  since  1978.  Af- 
ter five  straight  years  of 
losses  and  restructuring 
charges,  even  De  Bene- 
detti had  run  out  of 
tricks.  Institutional  share- 
holders in  London  and 
New  York  had  deserted 


OLIVETTI'S 
TUMBLING  STOCK 
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will  have  a  free  hand  to  reform  the 
company. 

De  Benedetti  didn't  give  up  without  a 
battle.  On  Aug.  31,  Caio,  appointed  as 
chief  executive  in  June  to  help  turn 
Olivetti  around,  announced  in  a  private 
meeting  with  De  Benedetti  his  inten- 
tion to  declare  $290  mil- 
lion in  losses  for  the  first 
half  of  1996 — including  a 
$120  million  restructuring 
charge  to  get  out  of  per- 
sonal computers,  once 
Olivetti's  core  business. 
According  to  sources 
close  to  the  company,  De 
Benedetti,  determined  to 
keep  the  PC  business 
alive,  tried  for  the  next 
two  days  to  force  Caio  to 
resign.    Finally,  family 


members  and  aides  talked  De  Benedel 
ti  out  of  staging  a  coup. 

Instead,  it  was  De  Benedetti  wi 
was  ousted.  His  fall  is  a  sign  thl 
change  is  washing  over  Italy's  inbrej 
corporate  world,  where  the  lines  bl 
tween  ownership  and  management  I 
public  companies  have  tended  to  m 
blurred.  The  new  clout  of  institutions 
investors  in  quoted  Italian  compania 
is  already  forcing  change  at  othJ 
groups,  such  as  Milan's  Gemina  coi 
glomerate,  where  huge  unexpected  losl 
es  forced  the  management  to  step  dovJ 
in  February.  Even  the  Agnellis,  tH 
greatest  of  all  industrial  dynasties,  ha 
to  cede  a  measure  of  control  over  car  a 
ant  Fiat  in  1993.  Institutional  shar! 
holders,  who  control  around  70%  1 
Olivetti,  are  pleased  to  see  II 
Benedetti  go.  "This,  finally,  | 
what  we  have  been  praying  fo4 
says  Michael  J.  Mahoney,  portfoll 
manager  at  <;t  Global  Telecor] 
munications  Fund,  which  owi| 
1.2%  of  Olivetti. 

SHAKE-UP.  The  question  now  I 
whether  39-year-old  Caio  will  n 
able  to  do  the  job  of  spinning  oj 
computers  and  focusing  on  the  il 
creasingly  valuable  telecom  bua 
nesses,  such  as  Olivetti's  411 
stake  in  Omnitel,  Italy's  secoij 
cellular-phone  operator.  Signs  an 
that  Caio  is  already  proving  1 
be  the  tough  manager  E« 
Benedetti  was  unable  or  unwil 
ing  to  be.  In  just  two  months  d 
the  job,  Caio  has  shaken  i| 
Olivetti's  entire  top  management 
retiring  such  stalwart  executive 
as  Elserino  Piol  and  Angelo  Foj 
nasari.  And  Caio  has  changed  til 
tone,  as  well,  moving  compari 
headquarters  out  of  plush  top-flo| 
suites  in  the  town  of  Ivrea  to  simple 
offices.  To  the  chagrin  of  some  top  maii 
agement,  Caio  even  closed  down  til 
lavish  executive  dining  room  an 
stopped  top  company  officers  from  usirl 
drivers.  Now,  if  he  can  find  a  buyer  fl 
Olivetti's  PC  business,  Caio  may  be  ab| 
to  restore  a  little  luster  to  one  of  Italy 
most  famous  companies. 

One  possible  area  of  concern  is  tli 
lingering  presence  of  the  De  Benedety 
clan,  which  still  owns  13%  of  the  con! 
pany.  Carlo's  son  Rodolfo  will  contind 
to  serve  as  an  outside  director.  Aim 
Carlo  himself  gets  the  title  of  honorai!? 
chairman.  That's  a  pretty  flimsy  titll 
For  now,  investors  are  betting  that  Ca 
lo  will  not  be  able  to  do  anything  sun 
stantial  with  it. 

By  John  Rossant  in  Rome,  witi 
Christopher  Power  in  New  York 
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ENEZUELA 


HEIR  BACKYARD 

SN'T  BIG  ENOUGH  ANYMORE 

Tie  Cisneros  clan  is  expanding  fast  outside  Venezuela 


i 


n  a  hillside  overlooking  Caracas, 
President  Rafael  Caldera  pressed  a 
button  to  bring  direct-to-home  satel- 
te  TV  into  his  country.  "The  President  is 
ow  channel  surfing,"  intoned  a  com- 
lentator  as  images  appeared  on  a  large 
:reen,  bouncing  down  from  the  satel- 
te  of  Galaxy  Latin  America  (gla),  a 
jnsortium  led  by  Hughes  Electronics. 
J3  Venezuela's  No.  1  subscriber,  Caldera 
ecepted  his  receiving  dish  from  a  proud 
rustavo  Cisneros,  chairman  and  ceo  of 
lisneros  Group  of  Cos.,  Hughes's  princi- 
al  partner  in  the  venture  to  bring 
irect  TV  south  of  the  Rio  Grande. 

The  ceremony,  in  late  June  near 
he  headquarters  of  the  group's 
renevisi6n,  Venezuela's  biggest  TV 
etwork,  marked  another  triumph 
3r  Cisneros,  a  privately  held  con- 
lomerate  with  $3.2  billion  in  sales 
1st  year  (table)  and  big  plans  for 
he  future.  It  was  also  a  high  point 
Dr  a  family  that  has  made  its  share 
f  enemies  in  Venezuela.  Gustavo's 
•rother  and  partner,  Ricardo,  could 
lot  be  at  the  Galaxy  ceremony:  He 
led  to  Miami  in  1994  in  the  wake 
if  a  major  financial  scandal.  Mean- 
vhile,  on  Aug.  16  the  group's  bot- 
ler,  Hit  de  Venezuela,  abruptly 
ibandoned  its  successful  Pepsi  fran- 
:hise  after  more  than  50  years  and 
brmed  a  joint  venture  with  Coca- 
}ola  Co.  While  PeDsiCo  Inc.  filed  a 


The  move  to  Coke  is  part  of  the  Cis- 
neros plan  to  expand  into  any  market 
where  money  is  to  be  made.  Cisneros, 
with  a  $500  million  investment  from 
Coke,  sees  the  new  partnership  not  only 
as  a  way  to  lock  up  the  Venezuelan  soft- 
drink  market  but  also  as  a  vehicle  for 
investing  in  other  countries.  The  ven- 
ture "is  made  to  be  able  to  work  any- 
place in  the  world — it  can  be  Europe,  it 
can  be  Asia,"  Gustavo  says. 

In  another  move  to  fuel  international 
expansion,  Cisneros  recently  sold  its 

The  New  Cisneros  Look 
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GALAXY  LATIN  AMERICA 
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Sports  equipment 
&  baby  products 


Satellite  TV  services 


$1.0 


s  managed  by  Gustavo's  cousin  Os- 
valdo  Cisneros,  quickly  switched 
ts  18  bottling  plants  to  Coke  and 
•epainted  thousands  of  trucks. 


PUEBLO 

Supermarkets 

1.2 

Puerto  Rico 

HIT  DE  VENEZUELA* 

Soft  drinks 

0.3 

Venezuela 

VENEVISION 

TV  broadcast  network; 

0.2 

Venezuela 

program  production 

OTHER  BUSINESSES 

Telecoms,  U.S.  Hispanic  TV, 

0.5 

Venezuela 

fast  foods,  beer,  mining 

LEADER:  David  Rockefeller  calls 
Gustavo  "a  man  of  exceptional  skill" 

U.  S.-based  Spalding  &  Evenflo  Cos.  to 
Wall  Street  buyout  firm  Kohlberg  Kravis 
Roberts  &  Co.  for  $1  billion.  The  group 
had  bought  the  maker  of  sports  equip- 
ment and  baby  products  for  $200  million 
in  1984.  Cisneros  "did  a  good  job  of 
building  that  company,"  says  kkr  part- 
ner Henry  R.  Kravis.  Cisneros  plans  to 
plow  much  of  the  proceeds  into  telecom 
ventures  in  Latin  America  and  Spain. 

Gustavo,  51,  brother  Ricardo,  49,  and  a 
sister,  Marion,  control  most  of  the  group 
through  four  holding  companies  in  which 
they  each  own  one-third.  Oswaldo's 
branch  of  the  family  owns  50%  of  the 
bottler  and  part  of  a  cellular  phone  busi- 
ness with  BellSouth.  Gustavo  and  Ricar- 
do run  the  group  in  what  Gustavo  calls 
"a  very  close  partnership,"  with  Miami- 
based  Ricardo  as  vice-chairman  and  COO. 

Along  the  way,  the  clan  has  stirred 
both  admiration  and  animosity.  Hughes 
Electronics  ceo  C.  Michael  Armstrong 
says  the  Cisneros  group  will  play  a  lead- 
ing role  in  expanding  Galaxy  into  other 
countries.  Gustavo  is  close  to  former 
Chase  Manhattan  Chairman  David 
Rockefeller,  who  calls  him  "a  man  of 
exceptional  skill  and  imagination  in  busi- 
ness affairs."  Rockefeller  recruited  Cis- 
neros to  membership  on  Chase's  inter- 
national advisory  board. 
NATIONAL  CRISIS.  In  Venezuela,  though, 
Gustavo's  close  ties  with  former  Presi- 
dent Carlos  Andres  Perez  backfired  when 
Cisneros  supermarkets  were  sacked  in 
1989  by  rioters  protesting  against  aus- 
terity measures  imposed  by  Perez,  who 
will  soon  be  freed  after  two  years  of 
house  arrest  for  misappropriation 
of  state  funds.  In  1994,  Ricardo  Cis- 
neros was  a  director  of  Venezuela's 
Banco  Latino  when  its  collapse  trig- 
gered a  national  crisis.  Faced  with 
accusations  of  wrongdoing,  more 
than  100  executives  of  18  banks,  in- 
cluding Ricardo,  fled  abroad. 

The  government  has  "badly 
abused  Ricardo  and  many  others 
who  are  innocent,"  Gustavo  says. 
"Maybe  10  guys  may  be  guilty." 
But  President  Caldera's  high-profile 
role  in  the  Galaxy  launching  is  seen 
as  a  favorable  sign  for  Ricardo's 
eventual  return  to  the  Venezuelan 
Establishment.  "Maybe  they  have 
decided  we  are  good  for  the  coun- 
try," Gustavo  says,  noting  the  big 
investments  his  group  is  bringing 
in.  Scandal,  presidential  buddies, 
multinational   venturing  across 


•Converted  to  joint  venture  with  Coca-Cola  Co.  in  August,  1996 

DATA:  THE  CISNEROS  GROUP 


for  a  tv  drama.  Maybe  someday 
Venevision  will  broadcast  it. 

By  John  Pearson  in  New  York, 
with  Jane  Knight  in  Caracas 
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MEXICO:  JUST  WHEN  THE  RECOVERY 

MS  GETTING  ON  TRACK . . .  

fiercest  assaults  took  place.  But  the  blitzes  clearly  caught 
Zedillo  off  guard.  Only  days  before,  he  boasted  on  television 
that  the  country  enjoyed  peace. 

Officials  say  the  epr  is  led  by  guerrillas  donnant  since  the 
1970s.  They  believe  the  group  finances  its  AK-47S  through 
kidnapping.  The  epr  was  behind  the  1994  abduction  of  the 
wealthy  banker  Alfredo  Harp  Helu,  officials  say.  Although 
guerrillas  are  active  in  drug-producing  regions,  officials 
haven't  found  links  to  traffickers.  That  distinguishes  the  epr 
from  Marxist  guerrillas  in  Colombia.  Re- 
cent attacks  there  left  100  people  dead. 

Thousands  of  peasants  back  guerrillas 
in  Colombia,  but  the  epr  has  gained  little 
support.  "The  group's  growth  will  de- 
pend on  the  government's  errors,"  warns 
Juan  Gueira,  an  opposition  congressman 
who  was  a  leftist  guerrilla  in  the  1970s. 
Mexico's  army,  accused  of  human  rights 
violations  in  Chiapas,  maintains  an  un- 
popular presence  there  two  years  after  a 
cease-fire  with  Zapatista  rebels. 

To  keep  the  epr  from  winning  sym- 
pathizers, the  government  knows  it 
"  must  attack  poverty  in  the  countryside. 
Zedillo  plans  to  bring  a  basic  package  of  food,  health,  and  ed- 
ucation to  Mexico's  most  marginalized  groups.  But  he  is  con- 
strained by  the  austerity  plan  imposed  after  the  1994  peso  col- 
lapse and  has  little  money  to  play  with. 

Zedillo  has  also  had  trouble  bringing  the  rule  of  law  to  the 
countryside.  The  epr  appeared  at  a  June  ceremony  for  the 
first  anniversary  of  the  massacre  of  17  peasants  by  Guerrero 
state  police.  While  the  state  governor  was  implicated  in  a 
eoverup  and  forced  to  resign,  the  federal  government  handed 
the  case  to  the  state,  which  refused  to  prosecute.  Municipal 
elections  in  Guerrero  next  month  could  bring  new  violence. 
The  government  can't  afford  to  be  caught  off  guard  again. 

By  Elisabeth  Malkin  in  Mexico  City 


For  weeks,  the  Mexican  government  downplayed  a  mys- 
terious guerrilla  group  that  suddenly  emerged  in  June, 
hoping  it  would  vanish.  Now,  after  a  well-coordinated 
ttack  in  four  states  that  killed  16  people  on  Aug.  28,  officials 
mcede  they  face  a  violent  band  of  leftist  terrorists  who 
»ay  be  more  problematic  than  the  1994  Zapatista  insurrec- 
on.  No  one  is  sure  who  the  new  guerrillas  are,  how  they're 
nanced,  or  why  they  have  appeared  as  Mexico  seemed  to  be 
etting  its  economy  back  on  track. 
That  puts  President  Ernesto  Zedillo 
once  de  Leon  in  a  bind.  He  must  draw 
hard  line  with  the  so-called  Popular 
evolutionary  Army  (known  by  its 
panish  initials  epr)  to  keep  the  eco- 
Dmic  recovery  rolling.  Doing  nothing 
ill  allow  new  hit-and-run  commando 
lids  to  prey  on  fears  of  social  break- 
)wn  and  delay  the  investment  needed 
i  restore  the  economy.  But  Zedillo 
cks  a  sophisticated  intelligence  force  to 
-edict  where  the  commandos  will 
>unce.  Even  if  he  could  strike  first,  he 
ust  beware  of  a  popular  backlash 
jainst  a  prolonged  military  presence. 
rRONG  RESPONSE.  Guerrilla  attacks  come  at  a  bad  time.  Ur- 
in  crime,  rural  violence,  kidnappings,  and  assassinations 
ive  created  the  feeling  that  violence  is  spinning  out  of  con- 
ol.  The  raids  also  cast  a  shadow  over  renewed  economic  con- 
lence  stemming  from  faster-than-expected  growth.  The 
:so  and  Mexico's  bolsa  have  slipped  since  the  attacks  began, 
it  Zedillo's  "no  compromises"  rhetoric  has  calmed  market  jit- 
rs.  "We  will  pursue  every  terrorist  act  with  all  our  capaci- 
,  applying  the  full  force  of  the  law,"  the  President  declared 
a  Sept.  1  state  of  the  union  address. 
To  back  the  rhetoric,  the  government  has  responded  force- 
Uy.  It  raised  its  military  presence  in  key  regions,  including 
e  impoverished  states  of  Guerrero  and  Oaxaca  where  the 


MEXICAN  ARMY:  Ca  ught  off  guard 
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:RANCE  DIALS  UP  DEFICIT  RELIEF 

►  France  may  be  about  to  show  just 
low  imaginative — or  desperate — it  is 
o  qualify  as  a  charter  member  of 
Europe's  single-currency  club,  which 
s  due  to  start  up  in  1999.  The  govern- 
nent  of  Prime  Minister  Alain  Juppe  is 
onsidering  a  plan  to  funnel  a  one- 
ime,  $7.5  billion  windfall  from  France 
^elecom's  upcoming  privatization  into 
ts  budget  coffers  next  year.  That 
rould  assist  France's  uphill  battle  to 
■ring  its  budget  deficit  more  in  line 
idth  the  tough  criteria  for  forging  a 


single  currency.  But  such  accounting 
gimmickry  won't  reassure  investors 
who  are  increasingly  jittery  that  a 
single  European  currency  will  be 
born  weak. 

It  was  only  six  months  ago  that 
Prime  Minister  Juppe's  government 
promised  not  to  use  the  windfall  to 
meet  current  expenditures.  But  the 
funds,  slated  to  repay  the  state  for  as- 
suming phone  company  pensions,  have 
become  too  tempting  for  budget  plan- 
ners to  resist.  Their  task  is  to  reduce 
French  spending  in  real  terms  in  1997 
and  simultaneously  fulfill  government 


promises  to  slice  taxes  by  as  much  as 
$5  billion. 

To  meet  the  letter  of  single  curren- 
cy rules,  Juppe  has  to  lower  France's 
budget  deficit  to  3%  of  gross  domestic 
product  by  yearend  1997,  from  4.5% 
now.  The  pension  windfall,  equivalent 
to  0.5%  of  GDP,  would  get  him  one- 
third  of  the  way  there.  But  to  in- 
vestors wondering  if  the  new  currency, 
the  Euro,  will  be  as  stable  as  the  Ger- 
man mark  it  is  replacing,  such  account- 
ing tricks  may  be  considered  too 
clever  by  half. 

By  Bill  Javetski  in  Paris 
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YOU  WOULDN'T  RUN 

\  CORPORATION  THIS  WAY' 

Jutch  Buchholz  on  the  crisis  ahead  for  world  tennis 


For  over  a  year,  the  Tennis  Establish- 
ment has  been  on  an  exhausting 
drive  to  remake  its  image.  That  ef- 
rrt  was  dealt  a  good  whack  at  the  U.  S. 
>pen  as  players  revolted  over  wliat  was 
iought  by  some  to  be  the  unfair  seed- 
ig — and  showcasing — of  crowd-pleaser 
indre  Agassi.  The  flap  at  once  pointed 
p  tennis'  arcane  rules  and  rankings — 
nd  the  tensions  besetting  the  game. 

As  the  Open  was  in  full  swing,  for- 
ler  top-ranked  pro  Earl  "Butch"  Buch- 
olz,  chairman  of  the  Lipton  Champi- 
nships,  the  Key  Biscayne  (Fla.) 
mrnament  that  arguably  is  fifth  in  im- 
ortance  after  the  four  Grand  Slams, 
ilked  with  Senior  Editor  Ciro  Scotti 
bout  what  is  wrong  with  tennis  and 
ow  to  fix  it. 

(:  Let's  talk  aboid  the  state  of  the  game. 
H  I'm  just  very  concerned  about  tennis 
etting  its  business  house  in  order 
o . . .  we're  able  to  compete  with  the 
ther  parts  of  the  entertainment  busi- 
ess.  Tennis  is  fragmented  right  now, 
nd  with  the  globalization  of  sports,  I'm 
oncerned  that . . .  we're  going  to  get  left 
\  the  dust. 

(:  Tennis  seems  like  boxing:  No  one 


can  make  heads  or  tails  of  who's  in 
charge  of  what. 

A:  Exactly.  You  have  the  atp  [the  men's 
tour],  the  wta  [the  women's  tour],  the 
itf  [International  Tennis  Federation], 
and  the  four  Grand  Slams.  They  are  our 
crown  jewels,  but  they  also  operate  on 
their  own  set  of  rules.  And  it's  confusing 
to  the  public.  You  really  almost  have  to 
be  an  insider  to  understand  it.  I  just 
think  that  from  a  business  point  of  view, 
you  wouldn't  run  a  corporation  this  way. 
We  really  need  to  put  all  our  assets  in 
one  basket  and  go  out  with  a  united 
front  and  start  marketing  tennis.  We 
need  to  go  into  the  21st  century  with  a 
strategy  of  how  we're  going  to  compete. 
David  Stern  [commissioner  of  the  Na- 
tional Basketball  Assn.]  would  love  to 
have  the  demographics  of  tennis  on  a 
worldwide  basis.  But  he's  sitting  there  in 
his  office  with  his  people  thinking, 
"Where  am  I  going  to  be  in  2005?  Where 
am  I  going  to  be  in  2010?"  We  have  six 
or  seven  people  thinking  that,  but  they're 
not  all  going  in  the  same  direction. 

Q:  Wouldn't  it  be  difficult  to  get  all 
these  various  govern  ing  bodies  to  come 
together  and  agree? 

A:  I  would  hope  that  we  could  sit  down. 


BUCHHOLZ:  Wake-up  call  at  the  Open? 


[But]  we're  all  so  into  our  own  ar- 
eas . . .  and  there  is  tremendous  suspi- 
cion of  each  other.  Until  something  bad 
happens,  I  don't  think  anyone  is  going 
to  pay  attention. 

Q:  What  would  something  "bad"  be? 
A:  The  ratings  aren't  improving,  and 
that's  going  to  affect  the  networks'  view 
of  tennis,  nbc  loses  a  lot  of  money  on 
Wimbledon,  cbs,  I'm  sure,  loses  money 
on  the  U.  S.  Open.  Tennis  ought  to  be 
saying:  "Why  don't  we  help  these  net- 
works? Why  don't  we . . .  give  the  busi- 
ness community  some  hope  that  we're 
thinking  about  the  future?"  There  is  a 
sense  that  things  aren't  great.  The  cal- 
endar is  just  too  cluttered.  It's  a  good 
thing  about  our  sport  that  it's  world- 
wide . . .  but  it's  also  a  curse:  We  don't 
have  enough  product  to  take  care  of  the 
demand.  [And]  I  would  hope  that  a  situ- 
ation like  the  U.S.  Open  is  a  wake-up 
call. 

Q:  Wliat  does  the  player  revolt  at  the 
Open  say  about  tennis'  efforts  to  re- 
make its  image? 

A:  The  manufacturers  [are]  trying  to  re- 
make the  image.  A  Nike  has  used  their 
athletes — [Pete]  Sampras  and  Agassi — to 
help  promote  the  sport.  And  it's  paid 
dividends.  But  I'm  not  sure  the  [tour- 
nament] side  has  done  as  good  a  job  as 
the  manufacturers  have.  We  need  to  tai- 
lor and  design  a  calendar  that  the  press 
and  the  consumer  can  understand.  That's 
the  No.  1  thing  that  we  need  to  do. 

Q:  So  your  plan  would  be  to  have  the 
Grand  Slams  and  then  how  many  other 
big  tournaments? 

A:  I  think  you  can  do  five,  maybe  six, 
Lipton-type  events.  We  know  the  pub- 
lic wants  to  see  the  men  and  women 
together.  That's  why  the  Open  works, 
Wimbledon  works.  We  know  it  works 
in  Miami.  And  they  almost  should  be 
promos  to  the  Grand  Slams.  That  doesn't 
mean  the  rest  of  the  tour  disap- 
pears . . .  but  you  might  lose  some  tour- 
naments. It  will  take  a  while  to  do  this. 
You  probably  have  to  pick  a  year,  2002, 
and  say:  "Everybody  get  ready,  be- 
cause this  is  what's  going  to  happen. 
[Also],  I  would  like  to  see  the  atp  and 
the  wta  merge.  It  would  be  like  the 
American  League  and  the  National 
League.  No  one  gives  up  their  identity. 
I  can't  imagine  how  much  money  is 
wasted  with  this  set  of  lawyers,  that 
set  of  lawyers,  this  PR  firm,  that  PR 
firm.  If  it's  under  one  roof,  something 
will  happen  out  there. 
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pen  ti  urn 


We  gave  PC  Magazine  an  AST  Ascentia  J 


Ascentia  J50    •    1.33MHz  Pentium"  processor,  10.4"  SVGA  TFT,  2  Type  II  or  I  Type  III  PC  card  slots,  800  MB  removable  hard  drive,  built-m  16-b  !: 
quality  audio,  integrated  14.4  modem.  Lithium  Ion  battery,  weight:  5.S  lbs. 


Pardon  our  excitement,  but  the  AST"  Ascentia™  J  just  beat  out  20  competitors  to  win  the  coveted  PC  Maga 
Editors'  Choice"  award.  We  couldn't  be  prouder... well,  actually  we  could.  Because  this  is  just  one  of  sev 
awards  that  have  been  bestowed  upon  the  Ascentia  J,  including  the  PC  Week  Analyst's  Choice  award 


"B&wultA  iellmg  friee  based  a 


1  wmt  rrv/Jn/i't  Jeuuli  i'  V">  ASl  HaaiTck.  Im  ASTim  ngulend  iw.iiwrk  AS  I  Computet,  the  .1  S"f  logo,  Aumliu  and  "Whae  Thing\  <jre  Happening" lire  frjJmwrfe.i  oj  4.S7  ffrtrdrrfi.  im  Intel.  I'ntlium.  •in,!  the  Inttl  Inside  logo  art  rfgu 


What  we  got  in  return  was  priceless. 


dows  Magazine  100  best  products.  So  why  don't  you  see  for  yourself  what 
experts  are  raving  about.  And  while  you're  at  it,  check  out  the  Ascentia  P,  with 
.d-turning  features  like  a  swappable  CD-ROM  drive.  In  the  meantime,  go 
;ad  and  open  up  an  AST  Ascentia  or  a  PC  Magazine.  Both  will  show  you 
how  impressive  we  are.  Call  1 -800-876-4AST  or  visit  us  at  www.ast.com. 

the  Pentium  PnMOHr  logo  u  i  trademark  cf  Inlei  Corjvm^m.  All  other  pmluns  or  imvds  mnirnim-J  ftfmn  nuv  be  fnilmjrlo  or  registered  trademarks  of  then  rfjjvrrnt-  ^nm  Information  iubiea  to  \  hiinge  without  notxe 
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Where  things  are  A 


BALANCING 
WORK  AND 
FAMILY 

Big  returns  for  companies  willing 
to  give  family  strategies  a  chance 


Cover  Story 


You're  a  solid  manager  and,  word  has  it,  a 
decent  guy  to  work  for.  You  treat  your 
people  well.  But  you've  also  got  product 
to  move — and  since  last  year's  restruc- 
turing, the  proposals  and  requests  have 
come  at  you  like  a  wicked  tsunami.  Your  staff 
seems  a  little  frayed  at  the  edges — no  surprise, 
really,  since  they're  in  at  7:30  a.m.  for  the  daily 
briefing  and  don't  leave  until  past  six.  You're  still 
trying  to  make  just  one  of  your  kid's  soccer 
games.  And  you  can't  remember  the  last  long 
talk  you  had  with  your  wife  (though  you  do 
swap  E-mail). 

"Work  and  family"?  Yeah,  right.  You've  heard 
about  some  program  the  company  offers.  Child 
care,  flexible  hours,  that  sort  of 
thing.  A  few  employees  actually  use 
it,  but  they're  mainly  women  with 
young  kids — not  people  who  want  a 
career.  Not  your  boss.  And  not  your  staff. 
Frankly,  you  think  it's  a  load  of  hooey. 
CLEAR  GAINS.  You  might  want  to  talk  to  the 
folks  at  First  Tennessee  National  Corp.  Three 
years  ago,  they  started  taking  family  issues  se- 
riously, treating  them  as  strategic  business  ques- 
tions. The  bank  got  rid  of  a  lot  of  work  rules 
and  let  employees  figure  out  which  schedules 
worked  best — "because  they  know  what  needs  to 
be  done"  both  on  and  off  the  job,  says  Becky 
Tipton,  a  department  supervisor.  Then  it  carted 
in  a  kitchen-sink-load  of  programs  to  ease  fami- 
ly distractions,  marketed  them  relentlessly,  and 
sent  Tipton  and  1,000  other  managers  through 
SVi  days  of  training. 


In  short  order,  clear  fJUPONT 
gains  in  productivity 

and  customer  service  SUMMER  CAMP 

emerged.  As  employ-  Work-family 

ees  got  control  over  programs  at  DuPont 

their  workplace,  "man-  f  on-site 

agers  had  to  change  range  II  om  on  Site 
the    way    they    did  camp  for  kids  to 

business,"  says  ceo  in-home  emergency 

Ralph  Horn.  Ultimate-  eldercare 
ly,  though,  supervisors 

rated  by  their  subordinates  as  supportive  c 
work-family  balance  retained  employees  twice  a 
long  as  the  bank  average  and  kept  7%  more  re 
tail  customers.  Higher  retention  rates,  Firs 
Tennessee  says,  contributed  to  a  55%  profi 
gain  over  two  years,  to  $106  million. 

Disbelievers,  skeptics,  working  stiffs,  tak 
note:  Work-family  strategies  haven't  just  hit  tb 
corporate  mainstream — they've  become  a  com 
petitive  advantage.  The  exclusive  province  o 
working  mothers  a  decade  ago,  such  benefit 


ts 
jo 


An  inaugural  Business  Week  survey  asks  both  workers 
and  employers  to  grade  family-friendliness 
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iow  extend  to  elder-care  assistance,  flexible 
cheduling,  job-sharing,  adoption  benefits,  on- 
ite  summer  camp,  employee  help  lines,  even — 
10  joke — pet-care  and  lawn-service  referrals, 
ilie  titles  "work/life  coordinator"  and  "director  of 
liversity"  have  entered  the  bureaucratic  lexicon; 
he  ranks  of  consultants  in  the  field  have  mush- 
•oomed.  At  the  political  conventions  in  August, 
amily-friendliness  was  all  the  rage. 

It  is  a  phenomenon,  in  other  words,  that  ex- 
icutives  deny  at  their  own  risk,  now  that  the 
wo-income  family  is  a  fact  of  life.  So  business 
VEEK,  together  with  the  Center  on  Work  & 
family  at  Boston  University,  has  embarked  on  a 
lew  initiative  to  rate  companies  on  their  family- 
riendly  strategies.  The  nearly  year-long  study's 
joal:  to  identify  employers'  best  practices  by 
isking  both  companies  and  employees  to  de- 
icribe  their  work-family  balancing  acts.  How  do 
imployers  keep  productivity  growing  while  ad- 
Iressing  family  concerns?  Can  employees  have  a 
ife  and  still  get  ahead? 

The  results  add  up  to  a  compelling  agenda  for 
:orporate  managers.  Yet  they  also  reflect  a 
rawning  divide  between  family-friendliness  in 
■heory  and  in  practice.  While  48%  of  the  8,000 
imployees  in  business  week's  survey  said  they 
:ould  "have  a  good  family  life  and  still  get 


ahead"  in  their  company,  60%  reported  that 
management  didn't,  or  only  "somewhat"  did, 
take  people  into  account  when  making  decisions. 
More  telling,  more  than  two-fifths  said  that  work 
had  a  negative  impact  on  their  home  lives.  "I 
may  have  flexibility  to  accommodate  family 
needs . . .  but  I'm  home  working  until  midnight  to 
get  my  job  done,"  wrote  one  employee.  Indeed, 
says  Bradley  K.  Googins,  director  of  the  Center  WHAT  IMPACT 
on  Work  &  Family,  "while  many  companies  offer  rjncc  YOUR  WflRK 
benefits  and  programs,  the  underlying  cultural  is-  ■*UCi  lUUn  VfUnlv 
sues  still  aren't  very  well  addressed."  HAVE  ON  YOUR 

Ten  companies  with  impressive  strategies  and  HOME  LIFE? 

results  did  emerge  from  business  week's  study  

(table,  page  76).  Some  of  the  leaders  were  hard-  Negative         A  O  °/ 

ly  surprises:  DuPont,  Hewlett-Packard,  and  Mo-  impact  *\  L. 

torola,  among  others,  have  led  innovation  in  the 

work-family  arena  for  a  decade  or  longer.  Others  w 

aren't  as  well-known.  Eddie  Bauer  Inc.,  for  one,  Neutral  r\  0% 

combines  a  strong  people-oriented  culture  with  a  t_  U 

host  of  leading-edge  benefits.  And  Marriott  In- 

ternational  Inc.  heads  a  small  group  of  employ-  Positive  ono/ 
ers  seeking  solutions  for  the  problems  presented  impact  O  £. 

by  a  predominantlv  low-wage  workforce. 

'  The  biggest  surprise,  though,  was  the  com-  jg^ST mm 
pany  that  won  the  highest  overall  grades:  First 

Tennessee,  a  midsize  regional  bank  that  only  2SSS2-22 .T3  £2i lii,"6 
'  &  *    employees  at  il  companies  with 

recently  has  won  attention  for  its  progressive  established  work-family  programs. 
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DOES  YOUR  work-family  response.  First 

rnMPANY  HAVF  Tennessee  offers  luxurious 

wUlnrftlll  nH¥C  benefits  such  as  on-site  child 

HIGH-QUALITY  care  or  vouchers,  job-sharing, 

PROGRAMS  FOR  and  ?ness  centers-  But^  I 

DCflDI  E  Uflin  UAlfE  demonstrates  an  intelh-  1 

CtllrLt  WMJ  HAVE      gent  strategic  view  of  the 

TO  CARE  FOR  problem.  Work  and  family,  it 
CHILDREN  OR  ELDER  arSae^  are  not  discrete  phe- 
CAMIIV  MCURCDCO  nomena.  They  necessarily 
rAMILT  MtMBtlfd?  touch  one  another,  often  pro- 
foundly. The  solution,  then,  is 
Not  at  all/  00%  ^°  build  consideration  of  fam- 
Not  much  ily  issues  into  job  design, 
  work  processes,  and  organi- 

«  h  *  r\  r\o/  za^ional  structures — just  as 
somewnat     nr/Q  one  would  consider  market- 

ing  concerns,  say,  or  engi-  v  ' 
neering  input. 

Considerably/  C1%  In  practice,  that  means  I 
A  great  deal  3_[  that  Constance  E.  Wimbley  f 
and  her  seven  co-workers  in 
the  bank's  Alcoa  (Tenn.)  ac-  I 
count  reconcilement  depart-  ^ 
ment  determine  work-family 
balance  for  themselves.  Freed 
from  attendance  guidelines,  the  clerks  adjust 
their  schedules  to  match  the  work — and  their 
lives.  "We're  all  grown  adults,"  Wimbley  says. 
"It  makes  me  feel  good  about  working  here." 
When  Wimbley  works  overtime,  her  team  mem- 
bers let  her  4-year-old  daughter, 
Chelsie,  wait  in  the  office  while 
they  finish.  Another  clerical  group 
opted  to  work  fewer  hours  in  the 
middle  of  each  month  to  balance  the  overtime 
they  put  in  when  month-end  account  statements 
went  in  the  mail.  Turnaround  time  on  state- 
ments was  cut  in  half. 

First  Tennessee's  premise — and  that  of  other 


Cover  Story 


leaders  in  the  busi- 
ness week  ranking — 
is  that  family  concerns 
affect  business  results. 


FIRST 

TENNESSEE 


JOB  REDESIGN 

Yet  that  thinking,  Constance  Wimbley's 

while  simple,  escapes  ...  " 

many  companies.  Typ-  CO-WOrkers  let  her 

ically,  executives  view  daughter,  Chelsie,  hang 
work-family  initiatives  out  during  overtime 

as  inexpensive,  politi- 
cally correct  gestures,  easy  accommodations  t( 
workers  who  otherwise  have  been  slammed  b 
stagnant  wages,  benefit  cuts,  and  layoffs.  Man 
agers  fail  to  buy  in,  and  workers  fear  torpedoing 


Grading 
Family- 
Friendliness 


Here  are  the  10  top-scoring  companies  in  business  week's  first-ever  rating  of  work  arj 
family  strategies.  Many  employers  extend  workers  some  child-care  assistance  and  flj 
work  options,  among  other  family-friendly  programs.  This  study,  though,  assessed  n<i 
what  companies  offer  but  also  whether  employees  feel  they're  able  to  use  such  ben£ 
without  putting  their  careers  at  risk.  These  leading  companies  lived  up  to  their  prorrl 


DUPONT 

A  child-care  pioneer  in  1984,  the 
chemical  giant  now  has  work-life 
committees  at  15  sites.  Offers  flex 
time,  job-sharing,  and  telecommul 
across  its  workforce.  Employees  pr 
supervisors  for  flexibility  on  family 
needs  but  cite  low  job  security. 

EDDIE  BAUER 

The  pay  isn't  great,  but  employees  I 
the  hours  and  say  management 
demonstrates  impressive  family 
support.  A  host  of  innovative  prograi 
including  lactation  rooms,  take-out 
dinners,  and  one  paid  "Balance  Dai 
off  a  year. 


1995  SALES 

BILLIONS 

U.S. 
EMPLOYEES 

STRATEGY  & 
PROGRAMS 

EMPLOYEE 
RATING 

DUPONT 

$42.2 

56,825 

A 

B+ 

EDDIE  BAUER 

1.4 

9,238 

B+ 

A- 

ELI  LILLY 

6.8 

12,826 

A- 

B 

FIRST  TENNESSEE  BANK 

0.4 

8,000 

A- 

A 

HEWLETT-PACKARD 

31.5 

60,000 

B+ 

A- 

MARRIOTT  INTERNATIONAL 

0.9 

175,000 

B+ 

B+ 

MBNA  AMERICA  BANK 

2.6 

12,495 

C+ 

A 

MERRILL  LYNCH 

21.5 

40,000 

B 

B+ 

MOTOROLA 

27.0 

75,000 

A 

A- 

UNUM  LIFE  INSURANCE 

4.1 

4,456 

B+ 

A- 

NOTES:  Letter  grades  approximate  quantitative  scores  from  two  surveys.  "Strategy  and  Programs"  grades  reflect  results  from  questionnaires  complete' 
by  human  resources  executives  at  37  companies,  counting  for  40%  of  the  total  score.  Employers  were  graded  on  the  percentage  of  workforce  to  which 
range  of  programs  was  available.  Flexible  work  arrangements  counted  for  8%  of  the  score;  family  and  dependent  care,  8%;  and  health  and  wellness 
programs,  8%.  Companies  were  awarded  up  to  4  points  for  offering  programs  to  hourly  and  part-time  workers,  and  8  more  points  for  a  work-family 
organizational  infrastructure.  An  assessment  of  strategy  and  culture  counted  for  8  points.  A  letter  grade  of  "A"  on  this  portion  corresponds  to  a  score  c 


heir  careers  by  appearing  less  than  completely 
lommitted  to  their  jobs. 

Employees  acknowledge  their  companies' 
realth  of  family-oriented  programs  but  say  they 
iften  don't  do  the  job.  Half  of  the  respondents, 
,nd  even  more  of  high-paid  managers  and  pro- 
essionals,  said  they  felt  "a  lot"  of  stress  and 
iressure  at  work.  Men  were  more  likely  than 
romen  to  say  their  employer  expected  long 
lours  no  matter  how  it  affected  personal  life, 
'roduction  and  clerical  workers,  meanwhile, 
ave  generally  lower  ratings,  reflecting  an  un- 
ercurrent  of  tension  distinctly  at  odds  with 
he  friendly  cultures  most  participating  compa- 
ies  say  they  promote.  "Most  benefits  are  of- 
Iced  to  managers,  technical  and  office  staff," 
rrote  one  worker.  "Shift  employees  have  NO 
ptions." 

The  study  rated  work-family  policies  and  ben- 
fits  at  37  publicly  traded  companies  from  the 
USINESS  week  1000,  ranging  in  size  from  1,243 
}  218,000  U.  S.  employees.  An  initial  survey, 
esigned  by  the  Center  on  Work  &  Family  with 
'hilip  H.  Mirvis,  adjunct  professor  of  organiza- 
onal  behavior  at  the  University  of  Michigan, 
raded  employers  on  their  self-described  breadth 
f  programs,  flexible  work  arrangements,  and 
rganizational  infrastructure.  A  second  ques- 
onnaire,  delivered  to  500  randomly  selected 
mployees  at  each  company,  asked  workers  to 
ssess  the  results.  (Some  of  the  questions,  and 
mployees'  responses,  are  found  on  these  pages.) 

The  project  provoked  considerable  curiosity 
ad  angst.  Several  large  employers  well-known 
ir  enlightened  work-family  strategies — notably, 
!M,  Corning,  and  Johnson  &  Johnson — declined 
)  participate,  as  did  The  McGraw-Hill  Compa- 
ies,  business  week's  parent.  Most  commonly. 
)mpanies  said  they  were  wary,  understandably, 
I  exposing  employees'  views  to  the  world's 


scrutiny.  Indeed,  GTE  Corp.  and  AT&T,  both 
known  for  rigorous  consideration  of  work-family 
balance,  were  knocked  off  the  list  of  leaders  by 
relatively  weak  employee  responses — a  function, 
at  least  in  part,  of  the  seismic  restructuring  that 
has  shaken  the  telecommunications  industry  and 
destroyed  workers'  sense  of  job  security.  In  con- 
trast, mbna  America  Bank  won  the  highest  em- 
ployee rating  despite  the  limited  group  receiving 
its  benefits.  Employees  cited  a  culture  that,  while 
formal  and  demanding,  addressed  the  needs  of  a 
workforce  whose  average  age  is  28. 

Other  employers  cited  a  conflict  between  busi- 
ness week's  project  and  their  own  internal  sur- 


DUPONT 

FLEXTIME 

With  a  new  schedule, 
Kevin  Murphy  cares 
for  his  86-year-old 
aunt.  "I  feel  I  owe 
them  something 
back,"  he  says 


ILLY 

andall  Tobias  has  been  an 
sive  champion  of  work-family 
:e  as  a  business  strategy.  His 
ge  is  reinforced  by  many  task 
and  employee  surveys.  Yet  workers 
ving  a  family  life  and  getting  ahead 
sionally  still  isn't  easy. 

r  TENNESSEE  BANK 

srful  companywide  commitment 
ily  issues,  employees  say, 
e  pay  and  benefits  below  that  of 
eaders.  Worker  teams  set  their  own 
jles  and  say  flexibility  is  central  to 
my  culture.  Family-friendliness, 
nk  says,  produces  better  customer 


LETT-PACKARD 

chnology  blue  chip  integrates 
support  into  business  strategies  at 
siness  unit  level,  spurred  by  CEO 
Piatt.  Managers  take  work-life 


training.  Employees  say  they  feel 
comfortable  taking  time  off  for  family 
problems.  The  downside:  Lots  of  stress. 

MBNA  AMERICA  BANK 

It  offers  a  plethora  of  family  programs 
and  benefits — but  typically  not  to  the 
majority  of  workers.  Nonetheless,  the 
bank  won  the  highest  grades  from 
employees,  who  cited  both  strong 
programs  and  job  flexibility.  Weakness: 
Spillover  from  work  into  home  life. 

MARRIOTT  INTERNATIONAL 

Workers  show  high  job  satisfaction, 
despite  low  marks  for  pay  and  benefits. 
The  hotelier  is  rolling  out  a  national 
Associate  Resource  Line  to  address 
family  concerns  of  its  hourly  workers.  So 
far,  employees  say  programs  are  good, 
but  not  great,  at  meeting  their  needs. 

MERRILL  LYNCH 

A  relative  latecomer  to  work-family 
strategies,  the  investment  bank  is  still 


ramping  up  programs  and  training. 
Employees  recognize  this  weakness, 
but  say  that  despite  high  stress,  the 
company  doesn't  ask  too  much  at  the 
expense  of  family. 

MOTOROLA 

Executives  recognize  that  work-life 
balance  plays  a  strategic  role  in  long- 
term  financial  success.  Management 
and  employee  training  on  family 
issues  is  pervasive.  Upshot:  Employees 
laud  programs  and  job  flexibility,  but 
aren't  as  happy  with  their  hours  and  pay. 

UNUM  LIFE  INSURANCE 

Strong  employee  orientation  is  ingrained 
in  the  company  culture,  and  programs 
respond  to  many  task  forces  and  regular 
surveys.  Workers  report  long  hours  and 
relatively  low  job  security  but  say  family 
programs  and  flexibility  meet  their  needs. 


DATA:  BOSTON  UNIVERSITY  CENTER  ON  WORK  &  FAMILY,  BUSINESS 
WEEK.  RESEARCH  ASSISTANTS  SUSAN  BRANDNER.  MELISSA  EDDY 


>t  32  on  the  40-point  scale.  "Employee  Rating"  reflects  the  combined  results  from  a  multiple-choice  questionnaire  sent  to  500  randomly  selected 
rs  at  each  company,  of  which  an  average  of  44%  were  returned.  Employees  were  asked  to  rate  various  attributes  of  their  companies  on  a  five-point 
This  survey  counted  for  60%  of  the  total  score,  as  follows:  Quality  of  work  life,  including  hours  and  pay,  18%;  flexibility  in  practice,  18%;  family- 
ly  culture,  18%;  overall  assessment  of  work-family  environment,  6%.  A  letter  grade  of  "A"  on  this  portion  corresponds  to  a  score  of  at  least  45  on 
)-pomt  scale.  Certain  survey  responses  that  did  not  meet  tests  for  statistical  viability  were  removed  from  the  results. 


CAN  YOU  HAVE  A  veys>  or  said  they  simply  had  no  time.  "We're  in 
mnn  FAMII Y  I  IFF  ^ne  business  °f  making  hamburgers,"  said  a  Mc- 
UUUU  rUIYULT  Lire  Donald's  Corp.  executive.  "We  don't  do  surveys." 
AND  STILL  GET  And  some  questioned  the  survey's  methodology, 

AHEAD  IN  YOUR  especially  the  lack  of  complete  assurance  that 

PflMDAUVO  everyone  would  play  by  the  same  rules.  (In  fact, 

UUmrANT .  ^  one  company  was  disqualified  when  145  of  the  216 

Nt  t  H7  ftno/  surveys  its  employees  returned  were  found  to 
Not  much        /  /       contain  nearly  identical — and  optimal — answers.) 

Ultimately,  companies  expressed  discomfort 
in  publicly  exploring  a  phenomenon  still  in  its 
Somewhat      Of\%  adolescence — and  one  still  built  on  "a  little  more 
,J  vj      than  faith  and  a  little  less  than  pure  science,"  as 

  MBNA  Vice-Chairman  Lance  L.  Weaver  says.  As 

C      "der  btvl     r»o/  recently  as  1984.  after  all,  "there  was  little  or  no 
A  great  deal  /L  rS      general  awareness"  of  work  and  family  issues, 
B  i  U      recalls  Faith  A.  Wohl,  who  led  many  of  DuPont's 

early  initiatives  and  now  oversees  day-care  and 
telecommuting  efforts  for  the  U.  S.  General  Ser- 
vices Administration.  Around  that  time,  DuPont, 
AT&T,  IBM,  and  a  few  other  large  employers  be- 
gan grappling  with  the  need  for  quality  day 
care  presented  by  an  influx  of  women  into  the 
workforce. 

Employers  had  traveled  this  road  before, 


DuPont's  return  on  such  flexibility:  Commit!, 
ment.  "I  feel  like  I  owe  them  something  back,1 
Murphy  says.  Evidence  is  mounting  that  sue! 
loyalty  has  a  tangible  effect  on  profitability  Aj 
Fel-Pro  Inc.,  a  private  automotive  gasket  mam 
ufacturer  in  Skokie,  111.,  University  of  Chicago 
Associate  Professor  Susan  J.  Lambert  foun<<? 
that  workers  who  took  advantage  of  family!) 
friendly  programs  were  more  likely  to  partici^ 
pate  in  team  problem-solving,  and  nearly  twici 
as  likely  to  suggest  product  or  procesf 
improvements. 

HITTING  HOME.  Reductions  in  absenteeism  antf 
turnover  are  even  more  manifest.  Aetna  Life  <$ 
Casualty  Co.  halved  the  rate  of  resignation!; 
among  new  mothers  by  extending  its  unpaid 
parental  leave  to  six  months,  saving  it  $1  rnuliol 
a  year  in  hiring  and  training  expenses.  Thfl 
Families  &  Work  Institute  found  that  a  raft  oik 
family  programs  introduced  en  masse  at  John^ 
son  &  Johnson  in  1992  reduced  the  number  cj 
days  absent  among  all  workers.  In  a  broadel 
1993  study,  the  institute  determined  that  work* 
ers  with  access  to  flexible  time  and  leave  werl 
more  likely  to  remain  at  their  employers! 

*  I?  1  r.ldVl 


EDDIE  BAUER 

MEALS-TO-GO 

The  headquarters  cafe 
is  open  late,  with  take- 
out food  for  rushed 
workers  such  as  Laura 
and  Bart  Brosten 
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funding  on-site  day-care  centers,  for  example, 
when  women  took  over  American  factories  dur- 
ing World  War  II.  This  time,  though,  the  need 
didn't  dissipate  as  it  had  when  the  boys  came 
home — and  the  agenda  quickly  broadened.  Em- 
ployers discovered  workers  such  as  Kevin  Mur- 
phy, a  48-year-old  distribution  planner  in 
DuPont's  floor  products  division  in  Wilmington, 
Del.  Four  years  ago,  Murphy's  86- 
year-old  aunt,  Catherine  Boyle,  had 
a  stroke  that  left  her  unable  to  care 
for  herself.  Murphy  was  the  only 
relative  left  to  help  her. 

"It  was  something  totally  new,"  Murphy  re- 
calls. It  took  two  months  to  place  Boyle  in  a 
nursing  home,  which  he  found  through  a 
DuPont-contracted  referral  agency.  He  worked 
half-days  through  that  time.  After  that,  Murphy 
arranged  with  his  supervisor  to  work  a  flexible 
shift  that  typically  starts  at  6:30  a.m.  That  allows 
him  to  visit  his  aunt  as  she  rises,  put  in  a  full 
day,  then  return  to  the  nursing  home  to  feed  her 
dinner  and  put  her  to  bed. 


Such  numbers  are  swaying  some  top  execil 
tives.  "The  impact  we're  having  on  morale  anl 
our  ability  to  attract  and  retain  tne  people  wl 
want  is  clearly  going  to  give  us  an  economiii 
payback,"  says  Eli  Lilly  ceo  Randall  L.  Tobiasf 
Personal  experience  is  moving  other  leaders  tl 
act.  Hewlett-Packard  Co.'s  embrace  of  family}, 
friendliness  firmed  after  Lewis  E.  Piatt  becamij 
ceo  in  1992.  Piatt's  first  wife  had  died  of  cancel 4 
11  years  earlier,  leaving  him  responsible  for  th;t 
care  of  two  young  daughters.  For  J.  Randa 
MacDonald,  gte's  senior  vice-president  for  huma 
resources,  the  question  hit  home,  literally,  whelf 
his  wife  had  to  care  for  an  elderly  relative.  Try . 
ing  to  rush  his  daughter  off  to  school,  he  was  ill 
formed  it  was  a  holiday;  MacDonald  ended  ul 
taking  her  along  to  a  business  meeting  in  Bostor 

Awareness  and  acceptance  of  family  issue!! 
at  the  top  is  a  starting  point,  and  54%  of  surve1  i 
respondents  indicated  their  top  brass  do,  in  faci;  j 
demonstrate  support  for  family  balance.  But  th 
question  remains:  How  can  you  to  turn  tha 
glowing  ceo  speech  into  something  more  than  li 
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A  SAMPLE  OF  ATLANTA  COURSE  OFFERINGS.  CALL  FOR  A  COMPLETE  LISTING 


Introduction  to  TCP/IP  and  Internetworking 
Network  Architectures  and  Protocols 

PC  Technologies  for  Networking  and  Internetworking:  Enterprise  Solutions 
Building  Networks  with  ATM  and  Switching  Technology: 
Practical  Implementations 
Internetworking  ISDN 

FDDI:  Protocol,  Tuning,  Applications  and  Installation 
1  Future  LAN  Technologies:  High-speed,  Switching,  ATM  and  Virtual  LANs 
1  ATM  Tecnnology  and  Implementation  Strategies 

1  Simple  Network  Management  Protocol  for  Internet  Network  Management 
1  Practical  Network  &  Systems  Management:  Platforms,  Tools  &  Frameworks 
'  Designing,  Building  and  Managing  Bridge  and  Router-based  Data  Networks 
i  Designing  and  Implementing  SNA  Internetworks 
1  Internetworking  with  AppleTalk 

■  Evolving  Ethernet:  Switched  Ethernet,  100BaseT  and  100VG-AnyLan 

■  Mobile  Data  and  Wireless  LAN  Technologies 
'  TCP/IP  Administration  for  UNIX  Systems 

•  Sendmail:  Theory  and  Practice 

'  The  Domain  Name  System  (DNS)  and  Internet  Naming  and 

Directory  Services 
'  Theory  of  Bridges  and  Routers:  Internetworking  Protocols 


•  Gigabit  and  ATM  Network  Architectures 

■  Building  Scalable  and  Resilient  Internetworks  Using  OSPF  and  BCP-4 

•  Everything  You  Need  to  Know  about  Protocols  to  Enhance 
Network  Performance 

•  Hot  Topics  in  Networking 

•  High-speed  Networks:  LANs,  Switching,  Host  Interfaces  & 
Multimedia  Networking 

•  Network  Security:  Principles  and  Protocol  Standards 

•  Network  Security:  Kerberos  and  Other  Authentication  Systems 

•  Enterprise  Networks:  Architecture  and  Planning 

•  ATM  and  IP:  Theory  and  Practice 

■  Clients  and  Servers:  Understanding  Packets,  Ports,  Sockets, 
Processes  and  RPC 

■  Understanding  Networked  Multimedia 

■  Taking  Control  of  the  Expanding  Wide  Area  Network 

■  Joining  the  Internet  Safely  Using  UNIX  and  Firewalls 

■  Networking  with  NT  and  Windows 

■  TCP/IP:  Implementation  and  Internals 

•  Internet  Multicast  and  Multimedia  Technologies: 
The  MBone,  RTP  and  RSVP 

•  Advanced  Topics  in  SNMP:  SNMPv2 


Networld+Interop  Conference 


September  16-20, 1996  I  Georgia  World  Congress  Center  I  Atlanta,  Georgia 


Register  by  Phone 
415.578.6810 
(outside  USA) 
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Register  Online 
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service?  "This  is  a  jugular  issue  being  treated  in 
a  marginal  way,"  says  Fran  Rogers,  ceo  of 
Work/Family  Directions,  the  field's  biggest  con- 
sultancy. Most  companies,  experts  say,  have  lim- 
ited their  efforts  to  child-care  and 
elder-care  referral  services.  At  a 
cost  of  $2  to  $3  per  employee  per 
year,  they're  a  cheap  fix.  Instituting 
flextime,  likewise,  is  literally  as  easy  as  inserting 
a  paragraph  in  the  employee  handbook,  and  by 
1995,  73%  of  large  companies  had  done  so, 
according  to  the  benefits  consultant  Hewitt 
Associates. 

Such  programs  don't  work,  though,  unless 
managers  let  them.  Lisa  Latno,  rated  an  "out- 
standing" performer  by  superiors,  nonetheless 
IC  vnilD  was  reac'.v  t°  quit  her  job  in  Unum  Corp.'s  poli- 

lo  fUUn  cy-adjustment  department  seven  years  ago  after 

SUPERVISOR  a  supervisor  turned  down  her  request  to  work  10 

FLEXIBLE  WHEN  IT  fewer  hours  a  week.  She  was  commuting  three 
_ftM„  _ft  hours  a  day,  and  raising  a  2-year-old  son.  "I  did  it 

u Ulrica  I U  for  one  year,  and  found  it  unbearable,"  she  says. 

RESPONDING  TO  Finally,  another  man- 

YOUR  WORK-FAMILY  afr-  ^  Rogfj in" 

vited  Latno  to  take  a 
Net  Do.  30-hour-a-week  job  in 

m  *        ii/  ner  department.  Even 

Not  much  8%  R°guS  T  Ty:  2 

might  not  have  bought 

"  in  that  quickly  if  it  was 

Somewhat       ipo/   someone  I  didn't  know 

_[Q/o  as  well." 

VISION  THING.  Commit- 

_  ment  from  managers 

STreafdeaT  7fi%  and  employees  aIike 
great  deal    /  y      comes  from  a  culture 

where  the  embrace  of 
family  balance  is  per- 
vasive and  consistent. 
At  Motorola,  which 
placed  second  in  busi- 
ness week's  survey,  a 
work-life  vision  state- 
ment is  reinforced  by 
regular  training  for  su- 
pervisors and  seminars 
for  the  rank  and  file, 


UNUM 

SUPPORTIVE  BOSS 


and  by  50  professionals  Lisa  Latno  was  able 

responsible  for  pro-  toworklessto 

grams  worldwide.  It  is 

translated  into  a  set  of  accommodate  a 

benefits  offered  to  toddler  and  a  three- 
workers  across  the  hour  commute 
company  that  reflects 

the  company's  values  and  business  goals:  "Special 
Delivery"  gives  expectant  parents  a  24-hour 
nurse  hotline,  and  a  pager  for  dad  in  the  last 
trimester;  long-term  care  insurance  provides  se- 
curity for  employees'  extended  families. 

And  at  Eddie  Bauer,  as  annual  sales  growth 
of  20%  threatens  to  bureaucratize  the  retailer's 
traditionally  informal  environment,  "work-life 
programs  allow  us  to  keep  it  personal,"  says 
President  Richard  Fersch.  So  the  headquarters 
cafe  stays  open  late  to  prepare  take-out  meals 
for  harried  employees  to  take  home,  and  a  paid 
"balance  day"  off  a  year  is  meant  to  ease  work- 
ers' juggling. 

Companies  that  truly  get  it  go  a  step  fur- 


ther, integrating  family  support  into  the  busines 
itself.  At  Hewlett-Packard,  ceo  Piatt  demand 
that  every  business  unit  identify  work-famil 
issues  and  propose  an  action  plan  as  part  of  it 
annual  business  review.  So  when  hp's  print€ 
group,  facing  higher  consumer  demand,  had  t 
increase  the  number  of  shifts  its  manufactui 
ing  eniployees  worked,  it  also  investigated  a 
ternatives  for  round-the-clock  child  care.  Finai 
cial  managers  recently  won  approval  of  a  plan  t 
get  work  done  more  efficiently  by  reschedulin 
activities  that  cause  peak-period  bottleneck 
avoiding  staffing  gaps,  and  providing  technolog 
to  allow  work  from  home  and  other  sites.  TT 
goal  is  to  encourage  more  effective  work,  wit 
less  employee  burn-out. 

A  striking  study  of  Xerox,  Coming,  and  Tai 
dem  Computer  to  be  released  in  early  Octobf 
by  the  Ford  Foundation  underscores  hp's  aj 
proach.  A  team  of  researchers  found  that  su 
cessful  solutions  involved  rethinking  woi 
processes,  rather  than  finding  ways  to  maV 
people's  lives  fit  th 
work.  "The  usual  w; 
of  dealing  with  fam 
lies,  individual  negoti 
tions  between  manage 
and  employee,  was  ii 
complete,"  Massachi 
setts  Institute  of  Tecl 
nology  Professor  Lott 
Bailyn  says.  "We  ha 
to  look  at  how  wor 
was  structured,  at  th 
culture  around  wor] 
the  norms,  from  th 
point  of  view  of  pet 
pie's  families." 

Just  as  at  Firs 
Tennessee,  managei 
at  Xerox  Corp.'s  Da 
las  customer-admini 
tration  center  hande 
over  responsibility  ft 
scheduling  shifts  to  workers  themselves  an 
saw  an  overnight  drop  in  absenteeism — an 
then,  higher  productivity.  A  product-develoj 
ment  team  in  Webster,  N.  Y.,  banned  early-mon 
ing  and  late-night  meetings,  which  had  pushe 
into  family  time,  and  eliminated  reports  to  gi\ 
engineers  more  time  to  think.  Result:  happk 
engineers,  and  the  first  on-time  launch  of  a  ne 
product  in  the  business'  history. 

Slowly,  employers  are  beginning  to  grasp  tl 
importance  of  examples  such  as  Xerox,  Hewlet 
Packard,  and  First  Tennessee.  They  had  be 
ter.  Poll  after  poll  indicates  that  U.  S.  workei 
feel  a  loss  of  control  over  their  lives.  "Compank 
are  seeing  they  have  all  these  programs,  bi 
people  are  still  really  stressed  out,"  says  Elle 
Galinsky,  the  Families  &  Work  Institute's  d 
rector.  Certainly,  employees  bear  some  respo 
sibility  for  determining  their  own  family  ba 
ance.  But  they  need  help.  Companies  thi 
recognize  the  need  and  adapt  work  to  people 
lives  will  win  workers'  loyalty — and,  with  that, 
competitive  edge. 

By  Keith  H.  Hammonds  in  New  York,  wit 
bureau  reports 
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Thanks  to  Sprint  Business, 
we're  filling  offices 
across  the  country." 


,/<<;ic  Edwards, 
Kelly  Services 
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"Keeping  track  of  over  600,000 
temporary  employees  wasn't  easy' 

Kelly  Services  has  to  fill  positions 
quickly.  But  because  each  Kelly"  office 
maintained  separate  files,  finding  the 
right  candidate  was  time-consuming. 
"With  Sprint  technology,  we  can 
access  everyone  at  the  push  of  a  button." 
With  the  SprintNet  "  Data  Network,  information  on 
every  employee  goes  into  a  database.  That  lets  Kelly 
staff  check  availability  instantly —  and  quickly  find 
the  right  person  for  the  right  job.  They  can  even  access 
personnel  files  at  over  1,000  Kelly  locations  nationwide. 
"Our  business  has  grown  30%." 
Sprint  has  helped  Kelly  Services  assign  more  people  to  more 
jobs  in  half  the  time.  Which  has  given  Kelly  the  competitive 
edge.  And  that's  a  nice  position  to  be  in.  Call  now. 
We'll  help  your  business  do  more  business,  too. 

Call  Sprint  Business 

1800  816  REAL 

ivww.sprinf.com 


Sprint 


We  Help  Business  Do  More  Business 


The  Corporation 
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THE  NEW  CAMRY'S 
ONE-TWO  PUNCH 

Toyota  has  managed  to  add  goodies  while  trimming  prices 


For  the  past  five  years,  the  Toyota 
Canary  has  served  as  the  gold 
standard  for  the  fiercely  competi- 
tive family-sedan  business.  Engi- 
neers at  other  auto  companies  earnestly 
study  the  Camry's  smooth  ride  and  con- 
fident handling,  its  superb  fit  and  finish, 
and  its  comfort  and  convenience  fea- 
tures— all  with  the  aim  of  duplicating 
them  in  their  own  designs. 

WelL  the  all-new  1997  Camry  is  here, 
and  Toyota  Motor  Corp.  has  raised  the 
bar  again.  This  time,  it  is  adding  value 
to  the  equation.  The  new  Camry  is  not 
only  roomier,  smoother,  faster,  and  qui- 
eter— it's  also  cheaper. 

'•'•'r.-r.  the  ;ars  star,  arr/.hr.t  ir.  sh:w- 
rooms  in  September,  buyers  will  see 
something  they  haven't  seen  in  a  long 
time:  reverse  sticker  shock.  The  1997 
Carrj-y  starts  at  516.818 — 5360  cheaper 
than  the  current  version.  And  the  popu- 
lar le  model  with  a  v-6  engine,  wfl]  go 
for  -522.588.  down  from  522.868.  That's 
still  more  than  the  compa- 
rable Taurus  GL  from  Ford 
Motor  Co..  which  sells  for 
519.785.  But  Toyota  has 
made  antilock  brakes — an 
option  that  used  to  cost 
51. 100 — standard  on  all  but 
the  base  modeL  Taurus  buy- 
ers must  spend  5600  more 
for  ABS, 

Tovota's  new  prices  move 


the  Camry  straight  into  the  heart  of  the 
family-sedan  market.  And  they  signal 
the  start  of  a  broad  new  assault.  Al- 
though Toyota  executives  won't  say  so, 
industry  rivals  and  analysts  believe  it 
wants  to  make  the 
Camry  America's  best- 
selling  car.  That  means 
a  heated  three-way 
battle    with  Honda 
Motor   Co.'s  Accord 
and  the  Taurus,  which 
have  dueled  for  the 
top  slot  since  1991. 
"Toyota  has  a  goal  to 
be  No.  1  every  place 
they  compete."  says 
Ford  Div.  Vice-Presi- 
dent Ross  H.  Pvoberts. 
"Canary  has  as  good  a 
chance    as    anyone."  A1WUMBS 
Moreover.  Toyota  isn't 
stopping  with  the  Canary,  which  brings 
in  40^  of  its  U.  S.  car  sales.  The  re- 


TOYOTA  S  CAMRY 
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IX  THE  DETAILS 

'It  looks  like  they've 
taken  it  up  a  notch 
when  in  fact  theyVe 
taken  it  down 
a  notch,  but 
the  consumer's  not 
going  to  know  it' 


designed  Canary  will  serve 
as  a  platform  for  five  new 
made-in- America  models,  an- 
choring Toyota's  dramatic- 
plans  to  expand  in  the  U.  S. 

Already.  Camry  is  on  a 
rolL  Thanks  to  price  incen- 
tives, sales  through  July  are 
up  12f"f.  to  209.500.  the*  car's 
best  year  ever.  That's  a 
scant  6.000  cars  behind  the 


Accord  and  only  15.000  behind  the  Ta 
rus  'chart).  With  the  new  Camry,  Toy 
wants  to  expand  the  car's  appeal 
moving  the  median  buyer's  age  from 
day's  45  years  to  43  or  younger.  And 
hopes  to  draw  more  male  buyers, 
now  make  up  only  39**  of  sales.  ""W] 
the  Camrys  styling  wQl  never  be  cal 
'sporty,'  we  certainly  think  the  nel 
Canary  is  sportier."  says  Donald  V.  Ea 
mond,  vice-president  of  the  large 
team  at  Toyota  Motor  Sales  U.  S.  A. 
in  Torrance.  Calif.  ""We  think  we  can 
a  better  job  with  those  groups." 
trickle  down.  7     ta's  reposrtioi 
of  the  Camry  marks  a  big  shift  When 
launched  the  third-generation  Canary 
1991.  Toyota  won  rave  reviews  f 
adding  a  silky-smooth  automatic 
^^^H^^^B  mission  and  other  ft 
tores  derived  from 
luxury  Lexus  bran 
Although  die  new  f< 
tares  meant  a  13.4' 
price  jump.  Toyota- 
then  a  distant  No. 
appeared  content 
stay  at  the  high  end. 

But  the  next  y 
when  Honda  intn 
duced  its  new  Aceor 
it  held  the  line 
prices.  AH  of  a  sudde 
the  Canary  appear 
"  overpriced.  In  19& 
Toyota  launched  a  ne\ 
flagship  sedan,  the  Avalon.  An  immediat 
hit.  it  skimmed  off  buyers  of  Toyota' 
upscale  Camry  xle.  But  the  Avalon' 
success  allowed  Toyota  to  move  th 
Camry-  down.  "Now.  they  can  more  cox 
sciously  position  the  new  Canary'"  in  th 
mid-market,  says  John  Shook,  an  es 
Toyota  exec  now  teaching  Japanese  mar 
agement  at  the  University  of  Michigai 
Compounding  Toyota's  problems  wa 
the  ever-strengthening  yen.  Even  car 
made  in  the  U.  S.  with  imported  com 
nents — as  are  most  Camrys — got 


3H  launches 

Imation- 


The  new  $2-25 
billion  leader 
in  information 
and  imaging- 


There's  a  new  world  leader 
in  data  storagei  medical 
laser  imagingn  private 
label  photo  color  film  and 
color  proofing:  Imation- 
Imation  is  a  brand  new 
Fortune  500  company  with 
3f1  innovation  in  its  genes- 
A  company  with  a  lot  of  big 
new  ideas-  A  company  that 
thinks  the  way  you  do-  See  us 
at  http : //www - imation ■ com 
or  call  l-aAA-4bb-3i45b. 
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Borne  of  3M  Innovation 
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hard.  Toyota's  1992  operating  profits  in 
yen  were  barely  one-third  their  level  in 
1990.  As  the  redesign  began,  Toyota's 
predicament  worsened.  "During  most  of 
the  early  development  stages  of  the 
Camry,  the  dollar  was  in  free-fall  against 
the  yen,"  says  Kosaku  Yamada,  the 
Camiy's  chief  engineer.  "The  need  to  in- 

HOW  THE  CAMRY  STACKS  UP 

Prices  for  the  most 


popular  model 
from  each  maker: 


3.0-liter,  V-6  engine 
including  optional 
antilock  brakes 

crease  cost  efficiencies,  while  improving 
the  product,  became  more  and  more  im- 
portant." Toyota  aimed  to  cut  costs  by 
20%  by  eliminating  one-third  of  the 
Canary's  parts.  Yet  it  knew  the  risks: 
Last  year,  Toyota  stripped  features  from 
the  Japanese-market  version  of  the 
Corolla,  and  it  flopped. 

The  American  Camry, 
however,  is  by  early  ac- 
counts a  success.  "It 
comes  across  as  even 
more  refined  than  the  I 
current  car,"  says  Christo~ 
pher  W.  Cedergren,  an  auto  consultant 
in  Thousand  Oaks,  Calif.  "It  looks  like 
they've  taken  it  up  a  notch  when  in  fact 
they've  taken  it  down  a  notch,  but  the 
consumer's  not  going  to  know  it." 

What  car  buyers  will  see  is  a  quieter, 
roomier  car  that  sticks  with  conservative 
styling.  The  new  Camry  sports  sharp 
corners  intended  to  give  it  a  crisp  look 
inside  and  out.  To  create  a  smoother 
ride,  Toyota  also  stretched  the  wheel- 
base  of  the  new  Camry  by  two  inches. 
And  though  it  kept  the  same  4-cylinder 
and  v-6  engines,  minor  tinkering  boosted 
horsepower,  providing  faster  accelera- 
tion with  no  loss  of  fuel  economy.  The 
Camry  also  comes  with  lots  of  new  fea- 
tures: cupholders  for  rear-seat  passen- 
gers, dual  trip  meters  on  the  instrument 
panel,  a  new  overhead  console  to  hold 
sunglasses  or  garage-door  openers,  and 
softer  leather  upholstery. 

Toyota  eked  out  its  savings  with  hun- 
dreds of  small  modifications.  The  new 
front  bumper,  designed  to  withstand  5- 
mph  crashes  instead  of  ones  at  21/  mph, 
is  built  from  fewer  parts.  Toyota  also 
won  big  savings  by  switching  to  an 
American  supplier  for  the  sunroof — and 
got  more  headroom  to  boot.  Another 
U.  S.  supplier  came  up  with  a  cheaper 


mechanism  that  makes  the  seat  recline 
more  smoothly,  while  Toyota  engineers 
replaced  a  trouble-prone  power  antenna 
with  one  that's  embedded  in  the  rear 
window  along  with  the  defrost  wires. 

Small  engineering  helped,  too.  Toyota 
simplified  the  fuel-routing  system,  which 
meant  fewer  fuel  lines  and  easier  instal- 
lation. And  moving  the  front-turn 
signals  and  running  lights  from 
the  bumper  up  around  the  head- 
lights cut  assembly  time. 

Small  steps,  mostly,  but  they 
add  up.  Analysts  figure  Toyota  re- 
duced costs  by  20%  to  25%,  or  as 
much  as  $2,800  per  car.  The  com- 
pany has  also  been  helped  by  a 
yen  that  has  fallen  26%  from  its 
April,  1995,  peak,  to  around  109 
per  dollar.  So  even  after  passing 
some  savings  on  to  buyers,  analyst 
John  Casesa  of  Schroder  Wertheim  & 
Co.  estimates  Toyota  will  average  after- 
tax profits  of  $2,900  on  every  Camry. 
That's  bad  news  for  rivals.  Honda's  Ac- 
cord, which — like  the  Camry — has  been 
battling  the  Taurus  all  year  with  subsi- 
dized leases,  is  likely  to  intensify  the 
price  war.  "Honda  will  be  watching  ner- 
vously," says  Shook.  "They  see  it's 

2.2-liter, 
4-cylinder 
engine,  includ- 
ing optional 
antilock  brakes 

'business  week 
estimate 

important  to  keep  sales  up,  even  if  it 
cuts  into  profitability."  Indeed,  with  re- 
designs coming  over  the  next  18  months 
for  the  Accord,  Nissan's  Altima,  Mazda's 
626,  and  Mitsubishi's  Galant,  all  of  Toy- 
ota's Japanese  rivals  face  tougher  straits. 
"My  suspicion  is  that  all  of  us  will  have 
to  lower  prices  on  our  next-generation  re- 
placement vehicles,"  says  Richard  D. 
Recchia,  executive  vice-president  of  Mit- 
subishi Motor  Sales  of  America  Inc. 

Ford  is  likely  to  take  the  worst  bat- 
tering. With  both  Honda  and  Toyota  at- 
tacking the  Taurus  mercilessly,  Ford 
continues  to  struggle  to  draw  buyers 
from  the  Japanese  sedans. 
Ford's  rivals  have  pumped  i 
as  much  as  $2,000  per  car 
into  discounted  lease  deals 
that  blunted  last  year's  ar- 
rival of  the  redesigned  Tau- 
rus. Ford  had  to  come  out  with  a 
stripped-down  Taurus  G  model,  with  a 
lower  sticker  price,  and  offer  $1,000  re- 
bates on  all  Taurus  models.  As  a  result, 
Cedergren  says,  Taurus  profits  are 
"down  significantly"  from  the  $2,000  per 


car  Ford  expected  to  get — and  the  raj 
bates  will  continue.  "It's  a  war  zonejj 
moans  Ford's  Roberts. 

Things  will  probably  get  worse  ba 
fore  they  get  better.  To  satisfy  boominl 
demand,  Toyota  is  shipping  more  Cam] 
rys  from  home.  For  the  10  months  thai 
ended  on  July  31,  Toyota  shipped  61,341 
Japanese-made  Camrys  to  the  U.S.,  E 
2k!%  rise.  Toyota  could  easily  boost  thai 
figure.  "We  don't  have  much  of  a  lead fj| 
admits  Roberts.  "They  have  the  work 
wide  capacity  to  beat  us  anytime." 

Despite  the  rebates — and  far  heavie 
reliance  on  low-margin  fleet  sales — For 
execs  pledge  they  will  not  sacrifice  Tai 
rus  profits  just  to  beat  Accord  and  Can 
ry.  "There  is  a  price  at  which  you  wi 
not  go  for  No.  1,"  says  Ford  Chairma 
Alexander  J.  Trotman.  "We're  not  jus 
drunken  sailors  throwing  money  around. 
WHAT  PRICE  GLORY?  The  battle  fo 
No.  1  isn't  the  only  fight  Ford  faces.  To\ 
ota  has  long  had  a  goal  of  capturin 
10%  of  the  world's  auto  markets,  thougl 
its  U.  S.  share  has  stalled  around  7.49? 
Toyota  was  forced  to  take  its  eye  oi 
its  share  goals  to  boost  profitability  ove 
the  past  couple  of  years,  but  Presiden 
Hiroshi  Okuda  leaves  no  doubt  that  it 
now  back  on  track.  In  Princeton,  Ind 
last  December  to  announce  plans  for 
new  pickup-truck  plant,  Okuda  acknowl 
edged:  "We  would  very  much  like  to  in 
crease  our  market  share." 

To  achieve  its  ambitious  goal,  Toyot: 
is  boosting  its  North  American  capacit; 
from  today's  800,000  vehicles  to  1.2  mil 
lion  by  1998.  The  pickup  plant,  set  t< 
start  in  1998,  is  a  direct  assault  on  De 
troit's  dominance  of  the  lucrative  trucl 
market.  And  Toyota  is  expanding  it: 
Georgetown,  Ky,  plant  to  make  a  nev 
minivan  using  the  Camry  platform. 

Toyota  plans  to  mine  Canary's  cos 
savings.  Both  the  Avalon  and  the  Lexui 
ES300  sedan  will  be  built  from  the  Carrrn 
platform,  as  will  a  pair  of  coupes  to  b< 


2.2-liter, 
4-cylinder 
engine,  with 
antilock  brakes 
standard 


launched  in  early  1998.  For  ri 
vals  and  buyers  alike,  the  199^ 
1  Camry  is  just  a  hint  of  the  new 
Toyota.  It's  determined  to  re- 
place a  reputation  for  engineering  quali 
ty  at  any  price  with  one  that  puts  th( 
emphasis  on  bang  for  the  buck. 

By  Larry  Armstrong  in  Torrance 
Calif.,  with  Keith  Naughton  in  Detroit 
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FOUR  REASONS 
WHY  TOSHIBA  SELLS  MORE 
PORTABLES  THAN  ANYONE. 


Satellite 

When  it  comes  to  price,  performance 
and  value,  nothing  comes  Close  to  the 

Satellite*  Sews.  These  feature-rich 
models  make  it  possible  \tn  everyone 

to  have  power  and  performance  in 
an  inexpensive  notebook. 


Satellite  Pro 

With  Satellite  Pro" you  can  pet 
affordable  CD-ROM  and  portability 
in  a  multimedia  notebook.  This 
series  offers  the  advanced  features 
and  power  usually  found  in  much 
mine  expensive  machines. 


PORTEGE 

Tin;  award-winning  Portege "  Series 
defines  high  performance  in  uhraponable 
computers.  At  under  five  pounds,  these 
super<-l(ghtweight  notebooks  are  packed 
with  features  you'd  onh)  expect  from 
full-size  computers. 


Tecra  "embodies  the  absolute  Litest 
and  greatest  in  portable  technology. 
With  the  fastest  Pentium  processors 
arid  most  innovative  features  on  the 

market,  Tecra  notebooks  are  the 
ultimate  in  power  and  performance. 


Satellite,  Satellite  Pro,  Portege  and  Tecra.  Quite  possibly  the  best  reasons  there  are  for  buying  a  portable  computer.  Four  distinct 
Toshiba  notebook  lines  assure  that  whatever  your  needs,  there's  one  uniquely  suited  to  you.  Toshiba  portables  offer  uncompromised 
quality,  and  are  recognized  by  the  computer  industry  for  technical  superiority.  And,  Toshiba  has  award-winning 
customer  service  and  support.  That's  why  Toshiba  sells  more  portables  than  anyone  in  the  world.  Need  any 
more  reasons?  Call  1-800-457-7777  for  more  information  or  a  dealer  near  you. 
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MANAGEMENT 


UP,  UP,  AND 
A  WAYS  TO  GO 

ValuJet  is  ready  for  takeoff,  but  that's  just  the  first  hurdle 


■  t  was  the  final  exam  for  ValuJet  Air- 
I  lines  Inc.,  the  beleaguered  airline  that 
I  spent  a  frantic  summer  trying  to  end 
its  10-week  shutdown  by  the  Federal 
Aviation  Administration.  In  late  August, 
faa  inspectors  ran  a  hellish  series  of 
"proving  runs"  to  test  ValuJet's  emer- 
gency responses.  Faked  mishaps  includ- 
ed a  stuck  landing  gear  and  a  cabin 


Hinson  cited  "serious  deficiencies"  in 
ValuJet's  operations,  and  "multiple 
shortcomings  in  quality  control."  Be- 
fore allowing  the  carrier  to  fly  again, 
the  faa  demanded  many  changes.  Val- 
uJet had  to  trim  its  use  of  outside  con- 
tractors and  restructure  its  mainte- 
nance, quality  assurance,  and 
engineering  operations.  It  even  had  to 


Jordan  predicted  publicly  that  the  carri* 
would  be  in  the  air  on  July  17,  it  didr, 
happen,  and  investors  soon  soure. 
"There  was  a  sense  of  optimism  that  w; 
not  realistic,"  says  W.  Whitfield  Gardn* 
of  Gardner  Lewis  Asset  Management  I 
Chadds  Ford,  Pa.  He  sold  the  last  of  Yl 
1.5  million  shares  in  August. 
TENSIONS.  Immediately  after  the  shu 
down,  Jordan  furloughed  3,600  worker, 
leaving  only  a  skeleton  crew  of  400.  r» 
boost  morale,  Jordan  held  town-hall- sty 
meetings  to  update  furloughed  workei) 
on  the  prospects  for  a  restart.  The  mee 
ings  brought  Jordan  much  needed  su 
port  from  below.  At  one  August  gathe!: 
ing,  a  mechanic  who  worked  on  Flig; 
592  the  morning  of  the  crash  told  Jorda; 
he  would  still  let  his  family  fly  ValuJe 
But  not  all  went  along.  Tensions  hi, 
already  been  high  between  managemew 


TURBULENCE    Don  t  exPeci  a  smooth  ride  until  these  issues  are  addressed  at  ValuJet 


IMAGE  While  many  cus- 
tomers say  they'll  return, 
ValuJet  may  fly  at  a  loss 
if  it  loses  more  than  15% 
of  its  precrash  traffic. 

FINANCE  ValuJet  spent 
$60  million  while  ground- 
ed. It  must  refinance 
$162  million  in  debt. 

COSTS  With  mainte- 
nance in-house,  costs 

fire — a  grim  reminder  of  the 
May  11  crash  of  Flight  592 
that  killed  110  people  and 
led  to  the  airline's  ground- 
ing last  June. 

This  time,  ValuJet  passed 
the  tests.  On  Aug.  29,  the 
Atlanta-based  carrier  re-  ~ 
ceived  tentative  approval  from  the  faa 
and  Transportation  Dept.  to  begin  oper- 
ating again.  For  ValuJet  President  Lewis 
H.  Jordan  and  Chief  Executive  Officer 
Robert  L.  Priddy,  it  was  a  welcome  mo- 
ment in  their  tough  battle  to  rebuild  the 
airline.  But  while  ValuJet  hopes  to  be 
in  the  air  by  Sept.  16,  the  turbulence 
isn't  over.  "Our  world  has  changed  for- 
ever," says  Jordan. 

GRUELING.  Before  Flight  592  nose-dived 
into  the  Florida  Everglades,  ValuJet  was 
an  industry  darling.  Started  in  October, 
1993,  it  ?aw  revenue  soar  to  $368  million 
by  1995,  as  net  income  hit  $68  million. 
ValuJet  went  public  in  June,  1994,  and  its 
split-adju.'ted  stock  rose  more  than  ten- 
fold to  peak  at  34'A  in  late  1995. 

But  in  announcing  the  carrier's 
grounding,  faa  administrator  David  R. 


TIGHT  LEASH:  The  airline  has  the  O.K.  to  fly  just  15  planes 


show  the  faa  the  resumes  of  all  main- 
tenance executives. 

Leading  the  charge  for  ValuJet  was 
retired  Air  Force  General  James  B. 
Davis,  whom  Jordan  recruited  after  the 
crash  to  identify  weaknesses  in  the  car- 
rier's safety  practices.  The  overhaul  re- 
quired was  so  extensive  that  he  rebuilt 
operations  virtually  from  scratch.  First, 
Davis  brought  all  maintenance  in-house. 
He  also  set  uniform  quality-assurance 
procedures,  launched  a  program  to  ana- 
lyze potential  hazards,  and  recommended 
new  training  procedures  for  everyone. 

It  was  a  grueling  time  for  all.  "There's 
nothing  that  I've  ever  been  through  that 
could  have  prepared  me  for  this,"  says 
Jordan.  Teams  of  faa  inspectors  swarmed 
through  ValuJet's  executive  offices  and 
hangars,  causing  frayed  nerves.  Although 


may  climb.  Flexibility 
during  slow  traffic  is  cut. 

COMPETITION  Delta's  j 
cost  structure  has 
improved. 

SAFETY  ValuJet  must 
implement  new  mainte- 
nance and  reporting 
procedures,  and  train 
personnel. 
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and  some  workers  who  fe 
exploited  by  ValuJet's  lov 
cost  strategy.  So  when  Va 
uJet  submitted  its  reorg: 
nization  plans,  the  new! 
organized  Association 
Flight  Attendants  (AFA)  0] 
"  posed  it  in  a  filing  with  t? 
Transportation  Dept.  The  union  charge 
that  Jordan  and  Priddy  had  emphasize 
growth  over  safety  and  must  be  r< 
moved.  The  executives  dispute  tr 
charges.  In  late  August,  the  faa  ei 
dorsed  the  two,  a  move  that  was  hea 
edly  criticized  by  AFA  president  Patrici 
Friend  in  a  Sept.  4  letter  calling  for 
review  of  the  recertification  process  h 
the  Transportation  Dept.'s  inspector  gei 
eral.  With  the  union  still  openly  cha 
lenging  Jordan,  his  internal  manage 
ment  problems  are  not  over. 

An  even  bigger  problem  for  ValuJe 
though,  is  its  image.  Soon  after  the  eras! 
M.  Ponder  Harrison,  vice-president  fc 
sales  and  marketing,  began  polling  pec 
pie,  most  of  whom  said  they  were  sti 
willing  to  fly  ValuJet.  Barbara  Dougla 
an  executive  recruiter  from  Norcros: 


86  BUSINESS  WEEK  /  SEPTEMBER  16,  1996 


ideas, 
ideas, 
ideas. 


get  'em  while  they're  hot. 


For  Sale: 

Bell  Labs  innovations. 
(  a.k.a. 

communications 

breakthroughs 

that  provide  competitive 

advantage  ) 

Contact  Lucent  Technologies. 
We  make  the  things  that  make 
communications  work. 


ommurwcatfons 


■11996  Lucefil 


dieinz, 


■}]  Record  Year  for  Heinz 


J      I  am  pleased  to  report  that  H.J.  Heinz  Company  achieved  record 
^^^^   earnings  in  Fiscal  1996.  Global  sales  reached  $9.1  billion 
for  the  year,  more  than  $1  billion  higher  than  the  record 
■  set  last  year.  Earnings  per  share  progressed  in  kind, 
increasing  10%  to  $1.75  from  $1.59.  Operating 
^  income  increased  11%  from  $1.16  billion  to  $1.29 
*|  billion.  Heinz  continues  to  be  attractive  to  investors 

H  seeking  consistent,  double-digit  earnings  growth. 
^™  '  Over  the  past  two  fiscal  years,  Heinz's  stock  price 

appreciated  52%  during  a  period  that  saw  a  major 
secondary  stock  offering  of  nearly  21.8  million  shares,  a 

Ithree-for-two  stock  split  and  two  dividend  increases.  The 
total  return  over  that  period  for  Heinz  shareholders  who 
reinvested  their  dividends  was  67%,  or  more  than  29% 
compounded  annually, 
t 


Looking  ahead,  Heinz  has  excellent  growth  opportuni- 
ties in  six  core  categories  where  we  are  driving  for 
global  leadership.  These  categories  are  foodservice, 
infant  foods,  retail  ketchup  and  condiments,  pet 
food,  tuna,  and  weight  control. 


What  distinguishes  these  categories  is  that  they 
are  all  very  large;  they  are  all  growing  globally; 
and,  more  importantly,  they  are  all  businesses  in 
which  Heinz  enjoys  leading  brand  positions  and 
1  unique  resources.  We  should  also  note  that  26  of 
our  brands  will,  this  year,  record  sales  of  $100 
million  or  more.  Five  additional  brands  are  on  the 
$100  million  threshold.  In  summary,  our  growth  plan 
is  clear  and  achievable.  We  will  continue  to  strength- 
en worldwide  leadership  and  leverage  in  our  six  core 
categories.  We  will  consolidate  our  acquisitions, 
jpt  relentlessly  cut  costs  and  attain  higher  stan- 
dards in  production  efficiency.  We  will  continue 
to  grow  overseas,  with  particular  emphasis  on  emerging  markets. 


Sales  

 $9.11  billion 

Operating  Income  

 $1.29  billion 

Net  Income  

 $659  million 

As  I  told  security  analysts  last  March,  Heinz  management  possesses  unique  skills  in  mar- 
keting, operations  and  finance  and  in  the  mysterious  art  of  making  profits,  and  we  are  for- 
tunate to  be  backed  by  the  dedication  of  our  43,300  coworkers  worldwide.  Together,  we  are 
committed  to  achieving  double-digit  growth  in  Fiscal  1997  and  to  attaining  and  expanding 
world  leadership  in  our  six  core  categories. 


Anthony  J.  F  O'Reilly 

Chairman  and  Chief  Executive  Officer 

For  a  copy  of  the  1996  H.J.  Heinz  Company  Annual  Report,  call  412/456-6000. 
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Ga.,  says  she  would  fly  "in  a  heartbeat 
Still,  not  everyone  will  jump  aboar  i 
quickly.  "I  usually  fly  whatever  is  cheaj' 
est,"  says  Marc  Williams,  23,  a  New  Yoni 
bank  employee.  "But  after  the  crasB 
ValuJet  has  turned  me  off."  ValuJet  I 
planning  some  introductory  fare  dil 
counts,  and  new  ads  out  this  month  wM 
stress  employees'  dedication  and  expem 
ence.  That  had  better  be  enough:  "If  104 
or  15%  of  ValuJet's  customers  stay  awal 
it  could  kill  the  airline,"  says  Michaji 
Boyd,  president  of  Aviation  Systems  R« 
search  in  Golden,  Colo. 

Keeping  ValuJet's  finances  in  orddj 
is  another  challenge.  The  airline  ha 
spent  more  than  $60  million  to  keel 
gates  open,  park  planes,  and  pat 
salaries.  While  some  $208  million  in  casl 
remained  as  of  June  30,  Priddy  has  toll 
analysts  that  ValuJet  burns  $6  millio 
every  month  it's  idle.  The  pressures  ail 
intense:  By  Sept.  30,  ValuJet  must  rJ 
negotiate  $162.4  million  in  debt  or  faJ 
default.  It's  also  trying  to  unload  ll 
used  planes. 

"AT  ZERO."  The  changes  have  also  hum 
on  Wall  Street.  Although  ValuJet's  stoJ 
has  risen  to  about  13  from  its  low  of  61 
many  of  the  growth  investors  who  fuelef 
ValuJet's  rise  have  bailed  out.  Yet  it  haj 
attracted  bottom-fishers.  "They've  got  I 
lot  of  growth  ahead,  because  they're  si 
zero,"  says  J.  Gary  Craven,  a  portfolii 
manager  at  Invista  Capital  ManagemerJ 
Inc.  in  Des  Moines.  He  bought  420,001 
shares  at  7  and  sold  about  half  at  12.  j 

ValuJet  still  faces  plenty  of  other  trouj 
bles.  A  federal  criminal  investigation  intl 
the  Flight  592  crash  continues,  as  dj 
several  shareholder  lawsuits  alleging  mis| 
leading  statements  by  ValuJet.  ValuJej 
denies  the  claims.  The  airline  can  no\i 
serve  only  17  cities,  down  from  31,  anl 
must  apply  for-  faa  permission  to  fll 
more  than  15  aircraft.  It  has  given  up 
gates  at  several  airports,  including  Ne\ 
York's  LaGuardia.  The  shift  to  in-hous 
maintenance — and  the  higher  compensE 
tion  it  must  pay  for  more  experience 
employees — will  increase  overhead.  Con: 
petition  has  grown  tougher,  too.  Delt 
Air  Lines  Inc.  has  lowered  its  costs  am 
launched  a  discount  service  targetin 
ValuJet's  key  Florida  market. 

The  company  also  remains  on  a  tigh 
regulatory  leash.  The  faa  has  perma 
nent  computer  access  to  nearly  ever 
bit  of  ValuJet's  operations,  from  main 
tenance  records  to  flight  crews'  schedule; 
That  may  be  enough  to  keep  ValuJe 
from  accelerating  too  quickly.  But  with 
humpy  ride  ahead,  Jordan  had  bette 
keep  that  seat  belt  fastened. 

By  David  Greising 
irith  Nicole  Harris,  in  Atlanti 


"Only  Oracle  Applications  provide 
the  flexibility  we  need  to 
integrate  22  business  units  in 
120  locations  across  27  countries." 

Dr.  Keith  Turnbull,  Executive  Vice  President 

Alcoa 


Ucoa,  the  world's  largest  manufacturer  of  aluminum 
nd  related  products,  operates  22  independent  business 
inits  spanning  27  countries.  They  needed  applications 
hat  each  business  unit  could  rapidly 
dapt  while  still  sharing  common  ^ 
msiness  process  and  data.  Alcoa 

hose  Oracle  Applications.  Projects 


Market 
Management 


Human 
Resources 


Oracle  Applications  automate  your  entire  enterprise 
with  over  30  integrated  software  modules  for 
finance,  supply  chain  management,  manufacturing, 
project  systems,  human  resources  and 

Supply  Chain 

Management     ^.^^       market  management. 


Manufacturing 


Finance 


)racle  is  the  world's  fastest-grow-  *"  ^  '  i 

ng  supplier  of  open  business  applica- 
ions,  with  more  manufacturing  and  financial 
application  sites  running  than  anyone  else. 


e  d  Techno 


Do  your  business  applications 
provide  the  flexibility  you 
need  to  manage  your  business? 


If  not,  call  Oracle  at  1-800-633-1061, 
ext.  10076  today.  Or  find  us  on  the  Web  at 
http://www.oracle.com/applications 


ORACLG 

Enabling  the  Information  Age  1 


Oracle 


Applications 


(01996  Oracle  Corporation.  Oracle  is  a  registered  trademark,  and  Oracle  Applications  and  Enabling  the  Information  Age  are  trademarks  of  Oracle  Corporation.  All  rights  reserved. 

All  other  company  and  product  names  are  trademarks  ot  their  respective  owners. 
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SCAMS 


ANATOMY  OF 
A  FRAUD 

How  Kurzweil's  straight-arrow  CEO  went  awry 


On  September  11,  Bernard  F. 
Bradstreet  will  stand  before  a 
federal  judge  in  Boston  to  re- 
ceive a  dubious  distinction  ac- 
corded only  a  handful  of  his  fellow  Har- 
vard business  school  graduates:  He  will 
be  sentenced  to  jail. 

The  51 -year-old 
former  president 
and  co-chief  execu- 
tive  of  Kurzweil 
Applied  Intelligence 
Inc.  was  convicted 
in  May  of  master- 
minding an  aston- 
ishingly blatant  ac- 
counting  fraud  at 
Kurzweil,  a  small  but 
leading-edge  player 
in  computerized 
speech  recognition 
based   in  Waltham, 
Mass.  With  Brad- 
street  at  the  helm,  the 
company  booked  millions 
of  dollars  in  phony  sales  in  the  two-year 
period  straddling  its  August,  1993,  initial 
public  offering.  Although  supposedly  sold 
to  customers,  the  goods  instead  were 
shipped  to  a  local  warehouse,  where  they 
gathered  dust. 

BILKED  INVESTORS.  To  hide  the  scheme 
from  outside  auditors,  prosecutors  con- 
tended, Bradstreet  and  other  managers 
forged  customer  signatures,  altered  or 
concealed  crucial  documents,  and  sur- 
reptitiously shifted  unsold  goods  be- 
tween warehouses.  The  scheme  allowed 
Kurzweil  to  show  profits  when  it  was 
really  losing  substantial  amounts  of 
money,  in  effect  bilking  the  investors 
who  plowed  $24  million  into  the  compa- 
ny's stock  offering.  When  the  fraud  was 
finally  exposed  in  mid-1994,  the  bottom 
dropped  out  of  Kurzweil's  stock.  From  a 
high  of  21  in  late  1993,  the  stock  has 
sunk  to  about  2%,  and  the  company  is 
still  struggling  to  recover. 

Despite  the  enormity  of  the  chi- 
canery and  the  large  number  of  em- 
ployees involved,  it  eluded  not  only  au- 


ditors but  also  Kurzweil's  outside  di- 
rectors and  Robertson,  Stephens  &  Co., 
which  underwrote  the  IPO.  In  hindsight, 
these  external  watchdogs  missed  tell- 
tale signals,  including  soaring  receiv- 
ables. But  it's  often  difficult  to  uncover 
fraud 


case.  Even  had  the  fraud  succeedec 
there  was  no  big  payday  in  store  fc 
Bradstreet:  He  owned  just  3.4%  of  tl 
company,  worth  barely  $1  million  at  thfl 
time  of  the  ipo. 

"clear-cut  case."  On  the  witnes 
stand,  Bradstreet  admitted  the  companj 
had  improperly  accounted  for  some 
its  sales.  But  he  contended  the  error 
were  the  responsibility  of  underling 
and  said  he  didn't  know  about  the 
parent  fraud  until  the  very  end.  Prose 
cutors  undermined  that  argument  with 
raft  of  evidence  and  the  testimony 
their  star  witness,  former  Kurzwel 
Treasurer  Debra  J.  Murray.  A  quiet  seq 
retarial  school  graduate,  Murray 
worked  closely  with  Bradstreet  for 
years.  She  testified  in  mind-numbinl 
detail  that  her  former  boss  had 


Top  managers 


quit  Kurzweil  in  wake  of  an 


By  Ronald  Rosenberg 

SUWK  STAFF 
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£  aaerresut.ng  its  earnings 
quarters  ending  Oct  3? 

Resigning  along  witi 
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pany  said  David  Earl, 
ations.  was  fired .  Atjjul 
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perpetrated  by  top  management.  And 
in  the  Kurzweil  case,  detection  was 
made  harder  by  the  willingness  of 
executives  to  brazenly  lie  and  forge 
documents. 

The  involvement  of  Bradstreet  in  this 
sordid  affair  is  especially  bizarre.  A  for- 
mer Marine  fighter  pilot  who  favored 
short  hair  and  buttoned-down  shirts, 
Bradstreet  struck  numerous  associates 
over  his  20-year  career  as  the  epitome 
of  an  honest  and  straightforward  exec- 
utive. "He  was  a  highly  ethical  family 
man,"  recalls  Richard  B.  Goldman,  a 
former  chief  financial  officer  at  Prime 
Computer  Inc.,  where  Bradstreet 
worked  as  treasurer  from  1979  to  1985. 
"Certainly,  the  guy  I  knew  wouldn't 
knowingly  perpetrate  the  kinds  of  tilings 
he  has  been  accused  of." 

Indeed,  Bradstreet's  apparent  role  in 
the  fraud  seems  to  defy  logical  expla- 
nation. With  his  background,  he  should 
have  realized  that  such  a  crude  scheme 
would  inevitably  be  uncovered.  And  the 
usual  explanation  for  such  events — 
greed — doesn't  seem  convincing  in  this 


**** 


a*oi 


directed  or  approved  almost  every  ste]  r 
of  the  fraud. 

Jeffrey  B.  Rudman,  a  senior  attor 
ney  at  Hale  &  Dorr  in  Boston  whi 
headed  an  investigation  into  the  frau< 
for  Kurzweil's  outside  directors,  call: 
the  scheme  "the  most  clear-cut  eas< 
with  which  I've  ever  been  involved.  Th< 


90  BUSINESS  WEEK  /  SEPTEMBER  16.  1996 


ragedy  is  that  a  very  honorable  and 
;ood  man  did  something  inexplicable  in 
ght  of  his  history.  That's  what  makes  it 
o  painful.  What  went  wrong?" 

Besides  Bradstreet,  at  least  10  other 
mployees  were  directly  or  tangentially 
wolved.  One  junior  accounting  staffer 
ven  dummied  up  a  phony  logbook  to 
elp  fool  auditors,  using  three  different 
iks  to  escape  detection.  Several  sales- 
len  testified  they  forged  documents  and 
thenvise  aided  in  the  scheme.  But  none 
f  these  low-level  staffers  were  charged, 
nstead,  prosecutors  used  their  testimo- 
y  to  snare  the  big  fish.  Former  Vice- 


But  how  did  the  Kurzweil  team  go  from 
bending  to  shattering  the  rules? 

Unfortunately,  the  deepest  motiva- 
tions of  the  key  players  can  only  be 
surmised.  Through  their  attorneys, 
Bradstreet  and  Campbell  declined  to  be 
interviewed  for  this  article,  and  Mur- 
ray also  demurred.  But  thousands  of 
pages  of  trial  transcript,  plus  interviews 
with  numerous  participants,  provide  an 
extraordinarily  detailed  picture  of  how  a 
promising  young  company  derailed. 
"SQUEAKY-CLEAN."  The  kurzweil  saga 
starts  with  the  company's  founder,  Ray- 
mond C.  Kurzweil,  now  48.  A  computer 
prodigy,  at  age  28  he  invented  a  ma- 
chine that  could  scan  printed  material 
and  read  it  aloud  to  the  blind,  using 
synthesized  speech.  In  1982,  he  found- 
ed Kurzweil  Applied  Intelligence  to 
commercialize  his  speech-recognition 
research,  in  this  case  using  computers 
to  transform  spoken  words  into  printed 
text.  The  idea  was  sexy  enough  to  at- 
tract some  big-name  backers,  including 
Harvard  University's  endowment  fund 
and  Xerox  Corp.'s  venture-capital  arm. 

Meanwhile,  Bradstreet  was  compiling 
an  impressive  resume.  After  attending 
Harvard  College  on  an  rotc  scholarship, 


Looking  for  a  more  entrepreneurial 
career,  Bradstreet  jumped  to  Kurzweil 
in  1985  as  chief  financial  officer.  At  the 
time,  the  company  had  only  a  few  dozen 
employees  and  almost  no  revenues. 
Bradstreet  soon  realized  that  the  com- 
pany's technology,  though  promising, 
was  too  costly  and  underdeveloped  for 
the  broad  electronic-dictation  market. 
Bradstreet  persuaded  the  company  to 
focus  on  the  medical  field,  using 
Kurzweil  gear  to  help  doctors  dictate 
electronic  medical  records.  Gradually, 
Bradstreet  took  on  bigger  roles,  first 
as  president,  then  as  co-ceo  with  Ray 
Kurzweil,  while  also  retaining  his  cfo 
job.  By  1991,  he  was  in  charge  of  all 
day-to-day  operations. 

Progress  in  penetrating  the  medical 
market  was  far  slower  than  anticipated, 
in  part  because  the  technology  was 
tricky  to  perfect.  But  by  early  1992,  in- 
siders had  a  feeling  Kurzweil  was  on 
the  verge  of  a  breakthrough.  The  com- 
pany had  moved  into  the  black,  post- 
ing "a  slim  profit  of  $111,000  in  1991  on 
revenues  of  $10.5  million. 

Both  Bradstreet  and  Ray  Kurzweil, 
who  remained  co-ceo  until  1994  but  was 
concerned  chieflv  with  technical  mat- 


The  tragedy  of  Bradstreet,  "a  very  honorable  and 
good  man,"  baffles  associates.  "What  went 
wrong?"  asks  an  outside  Kurzweil  attorney 
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he  spent  five  years  as  a 
Marine  fighter  pi- 
lot and  air  com- 
bat instructor 
during  the  Viet- 
nam War,  becom- 
ing a  captain. 
Then  came  Har- 
vard B-school, 
where  former 
I  classmates  remem- 
ber  "Brad"  as 
hard-working  and 
unusually  devoted  to 
his  wife,  Carol.  "He 
was  honorable,  de- 
cent, steady,  and 
straight  as  rain,  not 
flashy  at  all,"  recalls 
Marguerite  A.  Piret, 
a  fellow  1974 
graduate. 
After  a  stint  as  a 
loan  officer  at  First 
National  Bank  of 
Chicago,  Bradstreet  in  1979 
took  the  treasurer's  job  at  Prime.  There, 
he  struck  co-workers  as  hyperconserva- 
tive.  "Bernie  was  squeaky-clean,"  says 
John  R.  Colbert,  who  worked  under 
Bradstreet  as  assistant  treasurer.  "He 
didn't  even  swear." 


ters,  were  itching  to  take  the  company 
public.  But  according  to  the  testimony  of 
several  Kurzweil  employees,  Bradstreet 
was  convinced  the  company  needed  to 
post  six  straight  quarters  of  improving 
results  to  make  the  ipo  happen.  Trouble 
was,  Kurzweil's  systems  were  a  diffi- 
cult sell,  requiring  big  financial  commit- 
ments from  hospitals  to  a  completely 
new  technology. 

Kurzweil's  slow  slide  into  fraud  stall- 
ed in  a  fairly  innocuous  manner  during 

1991,  Murray  testified.  If  a  quarter  was 
ending  but  a  sales  rep  needed  a  few 
days  to  cement  a  sale,  she  said,  Brad- 
street began  allowing  the  company  to 
book  the  revenue  a  bit  early.  Instead  of 
being  shipped  to  the  customer,  the 
goods  were  "temporarily"  stored  at  a 
Chelsea  (Mass.)  warehouse  called  fob 
America  until  the  order  was  signed.  Un- 
der generally  accepted  accounting  prin- 
ciples, a  sale  can  only  be  counted  when 
goods  leave  the  company's  premises  en 
route  to  the  customer.  But  the  maneu- 
ver was  impossible  to  detect  as  long  as 
the  sale  was  consummated  quickly. 

As  sales  proved  harder  to  get  during 

1992,  the  company  relaxed  its  policy  to 
allow  sales  to  be  booked  two  weeks  ear- 
ly. And  by  the  following  year,  Murray 
testified,  the  rules  were  stretched  until 
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"the  whole  policy  basically  went  out  the 
window  and  [we  did]  whatever  was  nec- 
essary to  book  the  revenue." 

Aggressive  accounting  started  to  veer 
into  chicanery.  The  turning  point  may 
have  come  in  the  final  hours  of  Dec.  31, 
1992.  With  the  company  still  short  of 
its  quarterly  targets,  Campbell  was 
pressuring  Atlanta  salesman  James  Has- 
brouck  to  seal  two  orders 
from  Georgia  hospitals.  Al- 
though Hasbrouck  testified 
he  told  Campbell  the  cus- 
tomers weren't  ready  to 
sign,  Campbell  kept  push- 
ing, and  the  salesman 
eventually  forged  both  cus- 
tomers' names  on  sales  pa- 
pers and  faxed  them  to 
Campbell. 

Soon  after,  Murray  tes- 
tified, Campbell  came 
charging  into  her  office  with  the 
$221,000  in  ersatz  orders.  Campbell  con- 
fided to  her  about  the  forgeries,  saying 
Hasbrouck  needed  more  time  to  "clean 
up  the  paperwork."  Murray  informed 
Bradstreet,  she  testified,  and  he  told 
her  not  to  worry — although  Bradstreet 
countered  in  court  that  he  didn't  know 
about  the  forgeries.  Murray  posted  the 
transactions. 

Yet  Hasbrouck  never  did  secure  the 
deals.  Murray  testified  that  she  repeat- 
edly asked  Bradstreet  what  to  do  about 
the  now  bogus  sales,  but  he  told  her  to 
keep  the  sales  on  the  books  because 
Kurzweil  "needed  to  meet  [a]  certain 
revenue  number  in  order  for  the  public- 
offering  to  continue."  The  equipment 
sat  in  storage  until  the  fraud  was  un- 
covered nearly  17  months  later. 

Ethics  experts  say  the  decision  to 
keep  the  phony  revenues  may  have 
arisen  from  a  misguided  sense  of  loyalty. 
"Executives  in  this  type  of  situation  often 
have  an  emotional  investment  in  the 
company,"  says  Barbara  Ley  Toffler,  who 
heads  an  ethics  consulting  unit  at  Arthur 
Andersen  &  Co.  "They  have  all  this  won- 
derful stuff  to  offer  the 
world.  So  they  rationalize. 
They  say,  'We'll  do  this  tem- 
porarily, and  that  will  give 
us  time  to  make  it  all  come 
out  right.'  But  instead,  they 
dig  themselves  in  deeper." 

Not  long  after,  the  fakery 
nearly  caused  the  scheme  to 


prematurely  unravel.  As  pait  of  the  an- 
nual audit,  Coopers  &  Lybrand  accoun- 
tants sent  letters  to  both  customers, 
asking  for  confirmation  of  the  orders. 
After  Murray  put  pressure  on  Has- 
brouck to  find  a  solution,  the  salesman 
testified,  he  retrieved  the  unsigned  con- 
firmation letter  from  one  of  the  cus- 
tomers, again  forged  the  signature,  and 
faxed  it  to  the  auditors. 
Bradstreet  and  Camp- 
bell knew  about  this 


document."  This  side  letter  meant  tha 
the  customer  hadn't  actually  agreed  t 
buy  anything.  But  Bradstreet  told  Mur 
ray  to  book  the  sale  as  a  done  deal.  H 
never  showed  her  the  side  letter,  sh 
testified,  and  the  transaction  didn't  clos 
until  the  following  year.  At  the  tria 
Bradstreet  defended  his  decision.  Bu 
he  conceded  nailing  down  the  details  o 
the  sale  took  longer  than  he  expected. 

On  Aug.  24,  the  ipo  finally  closed.  In 
vestors  paid  $10  apiece  for  2.4  millio 


PHANTOM  ORDERS 

With  sales  slowing,  Kurzweil  shipped 
unsold  goods  to  a  local  warehouse,  but 
booked  the  shipments  as  actual  sales 
before  and  after  its  August  1993  IPO 


lil'liN'MilM'/ 


Auditors  were  misled  by 
the  forged  signature  of 
David  Spearin,  a  former 
HMO  marketing  rep 
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maneuver,  Murray  testified.  The  unwit- 
ting auditors  gave  Kurzweil  a  clean  bill 
of  health. 

With  the  ipo  planned  for  the  sum- 
mer of  1993,  the  first  quarter  of  the 
new  fiscal  year  would  be  the  final  one 
listed  in  the  prospectus.  But  once  again, 
sales  were  slow,  and  Murray  testified 
that  Bradstreet  authorized  her  to  book 
another  series  of  questionable  deals. 
PAPER  TRAIL.  Late  on  the  final  after- 
noon of  the  quarter,  with  revenues  still 
behind  target,  Bradstreet  made  a  move 
that  for  the  first  time  linked  him  di- 
rectly to  the  fraud's  paper  trail.  To  re- 
assure another  customer,  Bradstreet 
hurriedly  signed  and  faxed  a  letter  that 
a  $450,000  order  would  be  "contingent 
on  our  mutual  agreement  of  the  final 


shares,  35%  of  the  company's  stock 
Bradstreet  sold  $115,000  worth  of  his] 
own  shares.  Although  associates  saj 
Bradstreet  didn't  live  an  extravagant 
lifestyle,  there  were  signs  he  might  have 
needed  the  money.  On  his  $200,000  an- 
nual salary,  he  was  paying  private-schoo 
tuition  for  his  three  children.  And  coun- 
ty records  show  that  he  had  been  bor- 
rowing money  by  increasing  the  mort- 
gage on  his  house,  a  five-acre  spread  ir 
the  tony  suburb  of  Sudbury.  The  mort 
gage  started  at  $220,000  in  1983;  by  th( 
early  1990s,  it  was  up  to  $448,000. 

How  did  Bradstreet  hope  to  get  out 
of  this  mess?  The  most  likely  explana- 
tion, say  outside  experts,  is  that  he  wa 
counting  on  a  surge  in  revenues  so  th 
company  could  continue  to  show  growt 
over  its  prior  (inflated)  quar 
terry  numbers.  He  presum 
ably  also  hoped  the  sale 
force  could  find  customer 
for  the  excess  goods  sittin 
at  fob  America. 

Neither  one  happened.  In 
stead,  prosecutors  charge 
that  about  two  dozen  mor 
improperly-recorded  sale 
were  used  to  pump  up  rev 
enues  in  the  next  thre 
quarters  of  the  fiscal  yea 
ended  Jan.  31,  1994.  Trial  ev 
idence  suggests  that  of  th 
$18.4  million  in  sales  record 
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ed  by  Kurzweil  that  year,  at  least  S6.3 
million  should  not  have  been  included. 
Through  it  all.  Bradstreet  continued  to 
present  a  picture  of  confident  leader- 
ship. He  hosted  informal  weekly  lunch 
meetings  for  the  entire  staff  and  never 
gave  a  clue,  say  employees,  that  any- 
thing was  other  than  rosy. 
PURGING  FILES.  With  the  next  big  audit 
looming  in  early  1994.  Murray  instructed 
her  staffers  to  purge  files  of  compromis- 
ing material.  She  testified  that  she  also 
was  very  concerned  about  a  transaction 
booked  the  prior  July  involving  Florida 
Health  Care  Inc..  a  health  maintenance 
organization  in  Daytona  Beach.  Fla.  A 
marketing  rep  then  at  the  hmo.  David 
W.  Spearin,  had  expressed  interest  in 
buying  Kurzweil  gear,  but  the  deal  nev- 
er went  anywhere.  Unbeknownst  to  him. 
Kurzweil  had  processed  a  S274.000  sale 
to  his  company — without  a  shred  of  pa- 
perwork to  back  it  up. 

Just  before  the  audit.  Murray  said, 
she  told  Bradstreet  they  couldn't  face 
the  auditors  without  a  signed  order 
from  Florida  Health  Care.  She  testified 
that  he  told  her  to  give  the  papers  to 
Campbell.  The  next  morning,  they  ap- 
peared in  her  in-box,  signed  "Dave 
Spearin."  The  handwriting.  Murray  tes- 
tified, appeared  to  be  Campbell's.  After 
the  auditors  picked  Florida  Health  Care 
for  a  confirmation  letter.  Murray  says, 
Campbell  again  stepped  in,  and  the  let- 
ter was  signed  in  the  same  handwriting. 

All  this  came  as  a  shock 
to  Spearin,  who  says  the 
signatures  are  a  far  cry 
from  his  usual  scrawl.  The 
whole  thing,  he  says,  "is 
crazy.  We  never  even  came 


tors  found  the  invoice,  he  quizzed  Murray, 
and  she  told  him — for  the  first  time — 
about  the  huge  amount  of  merchandise  at 
fob  America.  He  decided  to  secure  the 
goods  by  moving  them  until  they  could 
be  properly  accounted  for.  But  prosecu- 
tors poked  holes  in  this  account,  pointing 
out  he  failed  to  alert  auditors  or  the 
board  about  the  hidden  computer  gear. 


tire  accounting  staff  and  most  of  t 
sales  force.  The  scandal  nearly  dev; 
tated  the  company.  Unsure  wheth 
Kurzweil  would  survive,  custome 
slowed  orders  to  a  crawl. 

New  ceo  Thomas  E.  Brew  Jr..  a  c 
sis  specialist  brought  in  the  day  Bra 
street  resigned,  is  still  struggling 
turn  the  situation  around.  A  few  mont 


Todav,  founder  Rav  Kurzweil  savs  he  still  can't 
fathom  why  colleagues  with  whom  he  worked 
closely  for  years  could  have  resorted  to  fraud 


Kurzweil  (left)  and 
new  CEO  Brew  are 
still  struggling  to 
close  to  buying  this  equip-  move  the  company 

ment."  He.  too.  testified  for  mto  fog  black 
the  prosecution. 

But  it  was  a  seemingly  innocuous  slip 
of  paper  that  finally  brought  the  cur- 
tain crashing  down.  On  April  14.  a 
Coopers  &  Lybrand  staffer  was  rou- 
tinely checking  shipping  invoices  from 
fob  America  when  he  noticed  a  charge 
for  nine  months'  storage  on  an  order 
that  was  supposed  to  have  been  shipped 
the  prior  April.  The  auditors  confronted 
Bradstreet  and  Murray,  who  told  them 
it  must  be  a  mistake.  Undeterred,  the 
auditors  demanded  a  list  of  everything 
stored  at  fob  America.  A  panicked  Mur- 
ray said  she  told  Bradstreet  that  the 
auditors  might  suddenly  show  up  at  fob 
America,  and  they  needed  to  move  the 
goods  to  a  new  hiding  place.  The  next 
day.  the  goods  were  shifted  to  a  ware- 
house on  Cape  Cod. 

Bradstreet 's  explanation  was  quite  dif- 
ferent. He  testified  that,  after  the  audi- 


The  outside  directors, 
meanwhile,  called  in  Hale  & 
Doit  to  investigate.  But  even 
with  auditors  and  attorneys 
crawling  all  over  Kurzweil 
headquarters.  Bradstreet 
kept  his  fighter-pilot  cool.  Ac- 
cording to  Murray,  he  began 
planning  to  bring  the  still  hid- 
den goods  back  to  Kurzweil.  hoping  to 
pretend  they  had  been  returned  by  cus- 
tomers. Murray,  however,  was  getting 
cold  feet.  She  testified  that  she  told  Brad- 
street she  wouldn't  help.  "Isn't  it  a  little 
late  for  that?"  she  recalled  him  replying. 
TEARS.  The  lawyers  were  making  little 
headway  until  they  got  a  huge  break. 
On  May  17.  Murray  confessed  every- 
thing in  an  interview  with  Hale  &  Doit. 
Merriann  Panarella.  the  Hale  &  Don- 
attorney,  vividly  recalls  Murray  calmly 
producing  a  chart  detailing  every  ques- 
tionable transaction.  It  was.  she  recalls, 
"one  of  the  most  poignant  moments  I've 
ever  had  practicing  law.  Both  of  us  were 
on  the  verge  of  tears." 

A  few  days  later.  Bradstreet.  Mur- 
ray, and  Campbell  were  forced  to  re- 
sign by  the  board.  Among  the  casualties 


in  the  ensuing  purge  were  Murray's  en- 


ago.  Kurzweil  launched  two  new  sof 
ware  products  as  advanced  as  anythir 
on  the  market.  Brew  predicts  the  cor 
pany  will  move  into  the  black  next  yea 
"We're  confident  we've  put  the  accoun 
ing  irregularities  behind  us,"  he  says. 

Of  the  top  managers,  only  Ra 
Kurzweil  remains  with  the  company,  a 
beit  as  chief  technical  officer,  not  a 
ceo.  Murray  told  the  fbi  she  thougl 
Kurzweil  was  aware  of  questionable  a 
tivity,  but  he  vehemently  denied  it.  an 
prosecutors  apparently  concluded  he  h£ 
no  direct  involvement.  Today,  he  says  1 
still  can't  fathom  why  colleagues  wit  1 
whom  he  had  worked  closely  for  yea]  | 
could  have  resorted  to  fraud. 

As  for  Bradstreet  and  Campbel 
they  face  almost  certain  jail  time.  Sei 
tencing  guidelines  call  for  Bradstret 
to  receive  up  to  10  years,  while  Camj 
bell  could  get  nearly  six.  Most  ot 
servers  expect  the  judge  to  be  somt 
what  lenient,  given  the  pair's  previousl 
spotless  records.  But  Bradstreet.  in  pa) 
ticular.  should  have  plenty  of  time  b( 
hind  bars  to  ponder  a  question  the 
only  he  can  answer:  What  went  wrong 
By  Mark  Maremor 
in  Waltkam,  Mas. 
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What  you  never  thought  possible. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


PENNEY'S  MAY  GULP 
DOWN  GENOVESE 

Genovese  Drug  Stores  (gdxa)  lias 
caught  the  eye  of  sharp  investors, 
after  years  of  neglect  by  the  Street. 
Class  A  shares  of  the  discount  chain, 
whose  121  stores  are  mainly  in  New 
York,  have  been  rising  all  summer  and 
stand  at  12M,  up  from  8%  in  late  June. 

What's  cooking  at  Genovese?  Well, 
on  Aug.  28  it  reported  record  second- 
quarter  earnings  of  16c  a  share,  up 
33%  from  the  similar  quarter  of  1995. 
But  the  real  reason  for  the  run-up  is 

RUMORS  FUEL  A  RUN-UP 


GENOVESE 

EARNINGS 
PER  SHARE 

STOCK  PRICE 

WEEKLY  CLOSE  ^ 

1   I    1998  Est. 

90  e 

1997  Est 

80c 

i  , 

69c 

1995 

84c 

SEPT  3 


"  APR.  1.  '96 
A  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS,  ZACKS  INVESTMENT  RESEARCH 

talk  that  Genovese  will  be  the  next 
buyout  in  this  consolidating  industiy. 

Betting  big  on  that  premise  is  Mike 
Kicera  of  mrk  Capital  Management,  a 
New  York  investment  firm.  Kicera  says 
that  Genovese  shares  are  worth  18  to 
22  in  a  takeover,  based  on  the  valuation 
used  in  recent  drugstore  buyouts. 

Kicera  has  been  an  astute  player  in 
drugstore  stocks.  In  the  Jan.  8  Inside 
Wall  Street  column,  Kicera  predicted 
that  Fay's,  a  272-store  drug  chain,  was 
ripe  for  a  takeover.  In  July,  retailer 
J.  C.  Penney  agreed  to  purchase  Fay's 
for  $285  million  in  stock. 

Penney 's  is  a  likely  buyer  for  Gen- 
ovese, too,  says  Kicera.  Penney's  al- 
ready owns  $1.9  billion  Thrift  Drug 
Stores — just  9%  of  Penney's  sales. 
Kicera  believes  that,  after  completing 
the  Fay's  acquisition,  Penney's  will  go 
after  Genovese,  whose  stores  are  in 
the  midst  of  the  East  Coast  markets 
served  by  Thrift  Ding  and  Fay's. 

"Genovese  will  be  a  logical  fit  for 
Thrift  not  only  because  of  the  location 
factor  but  also  because  of  its  similari- 
ties to  Fay's,"  says  Kicera.  He  notes 
that  before  it  was  acquired.  Fay's  sold 


off  non-drugstore  assets  to  make  the 
company  a  pure  play  in  the  drugstore 
business.  Similarly,  Genovese  recently 
sold  its  non-dnigstore  operations.  And 
like  Fay's,  Genovese  is  controlled  by 
the  founding  family,  which  owns  about 
60%  of  the  stock.  "That  will  make  it 
easier  to  do  a  friendly  deal,"  notes 
Kicera.  Spokesmen  for  both  Genovese 
and  Penney's  declined  comment. 

Of  course,  any  deal  will  come  under 
antitrust  scrutiny.  In  July,  for  instance. 
Rite  Aid  aborted  its  $1.8  billion  acqui- 
sition of  Revco  after  authorities  ques- 
tioned the  deal  on  antitrust  grounds. 
Kicera  doesn't  think  a  Penney  acquisi- 
tion of  Genovese  will  have  such  diffi- 
culties, since  the  combined  companies 
would  not  dominate  their  markets. 

OPEN  WIDE  AND  SAY 
HOOPER  HOLMES 

I  f  you've  had  a  life-insurance  physical 
■  lately,  chances  are  good  the  doctor 
or  nurse  who  performed  the  examina- 
tion worked  for  Hooper  Holmes  (hh). 
Sure,  the  business  is  mundane,  but  it's 
a  critical  service.  Demand  for  these 
exams  is  strong  and  getting  stronger. 
Hooper,  with  200  branch  offices,  com- 
mands 35%  of  the  market. 

The  stock  has  moved  up  as  the 
smart  money  caught  on.  The  shares 
hit  13%  on  July  2,  up  from  8,  where  it 
had  been  stuck  in  previous  months. 
Now  at  12^,  the  stock  has  some  big  in- 
vestors buying,  figuring  it  could  move 
up  to  20  in  a  year. 

In  general,  life  insurers  haven't  re- 
quired exams  unless  an  applicant  was 
applying  for  a  policy  with  benefits 
above,  say,  $200,000.  But  now,  insurers 
are  starting  to  lower  the  level  and  re- 
quire more  exams  to  get  a  better  han- 
dle on  the  liabilities  they  face.  Some 
major  players  may  even  start  to  re- 
quire physicals  of  all  applicants.  Such  a 
trend  plays  right  into  Hooper  Holmes' 
strengths.  The  Hooper  bulls  also  ar- 
gue that  introduction  of  Confide,  John- 
son &  Johnson's  do-it-yourself  aids  test 
kit,  will  prompt  insurers  to  do  more 
exhaustive  screening.  They  say  insur- 
ers are  worried  that  those  testing  pos- 
itive for  the  aids  virus  will  seek  poli- 
cies that  don't  require  exams. 

As  a  result.  Hooper's  business  should 
zoom,  says  analyst  Greg  Simpson  of 
A.  G.  Edwards  &  Sons.  Insurers,  on 
average,  test  only  about  1  applicant  in 
10.  "If  that  number  moves  closer  to  2 
in  10,  the  revenue  jump  for  Hooper 


will  be  tremendous,"  says  a  Hoope 
insider.  So  Simpson  has  upped  his  earn 
ings  estimates:  For  1996,  he  sees  58(2  a 
share,  and  for  1997,  85<2.  In  1995,  Hoop- 
er earned  25<Z  a  share. 

GIANT  FOOD:  GOOD 
ENOUGH  TO  EAT? 

Big  investors  have  been  addin 
shares  of  Giant  Food  (gfsa)  to  the' 
shopping  carts.  In  part,  they're  takin 
a  cue  from  British  food  retailer  J 
Sainsbury,  which  recently  increased  it~ 
stake  from  17%  to  20%  of  Giant's  Clas 
A  shares.  Sainsbury  already  owns  50% 
of  Giant's  voting  stock.  The  buzz  i 
that  before  long  the  British  grocer 
opt  to  buy  the  entire  company.  Th 
stock  sells  at  33%  and  is  up  about  8% 
so  far  this  year. 

One  ardent  Giant  fan  is  investo- 
Mario  Gabelli,  who  continues  to  add  t 
his  nearly  5%  stake.  Gabelli's  associ 
ates  insist  he  owns  the  stock  becaus 
of  the  value  he  sees  in  the  busines 
and  not  because  of  a  possible  takeover, 
Giant  operates  166  supermarkets,  main 
ly  food-and-dmg  combinations  in  Wash 
ington  and  Baltimore.  Giant  rang  u" 
sales  of  $3.8  billion  last  year,  and  ana 
lysts  expect  revenues  to  hit  $4  billio 
this  year  and  $4.3 


RIPE  FOR  A  BITE 
FROM  SAINSBURY 


billion  in  1997.  Gi- 
ant, it  is  project- 
ed, will  earn  $1.65 
a  share  this  year 
and  $2  next  year. 

Some  pros  see 
Giant  bought  out 
for  around  40  a 
share — provided 
that  Sainbury 
buys  the  shares  it 
doesn't  already 
own.  "Given  the 
improving  super- 
market sales  and 
earnings,  plus  the 
takeover  kicker, 
the  stock  is  an  opportunity  where  th 
downside  risk  seems  rather  low,"  say 
one  New  York  investment  banker.  H 
adds  that  as  the  price  continues  t 
creep  up,  the  momentum  players  an 
hot-money  players  will  jump  in  befor 
a  deal  comes.  From  the  way  Sainsbi 
has  been  buying  up  shares,  "it  become 
more  obvious  that  the  British  firm  h 
clearly  defined  plans  for  a  takeover,"  h 
says.  A  spokesman  for  Giant  Foods  d 
clined  comment  on  the  potential  for 
takeover. 
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ELECTRONIC  COMMERCE 

THE  NEW 
l-WAY  HOG:  IBM 

Big  Blue's  strategy:  Blow  'em  all  off  the  road 


For  IBM,  running  the  computer  sys- 
tems at  the  Olympics  was  sup- 
posed to  be  a  great  opportunity 
to  showcase  the  computer  giant's 
budding  Internet  skills.  IBM's  Atlanta 
performance  did  generate  headlines 
around  the  world — only  they  were  for  a 
glitch-ridden  system  that  couldn't  get 
scores  or  accurate  statistics  to  news  or- 
ganizations on  time. 

That  is  just  what  IBM  didn't  need. 
While  the  browser  battle  between 
Netscape  Communications  Coip.  and  Mi- 
crosoft Corp.  was  grabbing  all  the  head- 
lines, IBM  had  spent  a  year  quietly  work- 
ing on  products  and  strategies  to  make 
good  on  Chainnan  Louis  V.  Gerstner  Jr.'s 
promise  of  making  the  company  a  leader 
in  network  computing.  "People  view  the 
Internet  as  a  two-horse  race  between 
Netscape  and  Microsoft,"  says  John  Mc- 
Carthy, an  analyst  with  market  re- 
searcher Forrester  Research  Inc.  The 
Olympics  were  supposed  to  showcase 
IBM's  growing  Web  abilities  and  help  it  el- 
bow into  that  two-way  race. 

Ironically,  despite  the  headlines,  the 
Olympic  system  may  already  be  helping 
IBM  prove  its  Web  bona  fides.  The  scoring 
system  was  just  one  of  10  projects  that 
IBM  was  responsible  for  as  the  technology 
coordinator  for  the  Olympics.  All  the  oth- 
ers worked  with  hardly  a  hitch. 

IBM's  Internet  setup  in  Atlanta,  in 
fact,  was  one  of  the  most  ambitious  Web 
sites  ever  built.  On  each  of  the  17  days 
of  the  Olympics,  an  average  of  10.6  mil- 
lion people  stopped  by,  and  on  Aug.  1,  17 
million  sports  fans  logged  in — twice  the 
number  of  subscribers  to  America  On- 


line, CompuServe,  and  Prodigy  Services 
combined.  IBM  computers  served  up  the 
equivalent  of  2  million  printed  pages  of 
scores  and  stats  per  day.  Meanwhile,  47 
digital  cameras  scattered  around  the 
games  captured  nearly  10  million  im- 
ages and  fed  them  over  the  Net  at  a 
rate  of  21,000  per  hour.  Another  IBM 
system  sold  100,000  tickets  and  souvenirs 
online,  raising  more  than  $5  million  for 
the  Olympics. 

WALL  STREET  BRIEFING.  These  systems 
impressed  the  pros.  "It  was  very  leading- 
edge  and  pretty  courageous,"  says  Fran- 
cis J.  Erbrick,  chief  information  officer  for 
United  Parcel  Service  Inc.  "They  proved 
that  they  had  the  capacity  to  pull  it  off." 
Even  Eric  E.  Schmidt,  chief  technology 
officer  of  rival  Sun  Microsystems  Inc., 
says  he  was  impressed:  "The  Web  stuff 
was  well  done." 

The  next  event:  a  series  of  Web  prod- 
uct introductions  beginning  Sept.  4  and 
continuing  all  fall.  First  up  will  be  a 
scheme  for  electronic  commerce,  including 
setups  for  customers  in  such  markets  as 
energy,  retailing,  and  banking.  On  Sept.  6, 
ibm  brass  will  brief  Wall  Street  on  their 
cyberspace  progress,  including  detail- 
about  the  massive  work  under 
way  to  employ  Sun's  popular 
Java  software  (page  100). 
The  company  will  also 
roll  out  software 


!  *  \ 


Web  sites  and  online  catalogs  and  pla 
to  market  an  under-$700  "Web  PC"  f 
corporate  customers.  And  on  Sept.  9,  IB 
is  expected  to  announce  its  plan 
fund — along  with  18  banks — a  hom 
banking  system. 

Getting  all  these  projects  off  t] 
ground  is  part  of  Gerstner's  strategy  f 
the  $72  billion  giant  to  catch  the  n€ 
working  wave  and  boost 


HEALTH  CA 


for  building 


FINANCE 


AUTONET  System  to  process 
and  approve  car  loans  in  min- 
utes. Developed  with  Chase 
Manhattan,  with  help  from  GE 
Capital  and  NationsBank,  it's 
being  tested  by  100  dealers 
around  New  York. 


HEALTH  DATA  NETVl 

A  set  of  network-basec 
vices  ranging  from  pat 
information  to  benefit 
dination.  So  far,  healtl 
providers  spanning  eig 
states  and  nearly  30, C 
physicians  use  the  sys 


RETAILING 


<  WORLD  AVENUE  An  electronic  mall 
for  online  shopping.  Scheduled  to  open 
in  the  fall  with  around  20  retailers.  Early 
tenants:  Robert  Waxman  Camera  and 
Express,  a  subsidiary  of  The  Limited. 


4 


98  BUSINESS  WEEK  /  SEPTEMBER  16.  1996 


jwth,  which  at  an  estimated  7%  in 
)6  still  lags  the  overall  computer  in- 
gtry.  The  worldwide  information-tech- 
logy  business — including  hardware, 
tware,  and  services — will  grow  10% 
/ear,  to  $1,238  trillion,  by  the  year 
X),  according  to  IBM.  About  half  of  that 
>wth — $404  billion,  IBM  reckons — will 
ne  from  network  computing  products 
and  services. 


ISTRIBUTION 


>  DISTRIBUTOR 

o  medium-size  business- 
>e  able  to  tap  the  power 
let  for  around  $100  a 
Slated  to  be  launched  in 
ber,  it  will  allow  compa- 
:arry  out  business-to- 
5  transactions. 


IBM  expects  to  reap  a  huge  dowry 
from  "the  marriage"  of  Net  and 
mainframe  technologies 


IBM  NET  STRATEGIST  WLADAWSKY-BERGER 

To  grab  its  share  of  that  growth,  the 
|  company  is  making  big  investments.  A 
new  division  is  creating  Internet  prod- 
ucts, and  a  quarter  of  IBM's  $5.5  billion 
research  and  development  budget  is  now 
earmarked  for  network-related  projects. 
IBM  has  also  funded  new  business  units 
aimed  at  helping  companies  analyze 
mainframe  databases  over  the  Internet 
and  helping  media  companies  put  con- 
tent onto  the  Web.  Meanwhile,  IBM's  Lo- 
tus Development  Corp.  subsidiary  has 
been  ordered  to  reorient  its  Notes  group- 
ware  for  the  Net. 

In  addition,  IBM  has  funded  dozens  of 
internal  Java-related  projects  and  is 
backing  a  venture  fund  for  Java  startups 
as  well  as  a  new  company  started  by 
Netscape  called  Navio  Communications 
Inc.  that  will  develop  Internet  software 
for  Net  PCs  and  consumer  products. 
Says  Schmidt:  "There's  no  question  these 
guys  are  moving  faster  than  they  ever 
have  in  the  past." 

Much  of  this  effort  is  aimed  at  ex- 
ploiting ibm's  unique  edge  over  other 
Web  wannabes:  its  lock  on  the  main- 
frames that  still  hold  the  most  vital  in- 
formation for  the  world's  biggest  com- 
panies. Merrill  Lynch  &  Co.  analyst 
Bruce  D.  Smith  figures  that  70%  of  the 
world's  corporate  data  is  stored  in  IBM 
computers.  "Not  everything  is  going  to 
migrate  off  the  mainframe,"  says  Smith. 
And  to  make  sure  customers  have  the 
horsepower,  on  Sept.  10,  IBM  will 
unveil  a  new  generation  of  pow- 
erful mainframes. 

ibm's  plan  is  to  use 
the  Web  to  unlock 


ENERGY 


PETROCONNECT ► 

Petroleum  companies  will 
be  able  to  tap  into  a  net- 
work service  to  buy  seismic 
and  other  data  electronical- 
ly, browse  petroleum- 
specific  Web  sites,  and 
even  lease  oil  rigs. 
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Data  locator 


that  mainframe  data 
for  new  electronic 
commerce  applications 
as  well  as  intranets, 
internal  corporate 
nets  that  use  the 
Web  format.  "The 
marriage  of  Internet 
technologies  with  the 
classic  information  technology  world  is 
where  IBM  could  have  huge  leadership," 
says  Irving  Wladawsky-Berger,  chief  In- 
ternet strategist  and  general  manager  of 
IBM's  Somers  (N.Y.)  Internet  Div. 

Take  what  IBM  has  done  at  American 
Airlines  Inc.  The  only  way  it  could  sell 
tickets  online  was  to  let  customers  reach 
into  the  sabre  mainframe-based  reser- 
vation system.  IBM  software  made  that 
possible,  says  John  Samuel,  a  managing 
director  for  American.  Because  the  setup 
is  cheaper  to  run  than  taking  reserva- 
tions over  the  phone,  the  airline  is  pass- 
ing savings  to  online  customers:  Each 
Wednesday  it  posts  fare  specials  for  the 
upcoming  weekend — only  available  on- 
line. So  far,  170,000  people  have  signed  up 
for  the  service.  "This  is  an  economic  way 
of  distributing  our  product,"  says  Samuel. 
SCOREKEEPING.  ibm's  homegrown  Inter- 
net software  efforts  include  something 
called  Web  Object  Manager  (wom).  De- 
veloped by  IBM  researchers,  wom  is  a 
key  technical  underpinning  for  electron- 
ic commerce  because  it  can  keep  track  of 
hundreds  of  tasks  or  transactions.  At 
the  Olympics,  for  example,  wom  was 
used  to  create  Web  pages  that  linked 
to  other  systems  where  scores  and  re- 
sults were  constantly  updated.  That  way, 
as  new  scores  came  in,  the  Web  page 
didn't  need  to  be  updated,  only  the  oth- 
er computers  with  the  data. 

To  build  a  market  for  wom  and  other 
IBM  technology,  the  company  is  follow- 
ing the  lead  of  Web  upstarts.  IBM  will 
let  researchers  download  new  software 
technology  free  from  a  special  alpha- 
Works  Web  site — the  way  Netscape 
launched  its  popular 
browser.  First  offerings 
will  include  some  wom 
technology  as  well  as  a 
program  called  Bamba 
for  delivering  audio  over 
the  Net.  "We  have  this 
whole  new  sense  of  any- 
thing we  invest  in:  You 
flood  the  market  in  any 
way  you  can  because 


% 


TRANSPORTATION 

AMERICAN  AIRLINES  ►  IBM  helped 
the  airline  tap  into  its  mainframe-based 
reservation  system  to  offer  ticketing  ser- 
vices via  the  Internet.  For  cybernauts 
only:  an  E-mail  list  every  Wednesday  of 
cheap  weekend  fares. 


Net  SAAver  Fares 


Airlines  Nvw  Not  .SAAver  r*aiwa  E  i 
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everything  moves  so  fast,"  says  William 
A.  Etherington,  general  manager  of  ibm's 
industry-specific  sales  units. 

By  far,  ikm's  biggest  bet  is  on  elec- 
tronic commerce.  Efforts  range  from  a 
virtual  mall  to  an  online  procurement 
system  that  is  being  tested  at  Eastman 
Kodak  Co.  and  NationsBank  Corp.  Mean- 
while, developers  are  helping  craft  elec- 
tronic commerce  setups  for  specific  in- 
dustries. There's  a  system  being  tested 
that  links  car  dealerships  to  banks  to 
provide  near-instant  loan  processing.  In 
the  energy  field,  IBM  is  building  a  net- 
work to  link  oil  companies  and  allow 
them  to  share  data. 

NEW  WALLET.  This  fall,  IBM  will  cut  the 
ribbon  on  World  Avenue,  its  virtual  mall. 
Merchants  in  the  mall  will  be  able  to 
list  then-  merchandise  in  a  single  data- 
base. Type  in  your  age  and  hobbies,  and 
the  system  will  zero  in  on  the  appro- 
priate wares  available  in  the  mall,  re- 
gardless of  retailer.  "Adding  some  con- 
venient factors  like  that  will  help  this 
take  off,"  says  Les  Duncan,  vice-presi- 
dent of  Express,  a  unit  of  The  Limited 
Inc.  "Just  putting  a  catalog  online  isn't 
veiy  exciting."  Based  on  early  tests,  Ex- 
press figures  it  will  get  enough  traffic  to 
break  even  in  six  months.  IBM  charges 


$30,000  to  set  up  shop  and  $2,500-a- 
month  "rent,"  and  collects  a  5%  fee  on 
all  transactions.  So  far,  only  three  re- 
tailers have  signed  on,  but  IBM  says  it's 
confident  it  will  have  20  companies  be- 
fore the  mall  goes  live  in  October. 

Another  IBM  ingredient  for  E-eom- 
merce  is  software  to  protect  against  on- 
line fraud  and  theft.  How?  With  an 
"electronic  wallet"  using  the  Secure 
Electronic  Transaction  (set)  standard 
and  so-called  certificate  of  authority  soft- 
ware to  verify  the  identity  of  partici- 
pants in  a  transaction.  The  wallet — a 
piece  of  software — will  be  available 
through  the  Internet  or  from  banks  of- 
feiing  Visa  and  MasterCard  credit  cards. 
At  online  retailers  that  accept  the  elec- 
tronic wallet,  consumers  will  be  able  to 
shop  and  have  payments  automatically 
put  on  their  credit  cards. 

How  quickly  will  any  of  these  initia- 
tives pay  off — and  help  IBM  achieve 
Gerstner's  growth  goals?  "You  don't  get 
rich  here  in  a  year  or  two.  Our  thinking 
allows  for  a  five-year  payback  on  invest- 
ment," says  Mark  N.  Greene,  an  ibm 
vice-president.  By  then,  ibm  may  stand 
for  Internet  Business  Machines. 

By  Ira  Soger  in  Somers,  N.  Y.,  with 
Nicole  Harris  in  Atlanta 


THE  BEGINNING  01 
A  BEAUTIFUL 
FRIENDSHIP  

How  did  ibm  become  a  Java  dei 
Java  fever  started  in  mid-199l{ 
among  ibm  researchers.  Wordj 
new  technology  from  Sun  Microsy 
Inc.  started  to  spread  after  a  soft\ 
expert  found  that  by  using  Java  h 
write  one  version  of  an  ibm  compvJ 
language  that  ran  on  many  operat 
systems,  so  he  didn't  have  to  rewn 
for  each.  Soon,  ibm  researchers  sai 
Java  also  might  help  them  to  solvJ 
of  their  most  pressing  problems:  d 
all  ibm's  incompatible  computer  lid 
work  together — and  with  other  co 
brands — on  networks,  including  thj 
Internet. 

It  didn't  take  long  for  the  mess 
move  from  research  to  the  top  re 
ibm  management,  where  ceo  Loui 
Gerstner  Jr.  was  gearing  up  for  a 
work  push.  By  September,  he  had 
briefed  by  Sun  President  Scott  G 
Nealy,  and  soon  after,  ibm  became 
the  first  licensees  for  Java. 
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Doubletree  Hotel  at  Post  Oak 
2001  Post  Oak  Boulevard 


October  12 


Washington,  DC 


Capital  Hilton 

1 6th  &  K  Streets,  NW 


October  25 
October  26 


Chicago 


Palmer  House  Hilton 
1 7  East  Monroe  Street 


November  2 


New  York 


Marriott  World  Trade  Center 
3  World  Trade  Center 


November  8 
November  9 


Angeles  Doubletree  Hotel,  L.A.  Airport         November  15 

5400  West  Century  Boulevard  November  16 


San  Francil 


Sheraton  Palace  Hotel 

2  New  Montgomery  Street 


November  22 
November  23 


Aiming  for  career  success?  At  the  MBA 
Forums,  you  hit  the  graduace  business  pro- 
grams that  match  your  individual  interests 
and  skills,  based  on  first-person  knowledge 

•  Meet  representatives  of  over  100  school: 
rather  than  reiving  on  rankings  alone 

•  8  U.S.  cities;  also  Pans,  Frankfurt, 
Tokyo,  Hons?  Kon^,  Seoul 

•  Information  about  courses,  entrance 
requirements,  financing  your  MBA,  and 
taking  the  GMAT 

•  Full-time,  part-time  or  executive  MBA 
programs  represented 

•  U.S.  forums  $5/ dav;  no  reservation  need* 

•  For  information,  call  800-537-7982  o 
visit  our  Web  site  MBA  Explorer; 
http:/ / www.gmat.org.  For  international 
sites/fees,  fax  (WiI-609-279-9149. 


What  IBM  Is  Doing  With  Java 

ving  all  major  IBM  operating       •  Collaborating  with  Sun 

stems  the  ability  to  run  any  Microsystems  to  speed  up  Java 

va  software  by  yearend  applications 
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3  the  computer  industry  buzzed 
ow  miniprograms,  known  as 
pplets,"  would  soon  be  zipping 
;he  Net,  IBM  focused  on  how  the 
:hnology  could  bring  all  sorts  of 
j  computers  into  the  networked 

ovember,  Senior  Vice-President 
.  Thompson,  IBM's  top  software 
died  Eric  Schmidt,  Sun's  chief 
)gy  officer.  An  excited  Thomp- 
lmidt  recalls,  said:  "There  are 
gger  opportunities  than  you 


guys  think."  For  example,  Java  could 
pave  the  way  to  electronic  commerce 
by  tapping  into  existing  corporate 
databases. 

CRACKING  THE  VAULT.  Soon  after  that 
call,  the  two  companies  broadened  their 
fresh  new  relationship  to  include  all 
sorts  of  collaborative  efforts  aimed  at 
using  Java  to  pry  data  from  mainframes 
for  wide  commercial  use.  IBM  is  working 
with  Sun  Microsystems  to  speed  the 
performance  of  Java,  developing  tools 
for  writing  more  software  for  Java,  and 


building  a  library  of  Java  programs  to 
provide  access  to  IBM  mainframe  data- 
bases. At  IBM's  lab  in  Hursley,  England, 
a  whole  new  unit  has  been  established 
that  is  devoted  to  Java  research. 

By  the  end  of  this  year,  IBM  plans  to 
have  Java  built  into  all  its  major  oper- 
ating systems — from  PCs  to  mainframes. 
Eventually,  says  Irving  Wladawsky- 
Berger,  general  manager  of  IBM's  Inter- 
net Div.,  every  one  of  the  company's  ap- 
plications will  use  Java,  "ibm's 
commitment  to  Java  is  second  only  to 
Sun's,"  says  Merrill  Lynch  &  Co.  ana- 
lyst Bruce  D.  Smith.  "They  view  Java 
as  a  potent  wedge  into  Microsoft's  Win- 
dows architecture." 

Just  how  far  Big  Blue  can  drive  into 
Microsoft  territory  remains  to  be  seen. 
But  in  the  next  few  weeks,  the  compa- 
ny will  begin  its  push  with  a  Java  ver- 
sion of  Microsoft  Corp.'s  Windows  3.1 
operating  system  that  the  company 
claims  will  be  ideal  for  helping  desktop 
computers  retrieve  data  from  main- 
frames. "We  are  going  to  be  the  people 
to  bring  Java  to  your  desktop,  not  Mi- 
crosoft," says  David  N.  Gee,  IBM's  Java 
marketing  manager.  If  he  can  deliver  on 
that  boast,  IBM  may  yet  see  its  Net 
dreams  come  true. 

By  Ira  Sager  in  Somers,  N.  Y. 


UT  YOUR  CABLE  COMPANY  LOOSE. 


you  were  ever  looking  for  a  better  place  to  buy  your  favorite  cable 
annels,  you  just  found  it 


>  called  DISH  Network  And  the  cost  of  a  satellite  TV  system  has 
ver  been  this  affordable  Now,  for  the  first  time,  you  can  own  a  com- 
ic state-of-the-art  18"  satellite  TV  system  for  only  $199  00.  That's 
tit,  $199.00!  And  you  will  own  the  best  digital  satellite  system  with 
;  most  affordable  programming 


It's  yours,  when  you  j&  subscribe  to  America's  Top  40"  TV 
channels  (including  The  Disney  Channel),  plus  30  DISH  CD  music 
channels,  fur  only  $300.00  a  year!  That  works  out  to  S2SOO  a  month, 
flunk  your  cable  company  can  come  close  to  matching  that'  N( )  WAV! 


Sin- 


lust  do  the  math.  S 199. 00  for  the  system.  $300.00  for  an  entire  year's 
programming  $499.00  to  have  it  all!  Crystal  clear 
pictures.  <  :D-quality  sound. You  gotta  love  it'  So  make  the  comparison. 
Then  make  the  call  to  DISH  Network 
Call  Now.  Limited  Time  Offer. 
0-day  monej  hack  guarantee,  http://www.dishnetwoik.coni 


TO  ORDER  YOUR  COMPLETE  SYSTEM  AND  A  YEAR  OF  PROGRAMMING  CALL:  |  ■800B333"DISH 


d.sll 

NETWORK 


^    •  The  Disney  Channel  •  ESPN  •  ESPN 2  •  E!  •  TNT  •  Nick  at  Nites  TV  Land 
:4  •  TBS  •  MTV  •  The  Family  Channel  •  A&E  •  Court  TV  •  CNN  •  CNN  Financial  News 


Nothing  Else  Compares"' 

Comedv  Central  •  Nickelodeon  •  Nick  at  Nite 


International 


Headline  News 
-  CNBC  •  QVC 

•  The  Cartoon  Network  •  Lifetime  •  Turner  Classic  Movies  •  YH1  •  WCN  •  Home  Shopping  Network  •  Country  Music  Television 
WTN  •  The  History  Channel  •  The  Weather  Channel  •  Home  lS:  Garden  T\  •  Food  Network  •  The  Travel  Channel  •  TBN  •  The  Nashville  Network  •  WPIX 


C-SPAN  •  KTIJV  •  The  Discovery  Channel  •  The  Learning  Channel  •  USA  Network  •  The  Sci-Fi  Channel 


1 ESPN2  programming  subject  to  c  hange  and  hlaeknul  restrictions,  and  is  licensed  separalch  fur  rrsiijcnli.il  and  commerc  ial  use  \ll  service  marks  and  trademarks  hi'luiig  In  (hinr  res|iec!iie  owners  \ll  prim  and  packages  are  sub|eel  Id  change  uillioi 

)le  for  single  l.inuh  duelling  m  .in  d  in  iht  I  niled  Males  and  it's  territories  and  possessions  Alt  DISH  Vhmrk  pmgran lining,  subscription  piogr.iii  n»  progran  ir.  packages.  pa\  pcf-vieu  seniles,  and  am  oilier  service  thai  \\v  provide1 1"  \nu 

r  agreement  which  is  available  10  you  upon  request  Broadcast  networks  are  oub  auilahle  Id  customer*  m  ihosc  l.nnled  areas  mil  served  h\  local  network  affiliate's  Prices  do  not  include  msUllalion   One  swem  per  household  \1us| . 


ne  l  ocal  and  slate  sales  t.i\  mav  apph  Programming 
-ub|ecl  Id  ihe  terms  and  conditions  of  the  residential 

ite  programming  b)  December  il,  il)%  8/15/96 


Information  Processing 


COMPUTERS 


DIAL  DELL 
FOR  SERVERS 

The  PC  direct-seller  wants  a  piece  of  this  high-margin  market 


M 


SIGNS  OF 
A  SERVER 
COMEBACK 


jichael  S.  Dell  has  long  played 
spoiler  to  the  biggest  companies 
1  in  the  personal-computer  business. 
Even  though  Dell  Computer  Corp. — 
with  $5.3  billion  in  sales  for  fiscal  1996, 
ended  last  Jan.  28 — is  only  about  one- 
third  the  size  of  PC  king  Compaq  Com- 
puter Corp.,  the  company's  low-cost  tele- 
marketing and  manufacturing  have 
given  it  outsize  influence  on  industry 
margins.  Analysts  credit  the  Austin 
(Tex.)  company  with 
driving  down  PC 
prices — and  halving 
gross  margins  at 
the  biggest  PC  mak- 
ers, to  about  22% 
today. 

Now,  the  PC  in- 
dustry's bad  boy 
wants  to  rankle  the 
giants  once  again. 
Dell  is  preparing  an 
all-out  assault  on 
the  market  for  servers,  the  high- 
power  PCs  used  to  run  local-area 
networks.  Servers  have  been  the 
last  bastion  of  fat  profits  in  the 
business;  sales  of  servers  based  on 
Intel  Corp.  microchips  will  hit  $10.5 
billion  this  year-.  The  market  is  dom- 
inated by  Compaq,  IBM,  am 
Hewlett-Packard,  which  have  65%. 
These  companies  get  38%  gross 
margins  from  servers  and  count  on 
them  for  half  their  PC  profits.  Says 
ceo  Dell:  "There's  no  reason  to  have 
the  excessive  markups  that  cus- 
tomers are  used  to  paying." 
PC  STRATEGY.  Dell  has  gone  after  - 
this  market  before  without  much  suc- 
cess. But  this  time,  the  direct-seller  is 
making  a  much  more  concerted  effort. 
The  kickoff  comes  with  the  Sept.  9  de- 
but of  three  models  based  on  Intel's  su- 
per-speedy Pentium  Pro  chip.  With 
prices  starting  at  $4,000,  they  undercut 
rival  models  by  about  one-third.  "We'll 
i!c i  the  same  thing  in  servers  that  we 
did  in  PCs,"  vows  Dell  Vice-President 
and  Server  Group  General  Manager 
Lary  L.  Evans,  a  recruit  from  Sequent 
Computer  Systems  Inc.,  a  maker  of 
high-end  servers. 


The  plan  involves  cloning  Dell's  ap- 
proach to  the  desktop  business.  That 
means  being  first  to  market  with  the 
latest  chip  technology  and  keeping 
prices  low  by  selling  direct — bypassing 
dealers.  Dell's  servers,  for  example,  will 
be  the  first  Intel  Pentium  Pro  models 
from  a  major  PC  company  to  sell  for 
under  $5,000. 

Dell  is  betting  that  servers  will  be- 
come nearly  as  inter-changeable  as  desk- 


NO  ASSEMBLY  LINE  REQUIRED:  Di  ll's  new  plan 

is  designed  to  permit  rapid  model  updates 


top  pes.  Most  server  makers  have  cre- 
ated unique  designs  and  proprietary 
features  to  boost  performance.  But  now 
Intel  and  Microsoft  Corp.  are  selling  so- 
phisticated off-the-shelf  technology  for 
servers.  Dell  figures  those  building  blocks 
will  dominate,  making  it  possible  to  crank 
out  servers  the  way  it  does  pcs. 

Still,  Dell  isn't  likely  to  get  by  on 
price  alone.  "Companies  switch  desktop 
suppliers  three  times  and  have  the  same 
server  supplier-,"  says  Eric  Walton,  vice- 
president  for  product  management  at 
Entex  Information  Services  Inc.,  a  Rye 


Brook  (N.Y.)  PC-services  compan; 
That's  because  purchase  price  is  nqj 
the  critical  buying  factor:  Customer!, 
invest  far  more  in  service,  suppor 
and  software  for  a  particular  brand  (] 
server. 

So  Dell  must  make  investing  in  it| 
servers  worthwhile.  It  has  trained  itj; 
1,300  telemarketers  to  sell  serverl 
placed  160  sales  reps  with  system 
knowhow  at  such  big  customers  as  Fork 
Motor  Co.  and  Target  Stores,  and  rJ 
cruited  systems  experts  to  assist  thenf 
Dell  will  farm  out  the  most  comple' 
jobs  to  such  outfits  as  Electronic  Dati 
Systems  Corp.,  says  Evans. 
playing  CATCH-UP.  The  company  alsj 
is  dabbling  in  software.  It  wrote  its  owl 
server  management  program,  following 
specifications  set  by  Intel,  and  is  wooin| 
key  developers.  On  Sept.  4,  Dell  b(j 
came  one  of  10  makers  of  Intel  server! 
approved  to  run  sap,  the  popular-  mar 
ufacturing  program.  Dell  expects  in 
machines  to  be  certified  by  key  datl 
base  supplier's  Oracle  Corp.  and  Iijj 
formix  Corp.,  too. 

To  assure  hardware  quality,  De| 
has  devoted  a  23,000-square-foc] 
plant  to  servers.   In  the  pasf 
servers  were  built  on  the  saml 
lines  as  desktops.  Dell's  server  plartf 
uses  "cell"  manufacturing  insteaij 
of  an  assembly  line,  which  shoull 
permit  rapid  mod«f 
updates — and  keel 
costs  low. 

How     far  wil 
Dell's  server  pusj 
go?  It's  stalling  wa 
behind,   with  lesj 
than  3%  of  the  maJ 
ket.  It  will  havj 
only  basic  low-enl 
machines  at  a  tirrfl 
when  Compaq  anil 
hp  are  adding  acl 
vanced  features  to  their-  entry-leva! 
models.  And  it's  very  late.  Contl 
nental  Grain  Co.  for  example,  bujl 
Dell  PCs  but  chose  Compaq  server! 
"  18  months  ago  because,  says  Assil 
tant  Vice-President  Hilly  Fuchs,  Del 
seemed  such  a  minor  player.  Now,  Coil 
tinental  is  loath  to  change. 

Even  if  Dell  doesn't  topple  Compafi 
and  the  others,  its  effort  to  pull  dowl 
server-  margins  will  help  the  company! 
other  businesses,  reasons  ceo  Deli 
"Compaq  can  and  does  use  excess  sen! 
er  margins  to  compete  against  us  il 
desktops  and  notebooks,"  he  says,  "l! 
neutralize  that,  Dell  needs  to  be  in  tljl 
server  market."  Get  ready  for  a  nejj 
kind  of  pc  brawl. 

By  Gary  McWilliams  in  Austin,  Te. 


DELL'S 
WORLDWIDE 
SHARE  OF 
SERVER  SALES 

BY  UNIT 


DATA  INTERNATIONAL 
DATA  CORP 
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A  Leveraged  Lease  For  A 
High  Tech  Joint  Venture 


(We  \e  Been  Programming  Solutions  For  Years) 

Technology  companies  expect  a  more  integrated  approach  to  problem  solving  than  most 
banks  provide.  With  our  history  of  leadership  in  corporate  finance  for  the  technology  indus 
we  were  able  to  lower  our  client's  borrowing  costs  and  help  them  achieve  their  tax  goals. 
For  high-tech  solutions,  we  crunch  the  numbers. 


Our  client  had  the  benefit  of 
relationship  officers  specializing  in 
the  technology  industry  and  leasing. 


Bank  of  America 


Science  &  Technology 


RESEARCH 


HOW  MANY  SMARTS 
DO  YOU  HAVE? 

A  daring  theory  says  intelligence  isn't  one  thing  but  many 


The  clever  men  at  Oxford 
Know  all  that  there  is  to  be  knowed. 
But  they  none  of  them  know  one  half 
us  much 

As  intelligent  Mr.  Toad! 
— Kenneth  Grahame 
The  Wind  in  the  Willows 

We  know  what  knowledge  is,  but 
intelligence  is  harder  to  define. 
For  decades,  scientists  have 
relied  on  single  measures  of 
intelligence  to  categorize  people.  In  re- 
cent years,  though,  criticism  of  intelli- 
gence tests  has  mounted,  and  some  re- 
searchers now  argue  that  intelligence 
is  multifaceted — that  it  cannot  be  re- 
duced to  a  single  number. 

No  person  has  done  more  to  promote 
that  view  than  Harvard  University  psy- 
chologist Howard  Gardner.  His  writings 
on  intelligence,  creativity,  and  leader- 
ship have  made  him  one  of  the  nation's 
most  influential  educators  and  thinkers. 
He  contends  that  there  are  at  least 
eight  different  kinds  of  human  intelli- 
gence, a  radical  notion  that  has  revolu- 
tionized ideas  about  learning  and  in- 
spired new  ways  of  teaching. 

Now,  Gardner's 
views  are  spread- 
ing far  beyond  the 
education  estab- 
lishment, inspiring 
software  designers 
and  revamping 
management  train- 
ing programs.  His 
latest  book,  Lead- 
ing Minds:  An 
Anatomy  of  Lead- 
ership, garnered 
an  attention-get- 
ting rave  from 
University  of 
.Southern  Califor- 
nia management 
guru  Warren  G. 
Bennis  in  the 
January-February, 
1996,  issue  of  the 
I  i   v<  rd  Business 


Review,  and  Gardner  is  now  in  demand 
to  discuss  his  ideas  with  business  lead- 
ers across  the  country. 

Effective  leaders  are,  above  all,  good 
storytellers,  says  Gardner.  And  the  sto- 
ry they  tell  must  be  consistent  with  the 
way  they  live.  They  must  "walk  the 
talk."  Margaret  Thatcher  is  one  political 
leader,  in  Gardner's  view,  whose  life  sto- 
ry— up  from  humble  beginnings  as  the 
daughter  of  a  shopkeeper — provided  an 
effective  backdrop  for  the  tough  eco- 
nomic policies  she  advocated  in  Britain. 
"RENAISSANCE  MIND."  Gardner's  next 
project  may  expand  his  audience  even 
further.  He  will  shortly  embark  on  an 
ambitious  international  study  of  "humane 
creativity"  with  fellow  psychologists  Mi- 
haly  Csikszentmihalyi  of  the  University 
of  Chicago  and  William  Damon  of  Brown 
University.  The  three  will  examine 
changing  values  in  law,  medicine,  jour- 
nalism, the  creative  arts,  and  the  sci- 
ences, building  on  earlier  individual  and 
collective  work.  Gardner  and  his  col- 
leagues will  explore,  he  says,  how  it 
might  be  possible  to  work  creatively  but 
"with  some  sense  of  responsibility." 

Gardner's  ideas  have  been  controver- 


The  Eight 
Human 
Intelligences 


1.  LINGUISTIC 


sial.  Many  psycholo- 
gists criticize  him  for 
failing  to  do  experi- 
ments to  prove  the 
existence  of  his  eight 
separate  intelli- 
gences, even  though 
they  were  proposed 
more  than  a  decade 
ago.  Some  education 
reformers  say  Gard- 
ner gives  teachers  li- 
cense to  indulge 
their  students  and  to 
overlook  learning  de- 
ficiencies— at  a  time 
when  academic  stan- 
dards and  perfor- 
mance in  the  U.  S. 
desperately  need  to 
be  raised. 

Trim,  bespectacled, 
and  a  bit  tousled,  the 
53-year-old  psycholo- 
gist  and  educator 
sprints  from  meeting 
to   meeting,  books 
and  papers  tucked 
under  his  arm.  Mar- 
ried and  the  father 
of  four   children — 
three  of  them  from  a 
previous  marriage- 
busy  schedule  of  travel,  lecturing,  wrii 
ing,  and  co-directing  Project  Zero,  a  re  ra 
search  institute  at  Harvard's  Graduat 
School  of  Education.  Still,  he  sets  asid 
"inviolate"  time  in  the  evenings  to  spen  j 


-Gardner  follows  ft  : 


Irtl 


playing  the  piano  with  his  younge: 
child.  Gardner  studied  music  himse 
and  says  he  might  have  pursued  a  mi 
sical  career.  But  under  the  tutelage  (  >» 
the  great  psychologist  Erik  Erikson  a 


2.  LOGICAL 


3.  MUSfCAt 


T.S.  ELIOT 

Allows  individuals  to 
communicate  through 
language 


ALBERT  EINSTEIN 

Enables  individuals  to 
use  and  appreciate 
abstract  relationships 


IGOR  STRAVINSKY  ^ 

Allows  people  to  c 
and  understand 
meanings  made  o 
sounds 
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rvard,  Gardner  turned  to  psychology, 
-lis  interests  and  knowledge  are  so 
le-ranging,  and  his  ability  to  synthe- 
;  ideas  so  impressive,  that  many  who 
re  met  him  consider  him  a  genius,  a 
gment  ratified  by  the  award  of  a 
cArthur  "genius"  prize  in  1981.  Ben- 
says  Gardner  has  a  "polymathic,  re- 
Isance  mind."  Chicago's  Csikszentmi- 
yi  says:  "It's  much  more  fun  to  talk 
him  than  to  talk  to  practically  any 


other  psychologist  or  anyone  in  any  oth- 
er field." 

Gardner's  ideas  about  multiple  intel- 
ligences spring  from  his  work  begin- 
ning two  decades  ago  with  gifted  chil- 
dren and  victims  of  brain  damage.  That 
was  when  he  first  observed  the  dis- 
parate "intelligences"  that  form  the  ba- 
sis of  his  theory.  Gifted  children  would 
excel  in  one  or  two  particular  capacities, 
such  as  music  or  mathematics.  Brain- 


damaged people 
would  lose  certain 
abilities  they  once 
possessed.  He  even- 
tually isolated  seven 
different  mental  fac- 
ulties, to  which  he  re- 
cently added  an 
eighth.  They  are:  lin- 
guistic, logical-math- 
ematical, musical, 
spatial,  bodily-kines- 
thetic,  intrapersonal, 
interpersonal,  and 
naturalist  (table). 

According  to  Gard- 
ner, people  possess 
these  intelligences  in 
varying  degrees, 
which  helps  deter- 
mine how  they  learn 
and  how  they  ulti- 
mately fare  in  the 
workplace.  He  be- 
lieves it  is  possible  to 
hone  these  intelli- 
gences through  con- 
certed effort — and 
that  they  will  wither 
with  lack  of  use. 

Some  psychologists 
are  politely  critical  of 
the  theory.  "Its  value  is  that  it  got  peo- 
ple to  think  more  broadly  about  intelli- 
gence, and  that's  good,"  says  Yale  Uni- 
versity psychologist  Robert  Sternberg, 
another  prominent  writer  and  thinker 
on  the  subject  of  intelligence.  But, 
Sternberg  notes,  "what  Gardner  calls 
musical  and  bodily-kinesthetic  intelli- 
gences, I  would  call  talents."  Gardner 
believes  all  eight  intelligences  are  of 
equal  intrinsic  value.  It  is  the  culture 


Gardner 
believes 
that  people 
possess 
intelligences 
in  varying 
degrees, 
that  it's 
possible  to 
hone  them 
-and  that 
they  '11 
wither  with 
lack  of  use 


5.  KINESTHETIC 


6. INTRAPERSONAL  II  7.  INTERPERSONAL 


8.  NATURALIST 


MARTHA  GRAHAM 

Allows  individuals 
to  use  all  or  part  of 
their  bodies  in  highly 
skilled  ways 


S1GMUND  FREUD 

Helps  individuals 
distinguish  among 
feelings  and  build 
accurate  mental  models 
of  themselves 


MAHATMA  GANDHI 

Enables  individuals  to 
recognize  and  make 
distinctions  among 
others'  feelings  and 
intentions 


CHARLES  DARWIN 

Allows  people  to 
distinguish  amon^ 
classify,  and  use 
features  of  the 
environment 


BUSINESS  WEEK  /  SEPTEMBER  16,  1996  105 


Science  &  Technology 


Home 
Ownership 

IsThe 
Cornerstone 

Of  Hie 


ican 
Dream." 

—  Dkmne  Feinstein  senator  /rem  (  aliforria 

"lim  lohnson  is  a  truly  visionary  leader— 
anyone  interested  in  why  home  ownership 
matters  should  read  this  hook." 

—Jack F.Kemp  brnter  secretary.  U.S. 
Department  of  Housing  anj  I  rban  Development 


'Showing  America  A  New  \\  ay  Heme 
show  s  us  how  to  deliver  home  owner- 
ship to  the  American  families  that  are 
locked  out  ot  decent,  affordable  housing. 

—  Vernon  E  Jordan.  Jr.  sen  partner. 
.  \J/n.  C/ump.  Strauss.  Hauer  and  Feld 


"Shewing  America  A  New  Way  Home 
underscores  home  ownership's  vital 
importance  to  the  nation's  economy  and 
to  the  basic  foundations  ot  our  society. 

—  Thomas  P.  Qerrity  dear. 
J  he  II  'harten  School  of  the  I  ntversitv  of  Pennsylvania 


SHOWING 

AMERICA 
ANEW 

EXPANDING 
OPPORTUNITIES  FOR 
HOME  OWNERSHIP 


.  \vailabk  at  beokst* 


ores  now.  Tw 


Leading 
Minds 


and  context  in  which  people  live  and 
work  that  accord  some  capacities  a 
greater  social  value  than  others,  he  says. 

Sternberg  and  other  psychologists 
fault  Gardner  for  failing  to  provide  evi- 
dence to  back  up  his  theory.  What  they 
would  like  to  see  are  actual  measures  of 
the  different  intelligences — a  way  of 
comparing,  for  instance,  the  musical  in- 
telligence of  different  people  and  how 
they  apply  it.  "If  you're  going  to  talk 
about  intra-  or  interpersonal  skills  as 
intelligences,  you're  going  to  have  to 
know  how  to  index 
them,"  says  David 
Lubinski.  professor  of 
psychology  at  Iowa 
State  University. 
Gardner  replies  that 
a  batten*  of  multiple 
intelligence  tests  is 
"inconsistent"  with 
the  theory  and  would 
compound  what  he 
deems  to  be  the  sins 
of  intelligence  and 
achievement  test- 
ing— cultural  biases 
favoring  linguistic 
and  logical-mathe- 
matical intelligences. 

Scientific  support 
for  Gardner's  theory 
may  yet  be  forth- 
coming from  genetics 
labs.  Recent  research 
carried  out  by  Mark 
Keating     and  col- 

leagues  at  the  Uni-  leader?  Great 

versitv  of  Utah  and 

storytelling,  says 
Gardner,  who  now 


i 


Howard 
Gardner 


What  makes  a  great 


The  discovery  of 
follow,  and  could 


elsewhere  points  to 
the  existence  of  a 
gene  that  may  govern 
a  narrowly  defined 

spatial  -kill— the  abil-  leC-tlTOS  tO  CEOS 

ity  to  replicate  a  sim- 
ple checkerboard  pat- 
tern with  four  cubes, 
other  such  genes  mav 
help  demonstrate  the  independence  of 
Gardner's  multiple  intelligences. 
off  the  HOOK?  Gardner's  theory  has 
met  such  success  in  part  because  it  af- 
firms what  every  good  teacher  knows — 
that  there  is  more  than  one  way  to 
learn  and  hence  there  should  be  more 
than  one  way  to  teach.  But  critics  argue 
that  this  lets  teachers  and  students  off 
the  hook:  If  Johnny  can't  read,  it  must 
be  because  he's  bodily-kinesthetic.  Diane 
S.  Ravitch,  a  senior  research  associate 
at  New  York  University,  contends  that 
the  application  of  Gardner's  ideas  in 
schools  could  lead  to  "an  invidious  track- 
ing" that  accepts  some  children  as  aca- 
demic failures.  Furthermore,  says  Rav- 


itch, Gardner's  theory  flies  in  the  faca^ 
the  national-standards  movement,  wh 
objective  is  to  figure  out  the  best  el 
cation  for  the  nation's  children  and  a 
everyone  the  best  access  to  it. 

Yet  there  is  mounting  evidence  tW 
teaching  aimed  at  sharpening  one  kfl 
of  intelligence  will  carry  over  to  oth^ 
enhancing  them,  too.  Researchers 
the  University  of  California  at  Irv 
found  that  when  preschoolers  were  £ 
en  several  months  of  piano  keybo: 
instruction,  their  performance  on  s 
tial-temporal  reas 
ing  tests  imprw 
dramatically.  Ano 
er  study  integral 
visual  and  perfoi 
ing  arts  with  so< 
studies   and  otl 
core  subjects 
high-risk  student^ 
four  U.  S.  elem 
tary  schools.  St 
dardized  test  sco 
in  core  subjects  w 
boosted,  says  Pro 
sor  James  S.  Catt 
all  of  the  Univers 
of  California  at 
Angeles. 

The  idea  that 
person  might 
stronger  or  weaker 
certain  intelligence 
and  might  perhs 
want  to  bolster 
weaker  ones — is 
moving  beyond 
schools  and  making 
way  into  products 
kids  and  training 
adults.  The  Lost  M 
of  Dr.  Brain,  by  S 
ra  On-Line  Inc., 
itself  as  a  CD-ROM  t 
plays  off  of  peop 
intelligences.  Producer  Sherry  Wri 
says  developers  set  out  to  design  gar 
and  puzzles  that  would  have  "multip 
solutions."  and  in  so  doing,  inadverteJ 
ly  stumbled  upon  Gardner's  theory.  S: 
ilariy,  Edmark  Co.'s  popular  progn 
Thinking  Things,  utilizes  some  Ga 
nerian  principles.  A  kid  playing  a  ga 
with  the  character  Oranga  Banga 
try  to  replicate  musical  sounds  that 
first  heard  when  the  screen  was  bla 
ened  so  the  instruments  couldn't 
seen — and  the  ability  to  do  that 
might  be  one  sign  of  musical  intellige 
Writers  for  the  program  Sesa 
Street  last  year  sharpened  the  way  tl 
present  information  to  appeal  to  cliff 
ent  intelligences  through  language,  n 
sic,  artwork,  and  the  manipulation 
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forms.  "We  try  to  cluster  together  d 
ferent  approaches  so  that  if  the  k 
doesn't  get  it  the  first  time,  mayt 
they'll  get  it  the  next,"  says  Josephir 
Holz,  vice-president  for  research  at  tl 
Children's  Television  Workshop,  whi< 
produces  Sesame  Street. 
"SKY'S  THE  limit."  Some  companies  a 
using  multiple-intelligence  precepts 
their  training.  Saturn  Corp.  is  developii 
a  new  course  on  multiple  intelligenc 
All  10.000  employees  of  the  eleven-yea 
old  General  Motors  Corp.  offshoot  a 
required  to  take  at  least  92  hours  of  i 
struction  a  year  in  courses  of  the  t- 
choosing — anything  from  safety  to  lea 
ership,  as  part  of  a  corporate  philos 
phy  that  stresses  worker  training 
the  outset,  the  new  course  will  intr 
duce  workers  to  the  intelligences.  B'  t_ 


Gardner's  ideas  have 

trickled  down  to 
corporate  managers 
and  software  designer 


trainers  at  Saturn  might  adapt  mul 
ple-intelligence  theory  to  other  instru  ; 
tion:  For  instance,  they  might  one  d; 
use  music  to  enhance  learning  in  some 
their  technical  tiuining  courses,  says  Sj 
um  training  and  development  manag 
Julie  Richman. 

And  at  Los  Alamos  National  Labor 
tory  in  New  Mexico,  a  group  of  five  pi 
fessionals  is  trying  to  design  a  new  wo: 
model  for  the  research  and  developme  jj 
function  that  plays  off  of  different  int< 
ligences,  says  Rebecca  Phillips,  deputy 
rector  of  the  division  of  human  resour 
at  Los  Alamos.  The  team  is  trying 
find  ways  to  make  the  R&D  function  m 
productive,  and  "tapping  into"  multi 
intelligence  offers  a  way  to  do  that. 

Ask  Gardner  what  other  workpla 
applications  multiple-intelligence  theo 
might  have,  and  he  says:  "The  sk 
the  limit."  From  hiring  and  promot 
to  the  daily  search  for  solutions, 
multifaceted  approach  that  captur 
and  takes  advantage  of  all  ways 
thinking  and  learning  can  only  enhan 
creativity  and  innovation,  he  say 
Gradually,  a  theory  that  seized  t\ 
imagination  of  the  education  commuij 
ty  is  making  its  way  into  the  wid| 
world — and  changing  perceptions  abo 
how  people  learn  and  work. 

By  Karen  Pennar  \ 
Cambridge,  Mam 
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THE  POWER  TO 
FIGURE  IT  OUT  \ 


DECISIONS  ARE  TOUGHER. 
TIME  IS  CRITICAL 
RESOURCES  ARE  LEANER. 
AND  THE  BUCK  STOPS  WITH  YOU. 

...HYPE  JUST  WON'T  CUT  IT  ANYMORE. 


IITED  BY  PETER  COY 


evelopments  to  Watch 


MAKE-PROOFING  THE  GOLDEN  GATE  BRIDGE 

IEMEMBER  HOW  A  SECTION  OF  SAN  FRANCISCO'S  BAY  BRIDGE  CAVED 

n  during  an  earthquake  in  October,  1989?  If  that  quake's  epicenter 
lad  been  a  few  miles  closer  to  the  Golden  Gate  Bridge,  part  of  it 
night  have  come  falling  down. 

The  Golden  Gate  will  soon  be  braced  to  increase  its  chances  of 
prviving  future  tremors.  To  help  figure  out  how  best  to  marry  the 
)ridge-building  technology  of  the  1930s  with  today's,  the  three  engi- 
leering  companies  handling  the  makeover  called  in  the  San  Diego 
Supercomputer  Center.  The  companies'  own  computers  weren't  up  to 
he  task  of  analyzing  a  model  of  the  bridge  as  it  was  rocked  by 
■arthquakes.  Even  the  Cray  C90  supercomputer  in  San  Diego  was 
,00  slow,  it  turned  out. 

To  get  results  in  a  reasonable  time— 6  to  10  hours  of  Cray- 
pinching  for  each  simulated  quake — only  the  foot  of  one  tower 
eg  could  be  modeled  in  complete  detail,  all  the  way  down  to  indi- 
vidual rivets  (illustration).  In  just  the  shaded  area  of  the  image,  there  are  67,000 
•ivets,  angle  irons,  steel  beams,  and  plates.  The  drawing  shows,  according  to  the  Cray's 
:alculations,  how  the  foot  would  be  rocked  by  a  major  earthquake — with  the  red  areas 
>eing  lifted  while  the  blue  regions  are  compressed.  To  run  such  a  detailed  analysis  of 
he  entire  bridge  would  tax  a  computer  1,000  times  bigger,  says  Charles  M.  Charman, 
in  engineer  at  the  San  Diego  center.  Still,  the  partial  result  should  help  engineers  un- 
lerstand  how  the  structure  would  withstand  twisting  and  tipping  forces.         Otis  Port 


IIS  BULB  IS 
ilGHTER-AND 
iSIER  ON  THE  EYE 

ITAL-HALIDE  LIGHTBULBS 

ve  a  lot  going  for  them.  A 
'tal-halide  floodlight  that 
isumes  only  22  watts  of 
wer  can  provide  as  much 
animation  as  a  90-watt 
logen  bulb  or  a  120- watt 
:andescent  bulb.  What's 


more,  metal-halide  light  is  a 
natural  white — unlike  the 
ghastly  yellow  light  cast  by 
sodium-vapor  lamps,  which 
use  even  less  energy.  But 
metal  halide's  appeal  lias 
always  been  diminished  by 
the  need  for  a  big  external 
"ballast" — the  electronic 
module  that  controls  the  flow 
of  current  to  the  bulb. 

Philips  Lighting  Co.  in 
Somerset,  N.J.,  a  unit  of  the 
Dutch  electronics  giant, 
says  it  will  change 


that  with  a  lightbulb  called 
Rebel  that  has  the  ballast 
built  right  into  its  base,  so  it 
can  be  screwed  into  an  ordi- 
nary light  fixture.  Philips 
says  a  retail  store  with  3,000 
halogen  floodlights  could  save 
$184,000  over' 9,000  hours  of 
use  by  retrofitting  with 
Rebel  lamps.  But  mass-pro- 
ducing that  miniature  ballast 
is  no  easy  trick.  Philips  says 
the  product  won't  be  com- 
mercially available  until  ear- 
ly 1998.  □ 


INNOVATIONS 


■  Melvin  L.  Prueitt,  a  scien- 
tist at  Los  Alamos  National 
Laboratory,  says  he  could 
clean  up  the  infamous  Los 
Angeles  smog — if  someone 
would  just  cough  up  $950 
million.  Prueitt  would  use 
650-foot-tall  chimneys,  each 
costing  $10  million,  to  suck 
in  warm,  polluted  air.  As  the 
hot,  dirty  air  rose,  it  would 
turn  turbines  that  would 
generate  electricity,  then  get 
sprayed  with  a  salt-water 
mist  to  wash  out  pollutants. 
The  clean,  cooler  air  would 
sink  back  to  the  ground  and 
push  more  polluted  air  into 
the  higher-level  intakes. 
Prueitt  figures  the  L.  A. 
basin  would  need  !).r>  such 
towers. 

■  The  putty-like  gunk  that 
dentists  now  mix  up  to  fill  a 
cavity  or  patch  a  chipped 
tooth  may  be  on  its  way  out. 
After  17  years  of  work,  sci- 
entists at  the  University  of 
Southern  California's  den- 
tistry school  have  finally 
cracked  the  secret  of  nature's 
tooth  enamel:  They  have 
identified  and  cloned  the  pro- 
tein that  catalyzes  enamel's 
growth.  The  researchers 
hope  to  harness  this  break- 
through to  produce  a  putty 
of  "real"  enamel  for  tomor- 
row's bioceramic  fillings  with- 
in two  years. 


CHECK  THE  CAN0LA,  PLEASE' 


^OUR  VEGETABLE  OIL  INTO 

four  crankcase?  In  a  few 
/ears,  it  may  not  be  such  a 
?razy  idea.  Already,  rape- 
seed  oil  (better  known  as 
?anola)  is  used  in  Europe 


as  a  fluid  in 
hydraulic  systems. 
Now,  the  search  is 
on  for  vegetable  oils 
that  can  lubricate 
engines,  which  are 
much  hotter.  U.  S. 
companies  such  as 
DuPont  Co.  and  Dow 
Elanco  have  genetically 
engineered  corn  and  soy- 
bean varieties  that,  like 
rapeseed,  are  highly 
monounsaturated — making 


them  more  stable  in  heat. 

But  genetic  engineering 
isn't  enough.  Even  the  best 
vegetable  oils  require  petro- 
leum-based additives  to 
keep  them  from  degrading 
and  forming  deposits.  Re- 
newable Lubricants  Inc.  in 
Hartville,  Ohio,  has  devel- 
oped an  additive  that  it  says 
has  worked  well  in  two  ve- 
hicles for  the  past  three 
years.  Penn  State  Universi- 
ty recently  reported  that  it 


tested  the  formula  and  one 
of  its  own  and  that  they 
both  performed  as  well  as 
or  better  than  a  good  miner- 
al oil,  10W-30  SG. 

Renewable  Lubricants 
says  its  recipe  would  cost 
more  than  conventional  min- 
eral oil  but  less  than  syn- 
thetic blends.  Since  its  De- 
fense Dept.  funding  has 
dried  up,  Renewable  Lubri- 
cants is  seeking  pari  ners  to 
finance  full-scale  tests  so  its 
additive  can  be  certified  for 
use  in  motor  vehicles.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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TROPICAL  TEXAS 


The  vistas  around  Cor- 
pus Christi's  Interna- 
tional Airport  con- 
tribute little  to  the  "Texas 
Riviera"  image  that  the  city 
officials  like  to  promote.  All 
that's  visible  at  first  when 
you  land  is  a  flat  landscape 
of  cotton  fields,  decommis- 
sioned oil  derricks,  and  a 
few  wander- 


Adjacent  to  the  seawall  is 
the  marina,  where  both  plea- 
sure craft  and  fishing  vessels 
are  moored.  At  midday,  re- 
turning commercial  fishermen 
sell  their  catch  right  at  the 
ducks.  Charter  boats  are  also 
available  to  take  fishing 
parties  out  for  snapper,  red- 
fish,  amberjack,  marlin,  and 
sailfish. 


ing  head  of 
cattle.  But 
just  15  miles 
away,  there's 

a  totally  different  world, 
where  the  palm  trees  sway 
along  ribbons  of  undeveloped 
shoreline,  and  seashells 
crunch  underfoot. 

Corpus  Christi  lies  along  a 
semicircular  nook  on  the  Gulf 
Coast  about  220  miles  south 
of  Houston — a  site  discov- 
ered in  1519  by  Spanish  ex- 
plorers. A  city  of  350,000,  it 
lies  on  the  same  latitude  as 
Tampa  and  has  the  same 
warm  weather,  so  it  is  able 
to  attract  tourists  all  year- 
round. 

INFORMAL  REGATTAS.  Even 

in  the  winter,  visitors  wear 
shorts  downtown  as  they 
stroll  past  the  distinctive 
seawall,  which  was  designed 
by  Mt.  Rushmore  sculptor 
Gutzon  Borglum.  The  raised 
gazebos  that  punctuate  this 
two-mile  beachfront  and 
promenade  are  popular 
perches  on  Wednesday 
evenings,  when  people  gath- 
er to  watch  local  sailors  com- 
pete in  informal  regattas. 


WEEKEND  TRIPS 


Corpus  Christi 


The  Cor- 
pus Christi 
region  also 
attracts  bird- 
watching  enthusiasts,  espe- 
cially from  October  to  March, 
when  whooping  cranes  fly 
down  from  Canada  to  take 
up  residence.  Whoopers  win- 
ter exclusively  in  the 
Aransas  National  Wildlife 
Refuge,  which  lies  a  short 
way  north  of  the  city.  Presi- 
dent Franklin  D.  Roosevelt 
established  the  54,829-acre 
nature  preserve  in  1937 
specifically  to  save  the 
cranes  from  extinction.  Back 
then,  the  birds'  population 
had  dwindled  to  a  single 
flock  of  10.  Today,  their 
numbers  have  risen  to 
nearly  150. 

The  best  way  to  see 
these  elegant  white  birds 
is  to  go  on  a  $28  half- 
day  cruise  with  a  tour 
operator  such  as  Captain 
Ted's  (800  338-4551).  Cap- 
tain Ted's  boat,  the  Skim- 
mer, takes  passengers  on 
a  quiet  glide  through  the 
sanctuary's  salty  marshes. 
Birders  crowd  the  upper  ob 


servation  decks  hoping  to 
catch  a  glimpse  of  the 
cranes.  With  wingspans  of 
up  to  IV:  feet,  whooping 
cranes  are  among  North 
America's  largest  birds.  Dur- 
ing their  Texas  winters,  the 
cranes  teach  their  young  to 
probe  the  shallows  for  food. 
"Starting  in  late  February, 
they  do  their  mating  dance," 
says  Brent  Giezentanner, 
who  manages  the  wildlife 
refuge.  "They  jump  up  and 
down,  throw  sticks  in  the  ah-, 
and  raise  their  red  crown. 
It's  quite  a  show."  Indeed, 
bird-watchers  from  all  50 
states  and  from  34  foreign 
countries  showed  up  last 
year  to  see  it. 

Whoopers  aren't  the  only 
attraction.  Some  392  other 
species  of  birds  can  be  found 
in  the  Aransas  refuge,  as 
well  as  along  the  Padre  Is- 
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land  National  Seashoi 
which  borders  Corpus  to 
south.  This  70-mile  strell 
of  pristine  shoreline  isl 
prime  pit  stop  for  songbiiT 
on  their  annual  fall 
spring  treks  to  and  fn 
Central  and  South  Ameri 
Colorful  tanagers,  buntin 
hummingbirds,  jays,  a 
finches  decorate  the  spi 
dune  grasses  and  low-grc  B 
ing  cottonwood  trees  li  | 
Christmas  baubles. 
LOST  treasure.  Padre 
land  is  also  infamous  for 
shipwrecks.  Casualties 
elude  a  20-ship  Spanish  tr 
sure  fleet  that  ran  agrou 
in  1553  during  a  hurrica 
Other  treasures  might 
found  on  the  shore,  t 
Sewing-machine  magn; 
John  Singer  buried  $62,( 
worth  of  gold  coins  and  je 
els  in  the  shifting  sands 
Padre  Island  before  fleei 
his  home  there  to  escape 
advancing  Union  Army  di 
ing  the  Civil  War.  After  t 
war,  he  was  unable  to  fi 
the  loot,  and  it  rema: 
undiscovered  to  this  d 
So  beachcombing  mi£ 
turn  up  more  th 
seashells.  That's  why,  < 
spite  disapproval  from 
cal  authorities,  folks  r< 
finely  sweep  the  dur 
with  beeping  and  clicki 
metal  detectors.  Be  aw; 
that,  like  Daytona  Bea 
Fla.,  the  southern  tip 
Padre  Island  is  a  popu 
spring-break  destination,  ] 


»  St 


OS?  -« 

■    v  v. 


downtown  Corpus 
Christi  by  way  of 
Ocean  Drive.  The 
stately  houses  on  this 
winding  avenue  are 
an  amalgam  of  archi- 
tectural styles.  One 
block  is  reminiscent  of 
Nantucket  Island  in 
Massachusetts,  while 
the  next  looks  like 
Acapulco,  and  the  one 
after  that  could  well 
be  in  the  south  of 
France. 

BLUE  GHOST.  Stop 
short  of  the  can- 
tilevered  Harbor 
Bridge,  which  is  250 
feet  high  and  has  a 


NOT  A  L0NGH0RN  TO  BE  SEEN 

To  save  whooping  cranes  from  extinction,  FDR  set 
up  the  Aransas  wildlife  refuge  (left).  The  Harbor 
Bridge  greets  ships  arriving  at  Corpus  Christi 


might  want  to  avoid  it 
Vtarch  or  April,  when 
/ersity  of  Texas  students 
!  over. 

ifter  wandering  around 
re  Island  in  search  of 
tlife,  wealth,  or  both, 
ce  the  sand  from  your 
is  and  head  back  to 


620-foot  span  over  the 
bay.  Take  a  water  taxi 
across  the  channel  in- 
stead (the  better  to 
see  dolphins  frolicking 
in  the  harbor)  and  vis- 
it the  Texas  State 
Aquarium.  It  opened  five 
years  ago  and  intends  to 
have  the  largest  collection  of 
Gulf  Coast  marine  life  when 
its  final  building  phase  is 
completed  in  2000.  One  of  its 
most  impressive  exhibits  re- 
produces the  underwater 
habitat  created  by  offshore 


oil  rigs.  Fish  dart  about  iron 
pilings  encrusted  with  sea 
growth.  Divers  enter  the 
tank  twice  daily  to  feed 
sharks  and  barracudas. 

Next,  amble  100  yards 
over  to  the  U.  S.  S.  Lexing- 
ton. Looming  darkly  in  the 
harbor,  the  910-foot-long,  16- 
deck  aircraft  carrier  is  hard 
to  miss.  During  World  War 
II,  Japanese  forces  called  it 
the  Blue  Ghost  because  it 
continued  to  appear  in  battle 
despite  reports  of  its 
sinking  on  four  dif- 
ferent occasions.  The 
self-guided  tours  re- 
call the  children's 
board  game  Chutes 
and  Ladders,  with  all 
the  climbing  between 
decks  and  ducking 
through  narrow  passages. 
Highlights  include  I  he  flight 
deck — which  is  larger  than 
three  football  fields  and  dis- 
plays a  squadron  of  vintage 
aircraft — and  the  Ready 
Room,  where  combat  pilots 
received  their  orders.  It 
looks  as  though  John  Wayne 
could  round  the  corner  in  a 
leather  bomber  jacket  at  al- 
most any  moment. 

For  a  break  from  the 
nautical  theme,  stop  by  the 
Ail  Museum  of  South  Texas. 
It  hosts  traveling  exhibits  of 


paintings,  sculpture,  photog- 
raphy, and  folk  art,  and 
it  has  a  fine,  though  small, 
permanent  collection  of  con- 
temporary art.  The  museum, 
which  overlooks  Corpus 
Christi  Bay,  was  designed 
by  Philip  C.  Johnson.  Its 
facade  is  a  stark  white 
jumble  of  geometric  shapes 
constructed  of  concrete 
mixed  with  shells  and  peb- 
bles from  nearby  shores. 
(For  more  information  about 
the  area,  including  accommo- 
dations and  restaurants,  call 
the  Corpus  Christi  Conven- 
tion &  Visitors  Bureau  at 
800  678-OCEAN  or  800  766- 
BEACH.) 

As  darkness  falls,  the 
lights  on  the  seawall.  Har- 
bor Bridge,  marina,  ships, 
and  most  buildings  in  Cor- 
pus twinkle  in  the  bay.  At 
night,  the  pace  is  slow.  Visi- 
tors usually  linger  over 
dinner  at  one  of  the  city's 
waterfront  restaurants  and 
then  stroll  along  the  seawall 
back  to  their  hotels.  Or  they 
might  relax  on  the  deck  of  a 
rented  beach  condominium 
and  watch  the  stars.  Corpus 
is  lush  and  serene — a  wel- 
come contrast  to  the  harsh 
cattle  country  that  makes  up 
most  of  the  rest  of  South 
Texas.  Kate  Murphy 
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Personal  Business 


THE  SARATOGA 
OF  THE  SOUTH' 


During  the  Roaring 
Twenties,  the  mist- 
filled  mountains  sur- 
rounding Asheville, 

N.  C,  became  such  a  popular 
retreat  for  New  York  high 
society  that  the  region  picked 
up  the  nickname  "Saratoga 
of  the  South."  Small  wonder. 
With  its  mild  climate,  warm 
Southern  hospitality,  and 
spectacular  views  of  the  ad- 
joining Great  Smoky  and 
Blue  Ridge  Mountains, 
Asheville  has  proved  a  po- 
tent attraction  for  Presidents, 
Vanderbilts,  and  the  F.  Scott 
Fitzgeralds. 

There's  no  better  season  to 
discover  Asheville  than  fall, 
when  the  hills  are  ablaze  in 
color.  The  peak  weeks  for 
leaf-peeping  vary  according 
to  elevation.  At  the  highest 
altitudes,  the  most  spectacu- 
lar display  may  occur  in  early 
October.  At  lower  points  such 
as  Hickory  Nut  Gorge,  only 
2,000  feet  above  sea  level, 
colors  are  likely  to  peak  a 
few  weeks  later.  The  best 
vantage  points  for 
viewing  the  fall  fo 


For  the  perfect  side  trip, 
take  the  parkway  about  a 
half-hour  to  Mt.'  Mitchell, 
which  at  6,684  feet  is  the 
highest  point  east  of  the 
Mississippi  River.  As  you 
wind  your  way  up  the  last 
mile  from  the 
parkway  to 

the  top,  you  Ashe 
can  reach  out 

and  feel  the  frosty  conden- 
sation from  the  clouds.  (Re- 
grettably, the  view  from  the 
summit  reveals  the  sad  ef- 
fects of  acid  rain,  which  is 
causing  the  defoliation  of 
many  grand  pine  trees.)  An- 
other 45  minutes'  drive  east- 
ward brings  you  to  some  of 
the  mountains'  most  inspira- 
tional views — at  the  Linn 
Cove  Viaduct,  an  engineer- 
ing marvel  whose  completion 
in  1987  marked  the  final  link 
in  the  construction  of  a  park- 
way begun  60  years  earlier, 
and  at  Grandfather  Moun- 
tain, which  features  a  mile- 
high  swinging  bridge. 

By  this  time,  you'll  want 
to  abandon  your  car  and  ex- 
perience Asheville 's  beauty  at 

lain   urwnnw         first  nand-  The  re~ 

1920s  HEYDAY       gjon  is       of  tour 


WEEKEND  TRIPS 


liage  lie  along  the  Asheville's  Gl'OVe  guides  and  rental 

Blue  Ridge  Park-  Park  Inn  has  agencies  that  can 

way,  which  origi-    ,       ,  .  equip  you  for  ca- 

nates  just  outside  P'ay^fl »'()'  noeing,  mountain 

Asheville.  eight  Presidents  biking,  or  even  a 


hot-air  balloon  ride.  There  are 
also  quite  a  few  golf  cours- 
es, some  quite  challenging  be- 
cause of  dramatic  swings  in 
elevation  that  make  judging 
distances  difficult.  Linville 
Golf  Course  may  rank  second 
only  to  the  Homestead  in 
Hot  Springs,  Va.,  as  the  best 
mountain  course  in  the  East- 
ern U.S.  Others  worth  ex- 
ploring: Mt.  Mitchell  Golf 
Club,  Maggie  Valley  Resort 
Golf  Club,  and  the  Etowah 
Valley  Coun- 
try Club, 
v  i  1 1  e  For  all  the 

natural  splen- 
dor surrounding  Asheville, 
some  of  the  biggest  attrac- 
tions are  man-made,  includ- 
ing the  BUtmore  estate,  a  lav- 
ish 255-room  French  chateau 
that  still  stands  as 
the  largest  private 
house  in  the  coun- 
try— and  it  is 
open  to  public- 
tours.  The  Bilt- 
more's  original 

ner,     George  §R| 
Washington  Van- 
derbilt,  can  also 
claim    credit,  at 
least    indirectly,  for 
much  of  the  accomplished 
turn-of-the-century  architec- 
ture downtown,  because  many 
of  the  hundreds  of  European 
artisans  and  craftsmen  im- 
ported to  work  on  the  Bilt- 
more stayed  on  in  the  region 
afterwards.  Just  outside  the 
business  district  stands  the 
modest  childhood  home  of 
novelist  Thomas  Wolfe,  the 
sprawling  Dixieland  board- 


inghouse  that  played  a  c< 
tral  role  in  his  1929  class 
Look  Homeward,  Angel. 

Be  forewarned,  howev 
that  during  peak  seasoi 
Asheville  can  be  short 
first-class  accommodatio 
and  low  airfares.  The  doi 
nant  earner  at  Asheville's  i 
port  is  usAir,  which  charg 
anywhere  from  $198  to  $1,2 
for  a  New  York-to-Ashevj 
round-trip.  Locals  often  i 
Midway  Airlines,  which  sen 
nearby  Greenville,  S.  C,  a 
make  the  hour's  drive 
Asheville  by  car. 
GRACIOUS.  One  of  Ashevil 
premier  resorts  is  the  gra, 
510-room  Grove  Park  I 
(800  438-5800),  which  3 
played  host  to  eight  Pre 
dents.  In  addition,  F.  Sc 
Fitzgerald  stayed  thJ 
while  Zelda  was 
cuperating  at  a 
cal  sanitarium, 
you  prefer  ma 
intimate  accol 
modations 
the  Richmo 
Hill  Inn  (704  2 
7313),  a  restoi 
Victorian  residei 
with  gracious  servi 
or  the  Old  Reynolds  Mans 
(704  254-0496),  an  1850 
tebellum  house  on  the 
tional  Register.  Asheville  J^i\ 
commodations  (800  770-90 
and  Four  Star  Accommoi 
tions  of  Asheville  (800 
8449)  can  put  you  in  toi  | 
with  the  area's  many  b< 
and-breakfasts.  So  close  y< 
eyes  and  prepare  to  si 
back  in  time.      Dean  Fo 


( 
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ICHIGAN  IN 

S  AUTUMN  GLORY 


ose  who  live  in  the 
sat  Lakes  region 
re  learned  to  make 
!  most  of  summer's 

1  weather,  so  Michigan's 
liest  resorts  are  jammed 
i  tourists  in  July  and  Au- 
.  That's  certainly 

in  the  case  of 
rlevoix  and 
rerse  City  on 
e  Michigan, 
the  north- 
tern  corner 
the  state's 
er  Peninsu- 
approximate- 
ur  hours'  chive 
1  Detroit, 
ut   after  Labor 

the  crowds  and  traffic 
sh,  even  though  the 
ther  usually  stays  fine 

October.  Better  still, 
s  when  the  trees  in  this 

orchard  district  put  on 
•  autumn  show.  Although 
autumn  weather  is  too 


cool  for  swimming  at  the  lo- 
cal white-sand  beaches,  it  is  a 
great  time  for  the  region's 
other  attractions:  boating, 
fishing,  antiquing,  golfing,  and 
exploring  the  lake-studded 
countryside.  Furthermore, 
getting  dinner  reservations 
in  this  epicurean  mecca,  home 
to  some  of  the  state's 
top  restaurants,  be- 
comes a  great  deal 
easier. 

There  are 
some  special  fall 
activities.  On  the 
weekend  of  Oct. 
11-13 — which  is 
usually  about  the 
time  the  fall  colors 
reach  their  peak — 
Charlevoix  hosts  its  an- 
nual Apple  Festival,  cele- 
brating the  harvest  from  local 
orchards.  The  festival,  held 
in  the  center  of  the  town, 
which  is  perched  between 
Lake  Michigan  and  Lake 
Charlevoix,  features  fresh 
produce  by  the  bushel,  apple 


pastries,  and  a  craft  show. 
You  can  also  cruise  around 
Lake  Charlevoix  on  a 
schooner  called  the  Apple- 
dore.  For  more  information, 
call  the  Charlevoix  Visitors 
Bureau  (800  367-8557). 

FALL  BOUNTY 

The  lakes  may 
be  too  cool  for 
o  swimming  after 

Labor  Day,  but 
that's  when  the 
orchards  put  on 
I  their  finest  show 

If  you  have  a  hankering 
for  something  more  than  ap- 
ple pie,  you  might  venture 
15  miles  south,  to  tiny 
Ellsworth,  to  find  two  of 
Michigan's  best  restaurants. 
Both  specialize  in  creative 
presentations  of  the  best  lo- 
cal fish,  game,  and  fruit: 
trout,  whitefish,  venison, 
duck,  dried  cherries,  peaches, 
apples,  and  berries  in  season. 
Tapawingo  presents  elegant 
cuisine  in  a  white-tablecloth 
atmosphere.  Down  the  road, 
the  Rowe  Inn  offers  equally 
refined  meals  but  in  more  ca- 
sual surroundings.  The  wait- 
ress may  be  wearing  jeans, 
and  the  knotty-pine  walls 
might  pass  for  roadhouse 
decor.  The  menu,  however, 
lists  such  de- 
lights as 

pecan-stuffed  Lower  P 
morel  mush- 
rooms and  grilled  lobster  in 
red  pepper  beurre  blanc — not 
to  mention  a  divine  white- 
chocolate  brownie  and  home- 
made ice  cream  drizzled  with 
caramel  sauce.  The  wine  list 
is  extensive  and  excellent. 
FRESH  CATCH.  You  might 
pass  up  Ellsworth  and  press 
on  south,  if  not  for  the  beau- 
ties of  Torch  Lake,  then  for 
the  further  foodie  delights  of 
Spencer  Creek  Landing  in 
Alden.  This  lakeshore  restau- 
rant has  tables  scattered 
through  the  downstairs  rooms 
of  a  Victorian  house,  with  a 
menu  that  includes  fresh 
catch  from  the  lake. 

Keep  heading  southwest  to 
Traverse  City,  set  on  the 


Grand  Traverse  Bay  of  Lake 
Michigan.  (Lodging  and  other 
tourism  information  is  avail- 
able at  800  872-8377.)  It's  a 
good  jumping-off  point  for  the 
scenic  Leelanau  and  Old  Mis- 
sion peninsulas,  where  sweep- 
ing bay  views  alternate  with 
small  vineyards  and  towns 
crammed  with  antique  shops 
and  other  boutiques.  The 
Grand  Traverse  Resort 
boasts  two  golf  courses,  in- 
cluding one  designed  by  the 
Golden  Bear,  Jack  Nicklaus. 
At  the  nearby  Shanty  Creek 
Resort  in  Bellaire,  golfers  can 
play  18  holes  on  The  Legend, 
designed  by  another  golfing 
great,  Arnold  Palmer. 
LEISURELY  PADDLE.  These 
man-made  attractions  are 
dwarfed  by  the  natural  won- 
ders of  Sleeping  Bear  Dunes 
National  Lakeshore  on  the 
western  edge  of  the  Leelanau 
Peninsula.  You  can  see  a  bit 
of  the  park's  35-mile  coast- 
line, steep  sand  slopes,  and 
forests  by  car  (on  a  seven- 
mile  loop  drive),  but  it  is  best 
explored  on  foot.  After  a 
steep  climb  up  the  face  of  the 
huge  first  dune,  you're  re- 
warded with  a  view  back  at 
sparkling,  tree-fringed  Glen 
Lake.  A  three-  or  four-hour 
hike  across  the  dunes  leads 
to  the  windswept  shore  of 
the  big  lake  and  back. 
Through  mid-October,  you 
can  rent  a  ca- 
noe at  River- 
eninsula  side  Canoes 
at  the  south 
end  of  the  park  for  a  leisure- 
ly paddle  down  the  Platte 
River  to  the  Lake  Michigan 
beach. 

Of  course,  all  that  exercise 
could  make  you  hungry  again. 
Fortunately,  Leelanau  is 
home  to  several  excellent 
eateries,  such  as  La  Becasse 
at  the  crossroads  village  of 
Burdickville,  offeiing  the  likes 
of  elk  and  duck  liver  pate 
with  cherry  shiitake  chutney. 
Also  notable  for  their  cuisine 
are  Hattie's  in  Sutton's  Bay 
and  the  Bluebird  in  Leland. 
Then,  it's  time  to  grab  some 
Alka-Seltzer,  hit  the  road 
for  home,  and  consider  start- 
ing a  new  diet  on  Monday 
morning.         Katie  Kerwin 
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H  production  index  copyright  1996  by  The  McGraw-Hill  Companies 


FADING  INDICATORS 


TOOK  PRICES  (8/30)  s&p  500 

LATEST 
WEEK 

651.99 

WEEK 
AGO 

667.03 

YEARLY 
%  CHG 

16.2 

ORPORATE  BOND  YIELD.  Aaa  (8/30) 

7.82% 

7.64% 

3.9 

NDUSTRIAL  MATERIALS  PRICES  (8/30) 

1  10  6 

110.0 

-3.2 

USINESS  FAILURES  (8/23) 

NA 

NA 

NA 

EAL  ESTATE  LOANS  (8/21)  b,n  ,ons 

$523.7 

$525.0 

5.9 

IONEY  SUPPLY,  M2  (8/19)  billions 

NA 

NA 

NA 

NETIAL  CLAIMS,  UNEMPLOYMENT  (8/24)  thous. 

331 

327 

-6.0 

ources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
Bradstreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 

NTEREST  RATES  . 

LATEST 
WEEK 

EDERAL  FUNDS  (9/3)                             6  01% 

WEEK 
AGO 

5  13% 

YEAR 
AGO 

5.77% 

COMMERCIAL  PAPER  (9/4)  3 -month 

5.53 

5.42 

5.76 

CERTIFICATES  OF  DEPOSIT  (9/4)  3-month 

5.53 

5.41 

5.75 

IXED  MORTGAGE  (8/30)  30-year 

8.36 

8.17 

7.95 

iDJUSTABLE  MORTGAGE  (8/30)  one  year 

6.01 

5.92 

5.86 

'RIME  (9/3) 

8.25 

8.25 

8.75 

iources:   Federal  Reserve,  HSH  Associates,  Bloomberg 

Financial 

Markets 

PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (8/31)  thous  of  net  tons 

1,952 

1,933# 

0.5 

AUTOS  (8/31)  units 

124,842 

124,309r# 

5.5 

TRUCKS  (8/31)  units 

115,150 

112  « 

9.0 

ELECTRIC  POWER  (8/31)  millions  of  kilowatt-hrs 

NA 

7  986* 

NA 

CRUDE-OIL  REFINING  (8/31)  thous  of  bbi./day 

NA 

14,302# 

NA 

COAL  (8/24)  thous.  of  net  tons 

22,447# 

22,405 

13.8 

LUMBER  (8/24)  millions  of  ft. 

498. 7# 

472.4 

7.0 

RAIL  FREIGHT  (8/24)  billions  of  ton-miles 

26. 7# 

26.4 

6.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (9/4)  $/troy  oz. 

385.600 

388.500 

1.3 

STEEL  SCRAP  (9/3)  #1  heavy,  $/ton 

136.50 

!  35  1  >  > 

-6.8 

COPPER  (8/30)  (Z/lb. 

95.7 

95.2 

30  3 

ALUMINUM  (8/30)  e/it, 

69.0 

69.5 

19  i 

COTTON  (8/31)  strict  low  middling  1-1/16  in.,  (Z/lb.  77.50 

75.66 

-14.7 

OIL  (9/3)  $/bbl. 

23.50 

21.63 

27.0 

CRB  FOODSTUFFS  INDEX  (9/3)  1967=100 

267.29 

273.31 

14.4 

CRB  RAW  INDUSTRIALS  INDEX  (9/3)  i967=ioo  48  os 

346.05 

3.2 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/4) 

LATEST 
WEEK 

108.82 

WEEK 
AGO 

108.46 

YEAR 
AGO 

<  19  1  i  1 

GERMAN  MARK  (9/4) 

1.48 

1.48 

1  49 

BRITISH  POUND  (9/4) 

1.57 

1.56 

1.55 

FRENCH  FRANC  (9/4) 

5.08 

5.06 

5.11 

ITALIAN  LIRA  (9/4) 

1511.5 

1510.5  1623.5 

CANADIAN  DOLLAR  (9/4) 

1.37 

1.37 

1.34 

MEXICAN  PESO  (9/4)- 

7.555 

7.492 

6.263 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
quipment.   l=Western  Wood  Products  Assn.       2=Southerr,  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


WSUMER  CREDIT 

onday,  Sept.  9,  3  p.m.EDT ►  Consumers 
obably  took  on  an  additional  $7.3  billion 
new  debt  in  July,  according  to  the  medi- 
forecast  of  economists  surveyed  by  mms 
ternational,  one  of  The  McGraw-Hill  Com- 
mies. Installment  debt  had  increased  by  a 
:fty  $8.3  billion  in  June.  Consumers  con- 
lue  their  love  affair  with  credit  cards 
ispite  higher  delinquency  rates  and  rising 
inkruptcies. 

EICE  BOOK 

ednesday,  Sept.  11,  12  noon  edt  ►  The 
ideral  Reserve's  report  from  its  district 
inks  will  contain  anecdotal  evidence  of 
iw  regional  economies  are  doing.  The 


beige  book  is  being  prepared  in  advance  of 
the  next  monetary-policy  meeting,  sched- 
uled for  Sept.  24.  Economists  will  be  look- 
ing for  hints  from  the  Fed  that  the  widening 
shortage  of  skilled  workers  is  leading  to 
higher  wage  pressures. 

PRODUCER  PRICE  INDEX 

Thursday,  Sept.  12,  8:30  a.m. edt ►  The 
producer  price  index  for  finished  goods  likely 
increased  0.2%  in  August,  after  no  change 
in  July,  says  the  mms  report.  Excluding  food 
and  energy,  producer  prices  probably  also 
rose  0.2%,  on  top  of  a  small  0.1%  increase 
in  July.  Fuel  costs  may  begin  to  increase  in 
later  months  because  the  U.  S.  conflict  with 
Iraq  has  pushed  up  crude-oil  prices. 


CONSUMER  PRICE  INDEX 

Friday,  Sept.  13,  8:30  a.m. edt ►  Consumer 
prices  likely  rose  0.3%  in  August,  as  higher 
food  prices  began  to  appear  at  the  grocery 
store.  Excluding  food  and  energy,  the  core 
cpi  likely  was  up  0.2%.  In  July,  both  the 
total  cpi  and  the  core  rate  increased  0.3%. 

RETAIL  SALES 

Friday,  Sept.  13,  8:30  a.m. edt>-  Retail  sales 
probably  rose  a  solid  0.8%  in  August.  That's 
suggested  by  the  gains  reported  by  weekly 
surveys  of  chain  stores  and  the  bounceback 
in  motor  vehicle  sales.  Excluding  cars,  sales 
likely  rose  0.6%  last  month.  In  July,  overall 
retail  sales  edged  up  just  0.1%.  Excluding 
cars,  they  advanced  a  healthier  0.3%. 
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Aetna  (AET)  74 
Airbus  Industne  45 
American  Airlines  (AMR)  45. 
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America  Online  (AMER)  17, 
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Amgen  74 
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A&W  8 

Apple  Computer  (AAPL)  22,54 
Arby'sfTRY)  8 
Associated 
Communications  54 
AT&T  fT)  17,18.19,54,62 
ATP  71 

Aviation  Systems  Research  86 
Avis  54 

Aztech  Systems  58 

B  

Banco  Latino  63 
Bayer  60 

Bear  Steams  (BSC)  47 
BellSouth  (BIS;  63 
Bluebird  115 
Boatmen's  Bancshares 
(BOAT)  54 
Boeing  (BA)  45 
Burger  King  8 
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Carmel  Group  50 
CBS  71 

Chartered  Semiconductor 

Manufactunng  58 
Chase  Manhattan  (CMB)  63 
Chrysler  (0  42,  48 
Cisneros  Group  63 
CNBC  54 
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Coidwell  Banker  54 
Compaq  Computer  (CPQ)  102 
CompuServe  98 
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Conference  Board  39 
Continental  Airlines  (CAI.A)  45 
Continental  Grain  102 
Control  Data  Systems 
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Coming  (GLW)  74 
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Delta  Air  Lines  (DAL)  86 
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Electronic  Data  Systems 
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Services  102 
Environics  Research  6 
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Gardner  Lewis  Asset 
Management  86 
Gemma  62 

General  Motors  (GM)  6, 42, 
48. 50. 54,104 

Genovese  Drug  Stores 
(GDXA;  96 

Giant  Food  (GFSA)  96 
Good  Guys  50 

Graco  Children's  Products  54 
Grand  Traverse  Resort  115 
Grove  Park  Inn  114 
GTE  (GTE)  74 

GT  Global  Telecommunications 
Fund  62 


Hale  &  Dorr  90 
Hambrecht  &  Quist  58 
Hattie's  115 

Hewlett-Packard  (HWP)  54, 
74, 102, 122 
HFS(HFS)  54 
Hitachi  (HIT)  58 
Hit  de  Venezuela  63 
Hoechst  60 
Honda  (HMO  82 
Hooper  Holmes  (HH)  96 
Houston  Rockets  52 
Hughes  Electronics  22. 50,  63 
HV  Technologies  17 

I 


IBM  (IBM)  19,74,98.  100. 
102 

Informix  (IFMX)  102 


Intel  (INTO  8,102 
International  Survey 

Research  30 
Invista  Capital 

Management  86 
IPC  58 
ITF  71 


Jack-in-the-Box  8 
Johnson  &  Johnson  (JMJ)  74, 
96 


Ka;3'  50 
Kmart  (KM)  54 
Kohlberg  Kravis  Roberts  48, 
63 

Kroy  48 

Kurzweil  Applied  Intelligence 
(KURZ;  90 


La  Becasse  115 
Lanston  (Aubrey  G.)  46 
Lehman  Brothers  (LEH)  48 
Limited  (LTD  98 
Lilly  (Eli)  (LLY)  44,74 
uz  Claiborne  (UZ)  8 
Lotus  Development  98 

M 


MasterCard  98 
Mazaa  82 

MBNA  Amenca  Bank  74 
McDonald's  (MCD)  8, 74 
McDonnell  Douglas  (MD)  45 
McGraw-Hill  (MHP)  74,119 
Medaphis  (MEDA)  6 
Mediobanca  62 
Merrill  Lynch  (MER)  98. 100 
Microsoft  (MSFT)  54,98, 100. 
102 

Midway  Airlines  114 

Mitsubishi  Motor  82 

MMS  International  (MHP)  119 

Morgan  Stanley  (MS)  48 

Momingstar  6 

Motorola  (MOT)  52. 74, 122 

MRK  Capital  Management  96 

N 


NationsBank  (NB;  54.98 
NatWest  Securities  (NW)  45, 
96 

NB-  52  71 
NB!  71 

Netscape  Communications 
(NSCP  98 

New  England  Consulting 
Group  49 

Nielsen  (A.C.)  (DNB)  50 
Nike(NKE)  54 

',     :  82 


Office  Depot  (ODP;  49 

OfficeMax  (OMX:  49 

Old  Reynolds  Mansion  114 

Olivetti  62 

Omnrte:  62 

Oracle  (ORCL)  22. 102 


PanAmSat  56 
Penney  (J.C.)  (JCP)  96 


PepsiCo  (PEP)  63 
Philips  Electronics  22 
Philips  Lighting  111 
Prime  Computer  90 
PnmeStar  50 
Prodigy  Services  93 
R 


Radio  Shack  50 
Rand  19 
Renewable  Lubricants  1| 
Richmond  Hill  Inn  114 
Rite  Aid  (RAD)  96 
RJR  Nabisco  (RN)  48 
Robertson  Stephens  90 
Rowelnn  115 
Rubbermaid  (RBD!  54 

S 


:.3  -        .  96 
Salomon  Brothers  (Hong 
(SB)  58 

Saturn  (GM)  104 
Seagram  (VO)  8 
Sequent  Computer  Systen 

(SQNT!  102 
SGS  Thomson 

Microelectronics  58 
Shanty  Creek  Resort  115| 
Siemens  60 
Sierra  On-Line  104 
Sony(SNE)  22 
Spalding  &  Evenflo  63 
Spencer  Creek  Landing  1| 
Staples  (SPLS)  49 
Strong  Recovery  Fund 

(STDIX)  6 

Sun  Microsystems  (SUNWm* 
100 

Synovus  National  74 


Tandem  Computer  (TDM) 
Tapawingo  115 
Target  Stores  (DH)  102 
Tele-Communications 
(TCOM  50 

Texas  Instruments  (TXN)  ! 
Time  Warner  (TWX)  50 
Total  42 

Toyota  (TOYOY)  82 
TRW  (TRW)  56 
TWA  (TWA)  17 

U 


UBS  Securities  50 
Unisys  (UiS)  8 
United  Air  Lines  (UAL)  45 
Unum  Life  Insurance  74  I 
UPS  98 

USAir(U)  45.114 


' 


ValuJet  (VJETj  86 
Venevision  63 
Visa  98 

VLSI  Research  58 
W 


Wal-Mart  (WMT)  54 
WTA  71 


Xerox  (XRX)  74,90 
Z 


Zellers  54 


Business  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  issue  in  January,  by  The  McGraw-Hill  Companies,  Inc.  Executive.  Edit) 
Circulation,  and  Advertising  Offices:  1221  Avenue  of  the  Americas.  New  York,  N  Y.  10020.  U.S.  subscnber  rate  $49  95/year;  Canada: 
S69year  Periodicals  postage  paid  at  New  York,  N.Y..  and  at  addrtwnal  mailing  offices.  Postage  paid  at  Montreal,  P.O.  Canada  Post  Intemat 
Publications  Mail  Product  Sales  Agreement  No.  246484  Postmaster  Send  address  changes  to  BUSINESS  WEEK.  P.O.  Box  430,  HgiSwin.  NJ.  OS 


investment  Figures  of  the  Week 


HMENTARY 

U.  S.  missile  attack  on  Iraq 
!ept.  3  roiled  the  financial 
kets — but  only  briefly.  The 
ar  rallied  in  the  hours  follow- 
the  attack,  and  crude  oil 
es  climbed  to  the  highest  lev- 
seen  in  almost  five  months. 
:ks  fell  early  on  Sept.  3,  but 
Dow  Jones  industrial  average 
ed  the  day  with  a  32-point 
I  Oil  stocks  were  the  biggest 
lers.  Bond  prices,  which 
ibed  on  Sept.  3,  declined  the 
wing  day  amid  concerns  that 
Federal  Reserve  might  boost 
rt-term  interest  rates. 


STOCKS 

Sept.  Mar. 


Sept.    Aug.  29-  Sept.  4 


BONDS 

Sept.  Mar. 


Sept.    Aug.  29-  Sept.  4 


THE  DOLLAR 

Sept.     Mar.  Sept. 


Aug.  28-  Sept.  4 


H 

W 

StP 

500 

ZTr  655.61 


52-week  change 

+  15.0% 


1-week  change 

-1.4% 


-  1436  92 


1-week  change 

-1.2% 


52-week  change 

+2.8% 


1-week  change 

+0.3% 


KET  ANALYSIS 


%  change 


STOCKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

V  JONES  INDUSTRIALS 

5656.9 

-1.0 

20.8 

90-DAY  TREASURY  BILL  YIELD 

5.31% 

5.19% 

5.48% 

iSIZE  COMPANIES  (S&P  MidCap  Index) 

232.1 

-1.0 

7.7 

30-YEAR  TREASURY  BOND  YIELD 

7.10% 

6.97% 

6.59% 

ILL  COMPANIES  (Russell  2000) 

334.6 

-0.3 

7.7 

S&P  500  DIVIDEND  YIELD 

2.20% 

2.16% 

2.37% 

COMPANIES  (Russell  3000) 

373.5 

-1.3 

13.4 

SJtP  SnO  PRICF/FARNINGS  RATIO 

oocr  juu  r  niu l_/  Lnn n i n uo  uni  iu 

18.7 

19.0 

16.4 

REIGN  STOCKS 

Latest 

%  change  (local  currency) 

TFfHNirAl  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

643.9 
53.0% 
0.72 
1.25 

642.7 
59.0% 
0.54  r 
1.27 

Positive 
Neutral 
Positive 
Positive 

IDON  (FINANCIAL  TIMES  100) 
10  (NIKKEI  INDEX) 
I0NTO  (TSE  COMPOSITE) 

3872.7 
20,201.9 
5163.8 

-1.2 
-2.5 
-0.4 

8.9 
14.7 
12.9 

Industry  groups 

BLOOMBERG  FINANCIAL  MARKETS 

IE-MONTH  LEADERS 

% 

1-month 

change 

12-month 

Strongest  stock  in  group 

% 

1-month 

change 
12-month 

Price 

HMOs 

11.6 

23.6 

HUMANA 

15.4 

2.7 

183/4 

31L  AND  GAS  DRILLING 

11.1 

61.8 

HELMERICH  &  PAYNE 

13.4 

35.9 

40 'A 

HOSPITAL  MANAGEMENT 

6.8 

23.4 

COLUMBIA/HCA  HEALTHCARE 

6.9 

23.2 

57  A 

GENERAL  MERCHANDISE  CHAINS 

4.9 

9.4 

WAL-MART  STORES 

7.7 

6.0 

26  / 

POLLUTION  CONTROL 

4.9 

-2.2 

BROWNING-FERRIS 

9.6 

-23.8 

2554 

IE-MONTH  LAGGARDS 

% 

1-month 

change 
12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

TOBACCO 

-15.5 

16.6 

PHILIP  MORRIS 

-16.1 

19.9 

891/; 

REGIONAL  TELEPHONE  COMPANIES 

-9.3 

1.1 

BELLSOUTH 

-12.7 

4.7 

36 'A 

MANUFACTURED  HOUSING 

-8.7 

38.1 

FLEETWOOD  ENTERPRISES 

-8.7 

38.1 

27  k 

HOTELS  AND  MOTELS 

-6.8 

19.5 

HARRAH'S  ENTERTAINMENT 

-21.3 

-41.7 

18'/2 

COMMERCIAL  SERVICES 

-6.3 

14.1 

H&R  BLOCK 

-11.8 

-37.3 

243/8 

UTUAL  FUNDS 


MfWWSMR  INC 


ADERS 

ur-week  total  return 


LAGGARDS 
Four-week  total  return 


S&P  500 


EV  MARATHON  GOLD  &  NATURAL  RESOURCES  16.4 

IVY  CANADA  A  12.6 

VONTOBEL  EASTERN  EUROPEAN  EQUITY  10.8 

:-«veek  total  return 


% 


SMITH  BARNEY  TELECOMM.  INCOME 
FRANKLIN  TEMPLETON  JAPAN 
WRIGHT  EQUIFUND-JAPAN 

52-week  total  return 


4-week  total  return 


Hk  Average  fund 
52-week  total  return 


-8.5 
-6.7 
-5.5 
% 


LANDMARK  SMALL  CAP  EQUITY  A 
IDS  PRECIOUS  METALS  A 
MONITREND  GOLD 


70.3    STEADMAN  TECHNOLOGY  GROWTH 

58.9    STEADMAN  INVESTMENT 

55.8    STEADMAN  AMERICAN  INDUSTRY 


-41.6 
-23.5 
-23.3 


ELATIVE  PORTFOLIOS 


illar  amounts  represent  the 
esent  value  of  $10,000 
vested  one  year  ago 
each  portfolio 

:rcentages  indicate 
'e-day  total  returns 


U.S.  stocks 

$11,742 

-1.38% 


Foreign  stocks 
$11,232 

-2.28% 


llll 


Money  market  fund 

$10,522 

+0.11% 


UJ 


Treasury  bonds 
$10,038 

-1.17% 


DRI/McGRAW-HILL 


Gold 

$9,906 

-0.23% 


I  data  on  this  page  are  as  of  market  close  Wednesday,  Sept.  4,  1996,  unless  otherwise  indi- 
ted. Industry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as 


of  market  close  Sept.  3.  Mutual  fund  returns  are  as  of  Aug.  30.  Relative  portfolios  are  valued 
as  of  Sept.  3.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


AN  UNDERSOLD  BUT 
VALID  MIDEAST  POLICY 

The  U.S.  foreign  policy  of  containment,  which  defeated 
communism  and  won  the  cold  war,  is  being  dusted  off  by 
some  policymakers  in  Washington  who  worry  about  China's 
growing  power.  We  think  that  a  more  appropriate  focus  of  a  re- 
vived containment  policy  is  the  Middle  East,  where  a  number 
of  countries,  including  Iraq,  Iran,  Libya,  and  Syria,  represent 
direct  and  obvious  threats  to  the  U.  S.  and  all  industrial  democ- 
racies. President  Clinton's  modulated  military  response  to  Sad- 
dam Hussein's  invasion  of  Erbil,  the  Kurdish  city  in  northern 
Iraq,  buttresses  a  containment  policy.  Clinton's  action  tighten- 
ing allied  control  of  Iraqi  airspace  in  the  south,  near  the  criti- 
cal oil  fields  in  the  gulf,  is  a  shrewd  eountermove. 

Containment  is  the  appropriate  Middle  East  foreign  policy, 
because  the  status  quo  is  much  more  favorable  to  the  world's 
interests  than  it  was  just  five  years  ago.  There  is  an  Israeli- 
Palestinian  peace  that  is  half  complete,  an  Iraq  that  is  half  as 
powerful,  and  an  Iran  and  Syria  that  are  half  as  threatening, 
thanks  to  the  decline  of  Moscow  as  a  cold-war  patron  and 
the  expansion  of  U.  S.  military  power  in  the  gulf.  The  rogue 
states'  main  threat  now  comes  through  the  support  of  world- 
wide terrorism.  Freezing  and  squeezing  has  a  decent  chance  of 
containing  war  and  generating  a  change  in  leadership. 

But  for  that  to  work,  the  U.  S.  needs  the  cooperation  of  its 
European  allies,  who  insist  on  trading  with  the  likes  of  Iran. 
The  Clinton  Administration  has  not  put  the  time  or  energy 
into  cajoling  Germany,  France,  and  the  rest  of  Europe  to  fol- 
low its  lead  in  containing  the  purveyors  of  ten-orism.  In- 
stead, it  has  alienated  allies  with  an  ill-conceived  and  arrogant 
Iran-Libya  Sanctions  Act  that  threatens  European  business 
people  with  jail  time  in  America  if  they  invest  in  those  two 
countries.  The  U.  S.  should  save  the  bullying  for  the  bullies  in 
the  Mideast.  It  has  the  right  foreign  policy:  containment. 
Now,  it  should  get  its  allies  behind  it. 

LIKE  IT  OR  NOT,  WORK 
IS  A  FAMILY  AFFAIR 

What  is  Corporate  America's  responsibility  to  the  family? 
While  Republicans  and  Democrats  at  their  conven- 
tions prattled  on  about  the  government  helping  the  family,  it 
is  the  workplace  that  has  the  bigger  impact  on  family  life  in 
the  U.S.  Wages,  schedules,  benefits,  job  security  or  insecuri- 
ty— all  affect  the  quality  of  family  life.  The  stresses  of  tech- 
nological change  and  global  competition  can  be  seen  on  the 
faces  of  husbands,  wives,  and  children  everywhere.  After 
downsizing,  reengineeiing,  and  getting  their  employees  to 
work  harder  and  better,  companies  might  do  well  to  tackle 
work  and  family  issues.  It  just  might  give  them  an  even 
greater  competitive  edge. 


A  yearlong  project  between  business  week  and  the  Cu- 
ter on  Work  &  Family  on  employers'  best  practices  uncr- 
scores  the  benefits  that  accrue  to  companies  that  treat  wrk 
and  family  issues  as  strategic  business  questions.  Flex  It 
scheduling,  job-sharing,  and  on-site  child  care  or  vouchers  j! 
absenteeism  and  turnover,  boosting  productivity.  The  ke;is- 
for  managers  to  give  up  control  of  the  process  of  work 
empower  employees  to  determine  how  it  gets  done.  BUSiNk 
week's  top  10  family-friendly  companies  include  Eddie  Ba'ii 
Motorola,  and  Hewlett-Packard  (page  74). 

Corporations,  however,  should  be  wary  about  delving  io 
deeply  in  family  life.  There  are  now  "work/life  coordinated 
and  "directors  of  divei-sity"  who  are  extending  work/family  p> 
grams  to  include  pet  care  and  lawn  service.  That's  ridicules 
What  companies  can  provide  is  flexibility  in  time  and  good  dis- 
pensation so  that  families  can  buy  services  in  the  marlt- 
place.  Providing  quality  health  care,  as  part  of  compensation 
especially  important.  In  their  successful  drive  to  reduce  mjl- 
ical  costs  (where  inflation  is  the  lowest  in  20  years),  sc^e 
companies  have  allowed  the  quality  of  care  to  diminish. 

Thoughtful,  focused  work/family  programs  can  be  eomit- 
itive  assets  for  many  companies.  As  for  the  politicians  helpg 
the  family  this  election  season,  we  have  one  suggestion:  Strt 
by  lifting  the  marriage  penalty  in  the  tax  code. 

IT  CAME  FROM  SPACE: 
CABLES  COMEUPPANCi; 

Cable  rates  are  soaring  again.  While  consumer  prices  arep 
2.9%  so  far  in  1996,  cable-TV  rates  have  risen  10.4%.  Ca% 
TV  inflation  is  rising  faster  than  inflation  in  college  tuitil, 
legal  services,  gasoline,  toys,  or  wages  in  general.  The  resw 
Cable  companies  may  finally  be  pricing  themselves  out  of  K 
market.  Look  for  the  hit  Revenge  of  the  Consumer  at  y« 
screen  soon. 

Cable  companies  have  been  able  to  levitate  their  prices^) 
long  because  of  their  monopolistic  grip  on  markets.  Tljt 
grip  is  now  loosening,  thanks  to  technology.  For  decacik, 
the  heavy  expense  of  laying  wire  beneath  city  streets  allovijd 
cable  companies  to  cut  exclusive  deals  with  politicians  and  $ 
ceive  control  over  major  markets.  Competition  was  rarely  re- 
mitted, and  the  results  were  predictable.  Consumers  ex- 
plained about  service  from  Day  One.  Prices  were  hiked  mil 
popular  pressure  in  1992  allowed  Congress  and  the  FedeA 
Communications  Commission  to  regulate  cable  rates.  Wth  e 
passing  of  the  new  Telecommunications  Act,  the  lid  is  off! 

But  this  time,  there  is  something  called  dbs — direct  brol- 
cast  satellite — and  it's  catching  fire.  Prices  are  plummetij. 
with  dishes  down  to  $199  and  monthly  satellite  program- 
ming near  striking  distance  of  the  cable  rates.  Telephce 
companies  are  also  entering  the  market.  The  cable  compans 
have  had  decades  of  monopoly  rule  in  their  markets,  i- 
stead  of  coddling  their  customers,  they  infuriated  mostrf 
them.  Competition  is  about  to  wreak  the  market's  revenl 
We  say,  it's  about  time. 
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Architecture  is  like  calligraphy 
The  power  isn't  in  the  structure, 
it's  in  1 1 K'  space  an  >und  ii 

Which  is  why  I  appreciate  the 
.space  in  World  Business  Class  '! 

On  Northwest  Airlines,  space 
has  a  very  simple  and  direct 
relationship  to  the  human  body. 
It  feels  like  it's  spreading  out.., 
stretching  out  toward  the  sky. 

Normally  I  can't  sleep  <  >n 
airplanes,  hut  in  World  Business 
(  lass  I  sleep  very  well. 

Architec  ts  earn  a  living  by 
sitting  in  small  chairs  1<>  hours  at 
a  time.  So  compared  to  working, 
flying  has  become  a  pleasure1 
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How  Will  The  L  a  u 
Mid-range  Computing?  Le 


Tin-  Compaq  ProLiant  5000  ha^  arrived.  all  vour  network  servers,  it  saves  vou  a  lot 
And  it's  going  to  change  everything  that  lies         more  than  just  shoe  leather. 


in  it--  path.  Including  how  \ou  think  about 
mid-range  computing. 


Maintaining  vour  network  is  easier  now, 
too.  Thanks  to  some  cool  new  features  on 
The  ProLiant  5000,  with  its  Pentium'  Pro        Compaq  Insight  Manager,  vou  can  get 


processor,  delivers  unprecedented  perfor 
mance  tor  mid-range  solutions. 

But  that ju-t  the  tir-t 
halt  of  the  storv. 

In  toda\  s  client  server 


System 
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5  per  tpmC 

ProLiant  511(111  h  Ihh  \\2 
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Mi; 

HP  9  Server  :  ;  ■  ■ 
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SPARI    enter  201  01 

ill'  9        \1  del  K«0 
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environment,  vou  need 


■  ■    r  cost  oj 


updates  anil  new  software  revisions  via  the 
Internet,  vour  modem  or  CD.  And  then 
transfer  them  to  the 
Integration  Server  just 
one  time.  You  can  even 
maintain  vour  network 


more  than  power — vou  need  control.  So  we've 
combined  the  Pentium  Pro  processor  with 
a  concept  we're  calling  Integration  Manage- 
ment. Giving  vou  new  tools  to  manage  vour 
svstem  throughout  it-,  entire  lite  cvcle. 


■ 

when  vou  re  aw av  from  the  office.  All  vou 


need  is  vour  notebook  and  a  phone  line. 

We  ve  also  partnered  w  ith  the  industr\- 
leading  companies  of  svstem  management 
applications.  So  now  vou  can  view  vour  entire 


Improvements  to  SmartStart  now  let  vou         network  in  one  place.  Together,  these  and  other 
vet  up  an  Integration  Server,  w  hich  basically         improvements  have  helped  reshape  the  land- 
serves  as  a  holding  tank  tor  all  vour  software.        scape  of  mid-range  computing,  bv  creating 
It  also  simplifies  the  setup  and  maintenance  the  most  manageable  server  in  the  industry, 

of  vour  network.  All  vou  have  to  do     config-       To  hnd  out  more  about  the  ProLiant  5000, 

visit  our  Web  site  at  w  w  w.compaq.com. 


ure  vour  Integration  Server  and  then,  using 
SmartStart.  deploy  it  across  vour  entire  net 


or  call  us  at  1- S00- 3 15  /  111.  It's  not  just 


work.  It  not  only  ensures  consistent  across         a  server.  It's  a  force  to  be  reckoned  with. 
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PENTIUM  PRO 


ie  ProLiant  5000  Affect 

y  Its  Code  Name  Was  "Hurricane." 


COMPAQ. 

Has   It   Changed   Your    Life  Yet? 


ADMIT  IT.  YOU  HAVE  TO  BE  PRETTY  WELL 
BUILT  TO  CARRY  2  MILLION  PEOPLE. 


With  over  two  million  on  the  road,  the  Camry  is  probably  as  close  as  anyone  has  ever  come  to 
building  a  perpetual  motion  machine* 

In  fact,  Automobile  Magazine  called  Camry  "The  Best  Car  Built  in  America.'"*  You'll  no  doubt 
agree  the  very  moment  you  have  a  seat  in  its  ergonomic  interior.  In  addition  to  its  solid, 
elegant  feel,  the  Camry  is  confidently  quiet.  This  effect,  achieved  through  advanced  engineer- 
ing, is  just  one  reason  that  Camry  has  become  the  industry  benchmark,  the  Gold  Standard  by 
which  all  midsize  sedans  are  judged. 

And  yet,  while  it  runs  like  a  clock,  Camry's  styling  is  virtually  timeless.  A  styling  so  classic, 

in  fact,  over  two  million  people  have  been  moved  by  it.  TOYOTA  CAMRY 

I  love  what  you  do  for  me 


Call  1-800 -GO -TOYOTA  or  visit  our  Web  Site  at:  http://www.toyota.com  for  a  brochure  and  location  of  your  nearest  dealer. 

S  '1995  Toyota  Motor  Sales.  U  SA  ,  Inc  Buckle  Up1  Do  it  lor  those  who  love  you  'There  are  over  2  million  Cannys  currently  in  operation  RL  Polk  1994  "Camry  XLE  V6/Best  car  built 

in  America  Automobile  Magazine.  March  1993  Most  Cannys  are  built  in  America 
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Novell  Networks  Conne 
The  Fifty-Five  Milli 


software?  Or  just  one  brand? 


The  one -vendor  approach 


is  too  limiting,  because  real 


corporate  com- 
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require  access  to 


all  computers, 


applications,  printers,  in 


telligent  devices,  and  the 


In  tern  et  I  \  n  tra  net .  To  da  v. 


Novell    networks  connect 


everything  for  55  million 


users.  And   it's   very  easy 


to  manage  these  incred- 


ible varieties  of  resources 
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far  apart  exist  in  a  world 
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gether? Choose  the  network 


that  can  st retell 
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it  all.  Novell. 


The  network 
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call   1-800-289-6685  and 


ask  for  the  Novell  Platinum 
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Everything's  Connected 


The  blind  need  to  be  a  part  of  the  information  age.  That's  what  inspired 
Samsung  to  create  a  Braille-equipped  computer  that  can  pronounce 
more  than  90,000  words.  To  learn  about  our  other  inspirations  contact  us 
at  http://www.samsung.co.kr 
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RATE  EXPECTATIONS 

WHY  NO  FULL-COURT 
PRESS  ON  THE  FED 

WITH  THE  FEDERAL  RESERVE 

board  mulling  an  interest-rate 
hike  just  six  weeks  before 
Election  Day,  you'd  think  the 
White  House  would  be  all 


simpatico?  Rubin 
and  Greenspan 

over  Fed  Chairman 
Alan  Greenspan  to 
hold  his  fire.  But  you'd 
be  wrong. 

President  Clinton's 
economic  advisers  be- 
lieve a  rate  boost 
would  come  too  late  to 
slow  the  economy  by 
Election  Day  and  spark  job 
anxiety.  "There  would  be  no 
impact  for  six  months,  and 
even  then  the  effect  would 
be  small,"  says  one  Clinton 
economist. 

Treasury  Secretary  Robert 
Rubin,  who  breakfasts  with 
Greenspan  once  a  week,  does 
not  see  the  need  to  jawbone 


TALK  SHOW  ui  won't  answer  their  questions.  I  don't  trus 
them.?? 


— Whitewater felon  Susan  McDougal,  refusing  to  testify  before  a 
grand  jury  and  thus  headed  for  jail  on  contempt  charges 


him.  "Greenspan '  wants  to 
wait  until  after  the  election, 
but  he  may  have  to  move  if 
the  economy  remains  strong," 
says  a  Rubin  associate. 

Clinton's  political  advisers 
aren't  as  sanguine  about  a 
Fed  tightening.  "Intellectual- 
ly, they  know  a  rate  hike 
won't  affect  the  election — 
we've  told  them  enough 
times,"  says  a  White  House 
economic  adviser.  "But  they 
still  don't  want  to  see  it  hap- 
pen. We're  just  hoping  they 
keep  their  mouths  shut." 

The  White  House's  lack  of 
pressure  on  the  Fed  is  far 
different  than  the  situation 
four  years  ago.  Facing 
a  weak  economy,  the  Bush 
Administration  lambasted 
Greenspan  for  not  cutting 
rates  more.   Owen  Ullrnann 


CASINO  SOCIETY 


DOLE  STOCK:  THAT  SINKING  FEELING 


BOB  DOLE  STYLES  HIMSELF  A 

believer  in  the  marketplace. 
Well,  maybe  except  for  one. 
The  Iowa  Electronic  Market 
(iem),  where  investors  buy 
stock  in  political  candidates,  is 
very  bearish  on  Dole. 

As  of  Sept.  11,  stock  in 
President  Clinton  stood  at 
79.5c,  with  Dole  at  20.4c  and 
sinking.  Ross  Perot's  stock 
barely  registers,  at  less  than 
a  penny.  Dole's  stock  has 
been  in  freefall  since  its  33.9c 
peak  in  the  afterglow  of  the 
mid-August  Republican  Na- 
tional Convention. 

The  $186,875-eap  market— 
an   online   project  (http:// 
www.biz.uiowa.edu/iem/)  of 
the  University  of  Iowa  busi- 
ness school — has  6,057  in- 
vestors. You  pay  a  por- 
tion   of  .  a   dollar  per 
candidate-share,  with  all 
three  contenders'  stock 
prices  adding  up  to  $1. 
The  winning  stock  pays 
off  a  buck  per  share  after 
Nov.  5,  so  your  profit  is 
the  difference  between  that 
and  what  you  paid. 

Since  its  1988  kickoff,  the 


iem  has  been  an 
uncanny  forecast- 
er. In  a  separate 
Iowa  investment, 
where  you  bet  on 
the  final  popular 
vote,  most  of  the  money  has 
Clinton  besting  Dole  by  10 
points.  All's  not  lost  for  Re- 


House, 

seats, 

Senate, 


GUNG-HO:  Unlike 
the  Iowa  ntarkt  t 

publicans.  There's 
a  third  investment 
vehicle  for  Con- 
gress.   The  big 
money    here  is 
on  the  gop's  keep- 
ing control  of  the 
although  losing  some 
and  gaining  in  the 
Richard  S.  Dunham 


THE  LIST  HAPPY  HUCKSTERS 


Wall  Street  loves  Madison 
Avenue.  Ad  agencies,  hard 
hit  in  the  early  1990s,  are 
back — and  so  are  their 
stocks.  Fueled  by  a  7.5% 


surge  in  billings,  the  big 
shops  are  mostly  posting 
double-digit  increases  so  far 
this  year,  outdoing  the  S&P 
500's  8%.  Analysts  expect 
more  of  the  same  in  1997, 
absent  an  economic  slump. 


1 

AD  FIRM  STOCK  SURGE 

PRICE 

1996 

9^/96 

INCREASE 

CORDIANT 

5 

17.6% 

GREY 

230 

16.2 

INTERPUBLIC 

457/8 

6.7 

w 

OMNICOM 

373/8 

19.4 

TRUE  NORTH 

203/8 

10.2 

WPP 

38!/8 

51.8 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


THE  DEAL  MILL 


BONDERMAN  ROPES 
A  WILD  RED  ROCKE 


DUCATI  916:  Coveted 


DAVID    BONDERMAN,  Ti 

Texas  financier  who  contr 
Continental  Airlines,  is  abc 
to  ride  off  with  one  of  Ital 
legendary  motorcycle  mt 
ers,  Ducati,  say  people  ck 
to  the  deal.  Ducati  mak 
some  of  the  world's  mc 
celebrated  motorcycles, 
bikes  have  won  four  Woi 
Superbike  Championshi 
this  decade. 

The  $330  million  deal,  so 
to  be  announced,  involves  $f 
million  in  fresh  equity;  t| 
rest  is  either  new  debt 
buyer-refinanced  old  debt, 
all  gives  Bonderman's  Te 
Pacific  Group  a  41%  stake 
Ducati,  and  partner  invei 
ment  bank  Deutsche  Morgi 
Grenfell  10%.  The  new  mon( 
is    partly    for  expandi 
Bologna  production  faciliti 
An  upcoming  goal:  to  take  U 
company  public  in  New  Yoi. 

The  cuirent  owner  is  del- 
laden  conglomerate  Cagb 
led  by  brothers  Claudio  a 
Gianfranco  Castiglioni  (oth 
holdings:  hotels,  foundrie, 
who  couldn't  be  reached  i' 
comment.  Cagiva  will  reta 
49%  but  can  buy  back  £n 
from  Texas  Pacific  and  d;b 
later — the  conditions  are  in 
clear.  Claudio  stays  ehairm;|. 

The  Castiglionis  bougt 
Ducati  in  1985  for  $5  millk. 
Last   winter,   they  turn!  J 
down   what   news   repois ' 
called  a  $190  million-plus  \ 1 
from  Chicago  financier  Sti'i 
Zell,  a  Ducati  rider.  Lil 
Sanders  and  John  Rossal 
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Silicon  Graphics  Intranet 

"It  just  keeps  getting  better 


99 


[tie  Craves 

Wtf  Information  <  >tfn  er 
ilk  on  Gin fih us.  Inc. 


/ast  spring,  an  information 
technology  officer  of  a  Business  Week 
1000  company  told  me  lie 
considered  a  corporate  intranet 
a  luxury.  The  other  day,  I  read 
that  the  officer  had  been  fired. 

I  know  very  well  that  manage- 
ment decisions  are  difficult  at 
best.  But  that  particular  firing 
was  a  no-brainer.  The  IT 
executive  had  no  excuse  for 
his  lack  of  foresight. 


^  corporate  intranet  can  make  any  medium-  to 
arge-scale  business  operation  run  more  efficiently 
tnd  cohesively.  The  question  is  not  whether  an 
ntranet  can  help  your  business;  the  question  is  how 
ong  can  you  delay  building  one? 

iefore  Silicon  Graphics  entered  the  business  of 
ntranet  technology,  we  created  our  own  intranet 
ailed  Silicon  Junction.  Already,  we  wonder  how  we 
sanctioned  without  it. 


j  Netscape:  Silicon  Junction 


pte    ItW    yiev  gaokmarts    Options    Directory  Window 


Help 


Location:  I  http://wwu.corp.sgi  -con/ 


Whai's  Nei»j  What's  Coolj  Handbook)  NetSearehj  NaDlreaofyj  Sothoarej  Welramej 
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j  CuMKb  >  our  f  v  ,„.„.,  i 

J  Nttvupr  Nx*  rpiUw 
•  ZJIIS  tiifftehk  Km 


WebFORCE  Intranet 


Your  Interna^ 
Intranof  Bejowci 


Also,  check  out  our  external  Web  site  at  http://www.sgi.com 


iin  ( inphics,  Int  NctM.ipc  i\  j  if  jJcnurk  «\  New  J[>i' 


J  WebFORCE  tnd  s 


In  two  years,  Silicon  Junction  has  grown  to  encompass 
2,500  Web  sites  comprising  250,000  individual  Web 
pages  and  reaching  nearly  every  one  of  our  11,000 
employees  worldwide. 

Through  Silicon  Junction,  our  engineers  in  Japan  and 
Switzerland  can  work  simultaneously  to  develop  a  new 
computer  chip  with  their  counterparts  at  our  Mountain 
View,  California,  headquarters.  We  also  quickly  distrib- 
ute vital,  fluid  company  information  through  Silicon 
Junction.  Without  an  intranet,  acclimating  to  major 
company  changes  would  take  10-times  longer  than  the 
transition  period  that  followed  our  recent  acquisition 
of  Cray  Research. 

What  makes  Silicon  Junction  so  powerful  is  that  the 
entire  company  manages  the  site.  There  is  no  red 
tape — individual  employees  determine  what  content 
belongs  on  the  site  and  incorporate  it  themselves, 
creating  a  free-flowing  environment. 

'This  system  works.  We  recently  used  an  outside 
firm  to  conduct  a  company-wide  survey  over  Silicon 
Junction.  We  discovered  that  75  percent  of  the  time 
people  found  what  they  were  looking  for  and 
that  94  percent  of  the  time  the  information  was  accurate. 
Those  figures  were  nothing  short  of  astounding — we 
predicted  numbers  at  least  20  percentage  points  lower. 

Silicon  Junction  is  our  playbook,  and  it  just  keeps 
getting  better.  In  the  world  of  Web  sites,  any  project 
taking  more  than  12  weeks  is  rendered  worthless  by 
new  technology  before  it  is  even  completed.  Because 
of  our  dynamic  employees,  Silicon  Junction  is  as 
vibrant  and  advanced  as  any  site  on  the  Web. 

We  have  helped  several  major  companies  position 
themselves  for  the  21st  century  with  a  corporate 
intranet.  We  can  do  the  same  for  you.  I  invite  you 
to  call  us,  ask  us  some  difficult  questions,  and  see 
tor  yourself  how  your  company  can  benefit  from 
an  intranet  powered  by  Silicon  Graphics. 

See  what's  possible. 

Mike  (i raves 

Chief  Information  Officer 
Silicon  Graphics,  Inc. 

For  a  free  copy  of  our  intranet  study 
conducted  by  Claremont  Technologies,  Inc. 

Call  1(800)636-8184  DePt.LS0049 


SiliconGraphics 

Computer  Systems 


Up  Front 


How  Magellan  Flight 
Money  Is  Doing 


FUND 


THE  FUND  FRONT 

WHY  FIDELITY  ISN'T 
CRYING  TOO  HARD 

FIDELITY  INVESTMENTS' 
Magellan  mutual  fund 
(assets:  $56  billion)  is  the 
incredible  shrinking  growth 
fund.  Since  April,  investors 
have  pulled  out  $3.8  billion 
more  than 
they  have  put 
in.  However, 
Fidelity  isn't 
exactly  hurt- 
ing. David 
0 '  L  e  a  r  y  of 
Alpha  Equity 
Research  says 
the  lion's 
share  has 
gone  to  other 
Fidelity  funds 
(table).' 

O'Leary  estimates  that  al- 
most 98%  of  the  flight  money 
has  remained  in  the  company. 
One  reason:  A  huge  (76%) 
share  of  Magellan's  assets 
comes  from  401(k)  or  other 
retirement  plans  offered  un- 
der contract  to  employers.  If 
a  plan  offers  only  Fidelity  I 


FIDELITY  MAGELLAN 


funds,  employees  have  no 
other  investment  options. 

The  primary  beneficiaries 
of  Magellan's  distress  have 
been  Growth  &  Income  and 
Contrafund.  Even  in  July, 
when  the  market  tanked,  the 
pair  drew  Magellan  money. 
Magellan  lost  almost  $1  bil- 
lion, but  Contra  netted  $157 
million;  Growth  &  Income, 
$852  million. 

Contrafund 
has  turned  out 
to  be  a  smart 
move.  While 
both  funds 
are  outshining 


1996 
TOTAL  RETURN* 


1.15% 


FIDELITY  CONTRAFUND    8.43       Magellan,  Con 

FIDELITY  GROWTH  7.29 
&  INCOME 


S&P  500-STOCK  INDEX  8.06 

*  As  of  Sept.  6 

DATA  MORNINGSTAR  INC 


tra  is  also 
beating  the 
s&p  500-stock 
index.  At  least 
Magellan  is 
stabilizing  un- 
der manager  Robert  Stansky, 
who  took  over  from  Jeff 
Vinik  in  June.  August's  out- 
flow was  $573  million,  down 
from  $9(54  million  in  July.  And 
during  the  month,  Magellan 
even  outperformed  the  s&p 
(2.52%  to  2.11%)  for  the  first 
time  this  year.  Lisa  Sanders 


SPORTS  BIZ 


IS  THE  PREAKNESS  OFF  AND  RUNNING? 


THE  PREAKNESS  STAKES  MAY 

gallop  away  from  its  tradi- 
tional Maryland  home.  Joe  De 
Francis,  owner  of  Baltimore's 
Pimlico  track  and  the  race  it- 
self, fears  he 
can't  compete 
with  Delaware 
Park  in  Stanton, 
Del.,  70  miles 
away,  since  it 
just  got  slot  ma- 
chines. Maryland 
Governor  Parris 
Glendening  bars 
casino-type  gam- 
bling in  his  state. 

De  Francis 
says  he  may 
close  dowdy  Pim- 
-  lico  and  move 
the  Preakness — the  middle 
jewel  of  the  Triple  Crown 
(between  the  Kentucky  Der- 


PIMLICO:  Slots 
arc  the  enemy 


by  in  Louisville,  and  the  Bel- 
mont Stakes  in  Queens, 
N.  Y.).  Glendening  says  maybe 
the  state  could  help  Pimlico 
some  other  way. 

The  Preakness  could  go  to 
Laurel  Raceway,  which  De 
Francis  also  owns.  It's  closer 
to  Washington  and  farther 
from  the  Delaware  slots,  yet 
needs  renovations.  Or  the  race 
could  be  sold  to  another  track. 
The  betting  is  on  Delaware 
Park,  which  has  enough  room 
for  the  event  and  is  between 
Louisville  and  Queens,  a  plus 
for  horse  transporting. 

Pimlico  may  face  trouble 
getting  quality  horses.  A  race 
for  maiden  two-year-olds  pays 
$19,800  to  the  field.  Slots 
bring  fatter  purses  at 
Delaware  Park:  $22,000,  vs. 
$14,400  in  '95.  Roy  Furchgott 


DRAWN  &  QUARTERED 


paranoid.  Warien 
Christopher  m 
^n<^  pollute 
listen  in^  f 


i-WAY  PATROL 

MSNBC  s  BROWSER 
RAISES  SOME  BROWS 

MICROSOFT  AND  NETSCAPE 
may  be  battling  to  win  the 
browser  war,  but  not  on 
MSNBC.  Oddly,  the  new  cable 
service,  a  Microsoft 
NBC  partnership,  is 
giving  Netscape 
free  prime-time 
publicity  for  its 
computer  pro- 
gram that  is 
used  to  browse 
the  World  Wide 
Web.  MSNBC's  hour- 
long  show  The 
Site,  airing  every 
weeknight,  prominently  uses 
Netscape  Navigator. 

The  prime-time  show,  pro- 
duced by  MSNBC  and  Ziff- 
Davis  Publishing,  chronicles 
new  technology  and  visits 
Web  sites.  When  it  cruises 
the  Web,  your  TV  screen  in 


effect  becomes  a  PC  screei 
Netscape's  striking  "N"  log 
is  in  the  top-right  comer.  Th 
show  does  use  Microsoft  Ej 
plorer  occasionally. 

At  Netscape,  the  msnb 
exposure  evokes  jokin 
thanks  for  the  endorsemen 
msnbc  won't  admit  why 
prefers  Navigator,  a 
though  spoke 
woman  Laur 
Leff  quips  thl 
choice  demoil 
strates  that  tl 
show  is  "editc| 
rially  indeperii 
dent."  She  sajl 
~  j£~~-^3i  neither  Microsoi 
\  nor  Netscape  ac| 
vertises  on  th| 
show.  Microsoft's  Mark  Muil 
ray  says  his  company  "is  ncf1 
going  to  dictate"  the  showj 
software  choice.  A  consoh 
tion:  msnbc  is  thus  far  see 
only  in  35%  of  the  countr; 
so  The  Site's  viewership  isn 
large.    Andrew  Ross  Sorki} 


THE  BIG  PICTURE 


WHERE  THE  JOBS 
ARE...AND  ARE  NOT 

Demand  for  corporate 
execs  is  flat  in  the  U.S. 
lately  because  of  restruc- 
turing. Things  are  worst 
in  the  rapidly  consoli- 
dating health-care  sector. 
But  the  shakeouts  have 
prompted  a  boom  in 
professional  services, 
particularly  consulting. 


PERCENT  OF  TOTAL  EXECUTIVE  JOBS  ON  THE  MARKET 

0        5        10        15  20 
INDUSTRIAL  -2Q 1995 

W2Q1996 

UTICALS 

ADVANCED  TECHNOLOGY 
FINANCIAL  SERVICES 

PROFESSIONAt  SERVICES  |  ~~ |  ~]  ~ ] 

"mil"' 

BASED  ON  QUARTERLY  SURVEY 
OF  2.600  EMPLOYERS 


FOOTNOTES  During  the  July  market  downturn,  individual  investors  who  sold  stock:  6%;  who  bought:  24%;  who  held:  70% 
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Why  is  Open  Market  the  only  company  that  has  taken  the  winkles  out  of  Internet  commerce?  Our  goal 
)m  day  one  was  to  develop  commerce  software  for  the  internet.  and  unlike  other  companies,  our  software  is 
ulable  today.  in  fact,  some  of  the  world's  most  successful  companies  are  already  using  our  secure,  scalable 

Internet  commerce  solutions 

<'Sr  2 

/  ff^B  ro  do  business  with  other 

companies  and  consumers. 
With  these  solutions,  larger 
companies  can  manage  not 
only  payment  processing  but 
every  aspect  of  internet 
business  transactions.  and 
smaller  companies  can  reap 
the  benefits  of  internet 
commerce  while  outsourcing 
the  complexity,  allowing 
them  to  focus  on  what  they 
do  best.  In  short,  Open 
Market  fits  your  needs  no 
matter  what  size  you  are. 

to  iron  out  your 
own  Internet  commerce 
solution,  visit  our  website  at 
www.openmarket.com/wrinkle. 
or  call  i-888-open-mkt. 


- 

m 

TO  1 

WHAT 

WE'VE  DC 

>NE 

Open  Market 
245  First  Street 
Cambridge,  MA  02142 


OPEN 


Wt  ARE  Internet  Commerce. 
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AN  INFORMED  PRESS  CAN 

MAKE  A  DIFFERENCE'  

Thank  you  for  all  the  good  work  you 
did  on  the  nasdaq  matter.  Michael 
Schroeder  helped  set  the  stage  for  our 
investigation  and  report.  It's  another 
example  of  how  an  informed  press  can 
make  a  difference. 

Arthur  Levitt 
Chairman 

Securities  &  Exchange  Commission 
Washington 

THE  LICKETY  SPLIT 

PACE  OF  CHANGE  

Some  economists  claim  computers  are 
not  boosting  growth  and  are  a  trifling 
share  of  the  U.  S.  economy.  Just  not  so 
("Something  doesn't  add  up  here,"  Eco- 
nomics, Sept.  2).  In  the  next  15  years, 
the  computer  industry  will  likely  bring 
about  more  cultural  change  than  in  the 
past  100  years.  Those  young  men  that 
changed  our  world — Bill  Gates,  Steve 
Jobs,  Michael  Dell,  Larry  Ellison,  and 
Ted  Waitt — are  laughing  all  the  way  to 
the  Billionaire  Boys  Club. 

Glenn  Ralston 
Indianapolis 

THE  BEST  OF  ALL  POSSIBLE 
HDTV  STANDARDS  

The  new  broadcast  standard  for  digi- 
tal TV,  tentatively  approved  by  the  Fed- 
eral Communications  Commission,  is  the 
most  flexible  broadcast  standard  ever 
conceived  ("The  nerds  and  Hollywood 
vs.  the  boob-tube  crowd,"  Washington 
Outlook,  Sept.  2). 

This  digital  standard — already  rec- 
ommended by  the  FCC  Advisory  Com- 
mittee last  November — gives  consumers 
a  choice  about  how  they  join  the  digital 
revolution:  through  a  converter  box  for 
their  current  tv  set;  a  new  digital  high- 
definition  television  (hdtv)  with  even 
more  processing  power;  or  a  digital  TV. 

No  other  digital-standards  design  in 
the  U.  S.  or  abroad — for  over-the-air, 
cable,  wireless  cable,  satellite,  or  tele- 
phony transmission — offers  this  choice. 


The  standard,  developed  over 
past  nine  years  with  cooperation 
input  from  all  interested  parties  ( 
eluding  Silicon  Valley  and  Hollywoc 
ensures  that  consumers'  investment 
digital  technology  will  work  where 
they  go,  as  technology  changes.  W 
five  of  the  six  hdtv  transmission  f 
mats  in  the  standard  using  compute 
friendly  progressive  scan,  this  is  1 
best  technology  America  has  to  offe: 

The  technology  should  not  be  delaj 
just  because  of  a  small  but  vocal  s 
ment  of  special  interest  groups.  Now 
the  time  for  the  FCC  to  mandate 
new  digital  standard. 

Peter  M.  Fanr 
Chairrr 
Citizens  for  HE 
Washingt 

AH,  FOR  THE  DAYS 
WHEN  I  DROVE  A  VW 


Nostalgia  for  vintage  Volkswag 
Beetles  has  already  erupted  ("Ther 
money  in  old  bugs,"  Up  Front,  Se; 
2).  Or,  more  likely,  enthusiasm  for  tl 
lovable  vehicle  has  never  waned. 

We  baby  boomers  were  especia 
fond  of  these  strange-looking  cars.  Ne; 
ly  all  of  us,  at  some  point  in  high  sch< 
or  college,  had  an  experience  with  oi 
The  car  evokes  memories  of  a  simp] 
time,  when  gas  was  cheap  (30?  a  gallc 
and  the  open  road  beckoned.  We 
knew  the  Beetle  would  get  us  there 

As  the  owner  of  a  1973  Super  Beei 
convertible,  I  can't  tell  you  how  mu 
joy  and  fellowship  this  car  has  afford 
me  over  the  past  two  years. 

Yes,  times  have  changed.  The  wi: 
whistles  through  my  hair  a  bit  fast 
these  days,  but  good  things  nev 
change.  Here's  to  life  in  the  slow  lan 
Tomm  Spri 
New  Milford,  Con 

BOB  DOLE  IS  ALL  FOR 
SCHOOL  CHOICE 


Rudi  Dornbusch  criticizes  Bob  Dol< 
economic  plan  for  not  having  a  schoc 
choice  program  ("Dole  blew  a  chan 
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A  Proposition  That  Will  Move  You: 


Out 

Amarillo,  Texas 

then  check  out  the  competition. 


(It's  on  us.) 


Lcuit  week,  we  invited  executive*)  of  more  than  3,000 companies  to  check 
lid  out  for  thenwelvtd.  We  sent  them  airline  tickets  from  one  of  four 
national  earrtem  that  service  our  international  airport.  We  included 
checkafor  $8,000,000.00 jujL  in  eaoe  they're  ready  to  mow  here. 


We're  certain  that  Amanllo, 
Texas  is  the  best  location  for 
your  business  expansion  or 
relocation.  So  certain  that 
we'll  fly  you  to  Amanllo  on 
American  Airlines,  Delta  Air 
Lines,  United  Airlines  or 
Southwest  Airlines.  And  it 
you're  still  not  convinced  and 
want  to  look  at  another 
location,  we  'll  fly  you  there. 
No  small  print. 
No  catches.  No  kidding.  Just 
call  Michael  Bourn, 
Executive  Director,  Amanllo 
Economic  Development 
Corporation,  1-800-333-7892. 


Amarillo 
Economic 
Development 
■=  Corporation 

BankOne  Center 

600  South  Tyler,  Suite  1503 

Amarillo,  Texas  79101 

(806)  379-6411 

(806)  371-01 12  (FAX) 

(800)  333-7892 


Visit  Amarillo  on  the  INTERNETS  http://www.amarillo-tx.com. 
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to  be  bold,"  Economic  Viewpoint,  Sept. 
2).  But  the  facts  in  the  column  are 
wrong:  School  choice  is  a  big  part  of 
Bob  Dole's  plan. 

Professor  Dombusch's  endorsement  of 
school  choice  is  welcome.  But  business 
week  should  ensure  that  its  readers  get 
a  more  accurate  account  of  Bob  Dole's 
bold  program  to  improve  education  and 
raise  real  wages  in  America. 

John  B.  Taylor 
Stanford  University 
Stanford,  Calif. 

MY  REPUBLICAN  PARTY 
WAS  NO  MORE'  

I  first  voted  Republican  in  1942 — 
and  solid  Republican  until  Bush's  sec- 
ond term  ("The  hijacking  of  the  GOP," 
Books,  Sept.  2).  With  tears  in  my  eyes, 
I  voted  for  Clinton:  My  Republican 
Party  was  no  more.  Once  again,  I  shall 
vote  for  Clinton. 

Robert  D.  Krohn 
Los  Lunas,  N.  M. 

DEFENSE  SPENDING:  THE 
ELEPHANT  IN  THE  LIVING  ROOM 

I  often  find  your  editorials  pertinent 
and  lucid.  But  how  long  can  we  as  a 
nation  and  as  an  economy  continue  to 
ignore  the  elephant  in  the  living  room? 
("Wanted:  Straight  talk  about  entitle- 
ments," Editorials,  Aug.  19). 

The  $1.6  trillion  in  "defense"  spend- 
ing planned  over  the  next  six  years  is 
more  than  50%  of  the  total  discre- 
tionary budget  of  the  U.  S. — and  twice 
the  total  expenditures  of  all  potential 
adversaries  combined.  This  appalling 
amount  is,  by  some  agreement,  always 
"off  the  table." 

As  critics  have  said,  the  U.  S.  con- 
tinues to  spend  money  it  does  not  have 
to  buy  weapons  it  does  not  need  to  fight 
enemies  who  do  not  exist. 

Lt.  Colonel  Charles  C.  Campbell 
U.S.  Air  Force  (retired) 
Santa  Cruz,  Calif. 

CARL  SPIELVOGEL 

BEGS  TO  DIFFER  

"Demolition  derby  on  Wall  Street?" 
(News:  Analysis  &  Commentary,  Sept. 
9)  says  "auto  megadealer  Peter  G. 
Jarvis  recently  rebuffed  a  buyout  offer 
from  adman-turned-car-dealer  Carl 
Spielvogel."  I  have  never  spoken  to  Mr. 
Jarvis,  nor  have  I  ever  met  him. 

Second,  the  article  says  that  United 
Auto  Group  "is  driving  up  the  price  of 
expanding  in  the  automobile  business," 
and  that  the  average  dealership  has 


CORRECTIONS  &  CLARIFICATIONS 

"Did  you  say  Sprint  was  No.  1?"  (Informa- 
tion Processing,  Sept.  2)  mistakenly  report- 
ed that  Sprint  Corp.  charges  a  flat  calling 
rate  of  "10?  a  minute — no  matter  what." 
That  rate  does  not  apply  between  7  a.m. 
and  7  p.m.  weekdays. 

A  table  accompanying  "usAir's  European 
squeeze  play"  (The  Corporation,  Sept.  2) 
wrongly  labeled  figures  on  costs  per  avail- 
able seat  mile.  The  costs  should  have  been 
in  cents,  not  dollars. 

"Bargains  on  the  world's  bourses"  (Person- 
al Business,  Aug.  26)  erred  in  saying  that  a 
weakening  of  the  dollar  against  other  cur- 
rencies could  diminish  or  wipe  out  gains  on 
foreign  stocks.  A  weaker  dollar  would  add  to 
the  value  of  such  holdings. 

The  photo  in  "Developments  to  Watch" 
(Sept.  9)  was  by  James  Gary. 


been  selling  for  $3  million  to  $4  mil- 
lion. I  find  that  a  naive  comment.  Deal- 
erships are  not  purchased  based  on 
some  "average."  Rather,  purchases  are 
based  on  dealerships'  profitability,  po- 
tential, brands,  and  management.  There 
is  no  such  thing  as  an  "average"  pur- 
chase price. 

Carl  Spielvogel 
Chairman 
United  Auto  Group  Inc. 

New  York 

PEACE  IN  THE  MIDDLE  EAST 

IS  NO  MIRAGE  

I  would  like  to  dissent  from  the  con- 
clusions reached  in  "Why  the  Mideast 
peace  dividend  remains  a  mirage"  (In- 
ternational Outlook,  Sept.  2).  I  don't 
find  the  Israeli-Palestinian  peace  process 
to  be  a  mirage.  On  the  contrary,  recent 
reports  indicate  progress  is  taking  place. 

Prime  Minister  Benjamin  Netanyahu 
met  with  Palestine  Authority  President 
Yassir  Arafat.  Israel's  Foreign  Minister 
recently  met  with  President  Arafat. 
They  concluded  their  productive  meeting 
with  a  handshake. 

Israel's  Trade  Minister  is  developing 
plans  with  the  Palestinians  and  repre- 
sentatives of  the  World  Bank  to  create 
an  industrial  park  along  the  border  be- 
tween Israel  and  Gaza.  Israel's  Finance 
Minister  recently  met  with  his  Pales- 
tinian counterpart  and  discussed  eco- 
nomic cooperation  between  Israel  and 
the  Palestinian  Liberation  Organization. 

These  high-level  discussions  negate 


your  writers'  conclusion  that  "hopi 
for  the  promised  new  era  of  economj 
cooperation  are  fading." 

Elmer  L.  Wintip 
Chainmj 

Committee  for  Economic  GrowJj 
of  Israfi 
Milwauka 

SAAB  SALES 

ARE  SPEEDING JLONG  B 

Those  of  us  with  more  than  a  passufe 
interest  in  tracking  Saab's  sales  sufl 
cesses  were  surprised  to  read  the  pho| 
caption,  "On  sale:  Discounting  does™ 
help  much  in  the  U.  S.,"  in  your  stoj 
"Saab:  Why  gm  sent  in  its  ace  mechanii 
(International  Business,  Sept.  2). 

Considering  that  we're  in  our  thil 
year  of  strong  sales  growth  in  this  map 
ket  (15.4%  in  1994,  18%  in  1995,  afl 
projected  double-digit  growth  again  thi 
year),  your  assessment  would  seem  ft 
be  a  bit  off-base.  And,  considering  th;, 
any  Saab  incentives  absolutely  paj 
when  compared  with  what  our  compe]  • 
tion  is  stuffing  into  trunks,  we're  if 
trigued  at  your  choice  of  the  ter' 
"heavy  discounting."  Lastly,  what  ul 
doubtedly  put  a  lump  in  every  Saab  ej 
thusiast's  throat,  including  ours,  w| 
your  claim  that  Saab's  first  station  wa- 
on  was  set  to  debut  in  1998.  Our  firi 
station  wagon,  the  illustrious  Saab  & 
came  out  in  1959  and  was  in  produl 
tion  until  1977.  Been  there,  done  thatjj 
Elke  P.  Marti* 
Direct! 

Corporate  Communicatiojx 
Saab  Cars  USA  Inf 
Norcross,  Ga 
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The  power  to  present  true  multimedia.  To  merge  audio,  text,  and  video  with  full-color  graphics. 
This  is  the  promise  of  the  Monte  Carlo'"  notebook  from  Fujitsu.  It  offers  the  power  of  a  desktop 
in  a  fraction  of  the  size,  and  all  you  need  to  build  momentum.  For  your  work.  For  your  future. 

And  for  your  dreams.  The  Monte  Carlo  notebook  is  a  powerful 

multimedia  notebook  with  a  six-speed  CD-ROM  and  full  16-bit  stereo  sound  with  Sound  Blaster- 
compatible  audio.  It  operates  with  up  to  a  1 33MHz  Intel  Pentium 
processor  and  32-bit  PCI  bus  architecture  to  yield  full  processing 
speed.  At  every  point,  Fujitsu  has  maximized  performance  by  using 


premium  components.  The  reason  is  simple.  With  operations  in  more 


than  100  countries,  Fujitsu  is  a  global  leader  in  a  wide  range  of 


information  technologies.  It  has  earned  this  position,  and  $36  billion 


in  annual  revenue,  by  focusing  closely  on  the  user  and  exceeding 


expectations.  Each  Fujitsu  notebook  is  supported  by  this  philosophy — in  the 


use  of  quality  components,  in  precision  manufacturing,  and  in  design  that  maximizes  mobile 


comfort.  Each  Monte  Carlo  notebook  is  backed  by  a  three-year  limited  warranty  including 


24-hour,  7-day,  toll-free  technical  assistance.  But  most  importantly,  what 


the  Monte  Carlo  notebook  offers  is  the  power  to  operate  at  your  speed, 


at  your  time,  and  at  any  place  you  choose.  Executive  suite  or  corner  office. 


133MHZ,  120MHZ  OR  100MHZ  INTEL  PENTIUM  PROCESSOR 
8MB  OR  16MB  EXPANDABLE  EDO  RAM 
UP  TO  12.1"  SVGA  ACTIVE-MATRIX  COLOR  DISPLAY 
1GB  OR  810MB  HARD  DRIVE 

IRDA-COMPLIANT  PORT  FOR  WIRELESS  DATA  TRANSFER 
TWO  TYPE  II  OR  ONE  TYPE  III  PCMCIA  SLOT 


call  1-888-4-ON-THE-GOext.2601 

Visit  us  at  www.fujitsu-pc.com  or  call  QuikFacts  fax  on  demand:  1-800-936-5209 


FUHTSU 
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Presenting  3  Words 
Not  Usually  Associated 
With  Life  Insurance 


First  we  made  investing  simple  and  inexpensive,  now  we're  doing  the  same  with 


Simple. 


life  insurance.  Quite  simply,  new  SchwabLife"'  Insurance 


Services  eliminates  the  hassle  of  buying  life  insurance. 
Most  applications  can  be  completed  over  the  phone  in  about  15  minutes. 
There  are  no  agent  visits.  No  high  pressure  selling.  No  complicated  paperwork. 


You'll  be  amazed  when  you  find  out  just  how  much  you  can  save  when  you 

buy  life  insurance  through  Schwab.  With 
the  exclusive,  low-cost  policies — not 
available  anywhere  else — you  could  save  25%  to  70%  on  premiums.  In  many 
cases,  that  could  add  up  to  hundreds  of  dollars  a  year.1 


Inexpensive. 


Now  you  can  buy  life  insurance  through  a  company  you  know  and  trust. 

And  to  assure  you  quality  coverage,  we've 


Schwab. 


o  o 

selected  Great-West  Life  &  Annuity  Insurance     "    hh^hh  * 

  r  1W  ,  GUARANTEE 

Company  to  issue  and  underwrite  these  policies.  Great-West,  one      ^  % 
of  the  most  highly  rated  life  insurance  companies  in  the  country,  ~***ioh&** 


ranks  in  the  top  1%  of  all  rated  life  insurance  companies.-' 


You  won  'i  lint  I  a  lower-priced 
pnli:  \  /nun  an  insurance 
company  rated  ilii^-  high 


Call  now  for  a 
Two-Minute  Easy  Quote. 

1-800-938-0051 
Schwab  . 


To  see  how  much  you  could  be  saving  with 
SchwabLife  Insurance  Services,  call  for  a 
Two-Minute  Easy  Quote  and  compare  these 
low  rates  to  what  you're  currently  paying. 
New  SchwabLife.  Simple.  Inexpensive.  Exactly 
what  you'd  expect  from  Charles  Schwab. 


1.  Based  on  a  survey  conducted  by  Great-West,  3/96.  2.  Holds  the  top  ratings  from  AM  Best  (A++),  Standard  &  Fbor's  (AAA),  «       4~1    «  % 

and  Duff  &  Phelps  (AAA).and  the  third-highest  rating  from  Moody's  (Aa2).*You  can  return  the  policy  within  30  days  of  receipt  I    rl  Q  1*1  AC  W/»rWirOr% 

for  a  full  refund.  Policies  not  available  in  every  state.  Policies  underwritten  by  Great-West  Life  &  Annuity  Insurance  Company  \jImU  lvd  ^  Vll »»  &M3 

<fH996  Policies  distributed  by  Charles  Schwab  &  Co.Jnc.  All  rights  reserved.  MemberSlPC/NYSE.(9/96) 
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technology  &  You 


STEPHEN  H.  WILPSTROM  

HE  INKJET  COMES 
NTO  ITS  OWN 


;w  inkjet  printers 
j  both  business  and 
me  use  give  lasers 
•un  for  the  money 

"faster.  Cheaper.  More 
^  versatile.  Photo  quality. 
.  That  pretty  much 
ns  up  the  flood  of  new 
jet  printers  for  home  and 
;iness  hitting  the  market 
i  fall.  The  result  is  that 

inkjet,  once  a  fallback  for 
p  who  didn't  want  to  pay 

a  laser,  has  come  into  its 
n  as  the  printer 

choice  for  many 
rers. 

The  biggest  reason 
:olor.  If  you  want 
spend  $300  to  $600 
a  printer,  you  can 
ose  either  a  laser 

an    inkjet.  But 
jets  in  that  price 
;s.  while  generally 
it  inferior  to  lasers 
printing  text,  turn 
color  pages  superi- 
;o  those  turned  out 
2olor  laser  printers  costing 
;imes  as  much. 
)ne  of  the  biggest  raps  on 
jets  has  been  their  slug- 
mess.  But  that's  changing. 

example,  the  new 
ikJet  870C  series  printers 
n  Hewlett-Packard  (800 
-0900)  will  spit  out  up  to 
it  black-and-white  pages 
dnute.  Although  best-qual- 
printing  will  cut  that  in 
1  the  top  speed  is  compa- 
le  to  lasers  in  this  price 
s.  Color  output  runs  from 

to  four  pages  per  minute, 
ending  on  quality.  The 
C,  available  for  under 
!),  does  some  other  tricks, 
vill  work  with  both  Win- 
fs  and  Macintosh  ma- 
les.  And   unlike  most 


printers  in  its  class,  it  can 
readily  be  shared  on  a  net- 
work, making  it  especially  at- 
tractive for  business  use. 

Archrival  Canon  Computer 
Systems  (800  848-4123)  is 
countering  hp's  speed  with 
size.  Its  new  bjc-4550,  priced 
about  the  same  as  the  hp  870, 
prints  only  five  black-and- 
white  pages  a  minute,  but  it 
can  print  on  paper  as  big  as 
11  inches  by  17  inches.  This 
allows  you  to  print  two  stan- 
dard pages  side-by-side,  large 
□  read sheets,  or  small 


posters.     The  SPEEDY:  HP's 
4550  is  also  DeskJet  870C  can 
Canon's     first  spit  out  eight 
printer  to  sup-  pages  a  minute 
port  both  Mac 
and  Windows. 

There's  big  news  at  the 
low  end  of  the  inkjet  market, 
too.  The  new  DeskJet  400  is 
hi 's  cheapest  printer  ever,  re- 
tailing for  just  under  $200. 
Printers  at  this  price  level 
differ  from  then-  more  expen- 
sive brethren  in  two  impor- 
tant respects.  They're  much 
slower,  with  the  400  muster- 
ing a  top  speed  of  three 
pages  per  minute.  More  im- 
portant, the  cheapest  models 
produce  color  differently. 

More  expensive  printers 
use  four  inks — blue,  red,  yel- 


low, and  black.  Black  ink  pro- 
duces much  crisper  text  and 
richer  colors.  Low-end  print- 
ers just  combine  primary  col- 
ors to  make  an  inferior  sort 
of  black.  You  can  swap  the 
color  ink  cartridge  for  black 
and  get  better  text  and 
greater  economy,  but  it's  a 
bit  of  a  nuisance.  And  if  you 
want  to  put  color  into  a  re- 
port, you'll  have  to  settle  for 
murky  black  text.  Unless 
your  budget  is  really  tight, 
you'll  probably  be  happier 
with  a  four-color  model. 
AMAZING.  Canon's  entry-level 
printer  does  some  tricks  of 
its  own.  The  $179  bjc-240  of- 
fers a  choice  of  regular,  pho- 
tographic, or  "neon"  inks.  The 
photographic  inks  are  opti- 
mized for  printing  color  pho- 
tos from  digital  cameras, 
scanned  images,  disks,  or 
downloads.  The  neon  inks 
print  in  screaming  Day-Glo 
colors. 

Printers  designed 
for  photo  reproduction 
are  a  hot  market.  The 
$289  Stylus  Color  500 
from  Epson  America 
(800  463-7766)  does 
beautiful  photographic 
output,  especially 
when  using  premium 
coated  or  glossy  paper. 
The  four-color  printer 
works  with  both  Win- 
dows and  Macs,  which 
is  unusual  in  this  price 
range.  And  watch  for 
hp  to  offer  a  photo 
printer  this  fall. 

Today's  inkjets  are 
"  amazing  devices  at 
amazing  prices,  but  I  have 
one  gripe  with  the  lot  of 
them.  A  feature  war  among 
manufacturers  has  caused  the 
software  that  runs  the  print- 
ers to  become  mind-numb- 
ingly  complicated.  Do  you  re- 
ally need  a  printer  that  uses 
your  computer's  sound  card 
to  tell  you  that  it's  out  of  pa- 
per? I  don't.  Although  these 
printers  gave  me  no  particu- 
lar problem,  others  have, 
thanks  to  conflicts  with  other 
software.  A  bit  of  simplifica- 
tion could  make  some  very 
good  products  even  better. 


BULLETIN  BOARD 


HARDWARE 
FUJITSU'S  U.S.  BLITZ 

Fujitsu  may  be  the  world's 
second-largest  computer 
company,  but  it's  barely 
known  in  the  U.S.  Fujitsu 
(888  466-8434)  aims  to 
change  that  with  a  flood  of 
consumer  and  business  prod- 
ucts this  fall.  The  Montego  is 
one  of  three 
laptop  lines 
that  kick  off 
the  U.S. 
marketing 


effort.  It's  a 
solid,  if  conventional,  note- 
book in  a  compact,  4.9-pound 
package,  with  a  10.4-inch 
active-matrix  display,  100 
megahertz  Pentium,  and  1- 
gigabyte  hard  drive.  You  can 
trade  the  internal  floppy  drive 
for  a  second  battery.  The 
$2,799  price  seems  stiff,  but 
it  includes  an  extra  battery 
and  a  28.8  kbs  modem. 

NET  BUSINESS 
DIRECT-MAIL  E-MAIL 

The  ability  to  create  dozens 
of  "personalized"  letters  was 
one  of  the  first  chores  busi- 
nesses used  computers  for, 
but  it  has  been  hard  to  do 
with  E-mail.  Now,  a  $49  pro- 
gram from  Alpha  Software 
called  NetMailer  (trial  version 
available  for  download  at 
www.alphasoftware.com) 
helps.  You  compose  your 
message  in  NetMailer's  edi- 
tor, inserting  variables  for 
the  address,  salutation,  and 
other  personal  data.  The  pro- 
gram then  inserts  the  correct 
information  from  a  database. 
The  individual  E-mails  are 
then  sent  over  the  Internet. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Books 


THE  CAR  THAT  COULD 

The  Inside  Story  of  GM's  Revolutionary  Electric  Vehicle 

By  Michael  Shnayerson 
Random  House  •  295pp  •  $25 


THE  SOUL  OF  A  NEW 
HORSELESS  CARRIAGE 


"■"  "Wuddled  in  top-secret  meetings, 
I — I  planners  debate  the  feasibility 
-B__B_of  a  revolutionary  product.  Key 
members  of  the  team  have  private 
doubts  about  whether,  given  their  orga- 
nization's stodgy  bureaucracy,  involve- 
ment in  this  scheme  might  damage  their 
careers.  Meanwhile,  as  outside  political 
pressures  nudge  the  project  onward, 
the  organization's  spokespeople  assert 
that  the  idea  is  loony  and  undoable. 

The  perpetual  lightbulb  or  the  smoke- 
less cigarette,  perhaps?  Nope — the  ob- 
ject of  this  intense  activity  was  General 
Motors  Corp.'s  electric  car,  known  as 
the  Impact.  That  project  is  described 
in  Michael  Shnayerson's  The  Car  That 
Could.  It's  a  masterful  account,  richly 
spiced  with  tales  of  clashing  egos,  gm's 


brush  with  financial  disaster-,  and  its  en- 
suing boardroom  coup. 

Shnayerson,  a  contributing  editor  at 
Vanity  Fair,  followed  the  tortuous  1992- 
95  journey  of  the  Impact — from  concept 
to  production.  En  route,  he 
gained  access  to  secret  plan- 
ning sessions  and  amassed 
notes  from  275  interviews. 

A  central  character  in  the 
narrative  is  Ken  Baker,  a 
star  gm  techie.  He  was  of- 
fered the  job  of  chief  engi- 
neer on  the  project — a 
unique  opportunity  to  cre- 
ate an  all-new  vehicle.  But 
since  he  had  already  led 
gm's  aborted  attempt  in  the 
1970s  to  build  an  electric 


The  Gar 
That  Could 


The  inside  story  of 
gm's  revolutionary 
electric  vehicle 

MICHAEL  SHNAYERSON 


version  of  the  Chevrolet  Chevette,  Ba 
er  was  leery.  He  eventually  signed  o 
but  not  before  a  lot  of  agonizing.  At  4 
Baker's  dream  of  becoming  a  vice-pre 
ident  would  likely  be  dashed  if  gm  lat 
scrapped  the  project. 

His  doubts  were  well-founded.  Bak 
and  his  team  faced  huge  obstacles.  Tl 
prickliest  one:  how  to  squeeze  100  mil 
of  driving  range  from  an  850-pound  b£ 
tery  pack  containing  no  more  enerj 
than  one  gallon  of  gasoline.  Shnayersi 
gives  lively  accounts  of  infighting  as  t 
team  struggled  to  trim  the  Impact 
weight  and  save  every  bit  of  energ 
And  to  the  author's  credit,  he  almo 
always  avoids  turgid  tech-speak. 

The  Car  That  Could  aj 
explores  gm's  schizophren 
over  the  electric  vehic 
(ev).  On  one  hand,  it  spe; 
nearly  $300  million  develo 
ing  the  Impact — a  fa 
chunk  of  change,  even 
Motown  standards.  Whi 
some  gm  brass  support( 
the  Impact  in  hopes  that 
breakthrough  might  bumi; 
the  company's  faded  ima 
as  a  technology  leader 
lobbyists  were  using  eve 


STOCKMAKKETDROPS235POimt 


Shirt  company's  web  site  gains  3  million  hits. 


The  RS/6000  Web  Server  You  can't  always  id  I  In  i\\  in  ha  peeled  events  will  impact  your  web 
site.  But  with  the  RS/6000  \\ •  I >  server  you  can  he  prepared  for  whatever  business  comes  your  way. 
You  wont  find  a  more  scalable  web  server,  with  the  flexibilih  to  keep  up  with  vour  »mw in^,  husiness. 
Forth.'  lull  story,  call  I  800  [BM-2K>K.  ext.  I'M)".,  or  dmp"b\  w  u  w.rsoOOn.ibm.eom 


Solul  -  foi  .i  small  i 
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Load  your  originals  once  and  walk  away.  The  new  Mita"  DC-8090  makes  up  to  999  stapled,  punched,  finished 
document  sets,  all  by  itself.  It's  simply  the  most  capable,  automatic  copier  ever  created.  Call  1-800-ABC-M1TA 


19l>6  Vlit.i  I  opystar  America,  In 


he  new  Mita  DC-8090  has  the  technology 

to  manage  complicated  copying  jobs 
from  start  to  finish-it's  fully  automatic. 
Sunsets  should  be  watched,  not  copiers. 


Automatic  copying 


mita 


perfected  it. 


They  Just  Want  You  to  Stay  Healthy. 
So  It's  Important  That  You  Know  About 
PRAVACHOL  From  Bristol-Myers  Squibb. 


PRAVACHOL.  The  Only  Cholesterol-Lowering 
Drug  of  its  Kind  Proven  to  Help  Prevent 
A  First  Heart  Attack. 


If  you  have  high  cholesterol, 
lere's  something  you  should 
low.  You  may  be  at  risk  of  having 
first  heart  attack,  even  if  you 
ave  no  signs  of  any  heart 
roblems.  And  the  grim  fact  of 
le  matter  is,  up  to  33%  of 
=ople  do  not  survive  their  first 
;art  attack. 

[f  improving  your  diet  and 
cercise  is  not  enough,  you  should 
;k  your  doctor  about  PRAVACHOL. 
he  first  and  only  cholesterol- 
■wering  drug  of  its  kind  proven 
!  help  prevent  first  heart  attacks, 
may  be  able  to  help  you  live 
longer,  healthier  life. 
\  new  landmark  five-year  study 
eluding  over  6,500  males  with 
gh  cholesterol  showed 
dramatic  reduction 
pproximately  one-third)  in  the 
amber  of  first  heart  attacks  and 


deaths  due  to  heart  disease  among 
those  taking  PRAVACHOL. 

PRAVACHOL,  when  used  with  diet, 
has  been  proven  to  reduce  the  risk 
of  a  first  heart  attack,  reduce  the 
risk  of  death  from  heart  disease, 
and  reduce  the  risk  of  heart 
surgery  in  people  with  high 
cholesterol  but  no  symptoms  or 
history  of  heart  disease. 
Pravachol  is  a  prescription  drug, 
so  you  should  ask  your  doctor  or 
healthcare  professional  if 
PRAVACHOL  is  right  for  you.  Some 
side  effects,  such  as  slight  rash  or 
mild  stomach  upset,  occur  in 
about  2-4%  of  patients. 
Pravachol  should  not  be  taken  by 
women  who  are  pregnant  or 
nursing,  people  who  are  allergic  to 
any  of  its  ingredients  or  by  anyone 
with  liver  disease.  Your  doctor  may 
perform  tests  to  check  your  liver 


before  and  during  treatment. 
Be  sure  to  tell  your  doctor  right 
away  if  you  experience  any  muscle 
pain  or  weakness,  as  it  may  be 
a  sign  of  a  serious  side  effect.  Be 
sure  to  mention  any  medications 
you  are  taking  so  any  possible 
serious  drug  interactions  can  be 
avoided.  Please  see  important 
information  on  the  next  page. 

Please  keep  this  reminder. 

Ask  your  doctor  if 

Pravachol  is  right  for  you  or 
call  1-800-PREVENT 

for  more  information  on  the 
first  and  only  cholesterol-lowering 
drug  of  its  kind  proven  to  help 
prevent  first  heart  attacks. 


pravastatin  sodium 


«.pnvachoU 


RAVACHOL  HELPS  PREVENT  FIRST  HEART  ATTACKS. 


#§!  Bristol-Myers  Squibb  Company 


PRAVACHOL® 

Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypersensitivity  to  any  component  of  this  medication  Active  liver  disease  or 
unexplained,  persistent  elevations  in  liver  function  tests  (see  WARNINGS)  Pregnancy  and  lactation. 
Atherosclerosis  is  a  chronic  process  and  discontinuation  of  lipid-lowenng  drugs  during  pregnancy  should 
have  little  impact  on  the  outcome  ol  long-term  therapy  of  primary  hypercholesterolemia  Cholesterol  and 
othei  products  of  cholesterol  biosynthesis  are  essential  components  for  fetal  development  (including 
synthesis  of  steroids  and  cell  membranes).  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they 
may  cause  fetal  harm  when  administered  to  pregnant  women  Therefore,  HMG-CoA  reductase  inhibitors  are 
contramdicated  during  pregnancy  and  in  nursing  mothers  Pravastatin  should  be  administered  to  women 
of  childbearing  age  only  when  such  patients  are  highly  unlikely  to  conceive  and  have  been  informed 
of  the  potential  hazards.  II  the  patient  becomes  pregnant  while  taking  this  class  of  drug,  therapy  should  be 
discontinued  and  the  patient  apprised  of  the  potential  hazard  to  the  felus  WARNINGS:  Liver  Enzymes  — 
HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowenng  therapies,  have  been  associated  with 
biochemical  abnormalities  of  liver  function  Increases  of  serum  transaminase  (ALT,  AST)  values  to  more  than 
3  limes  the  upper  limit  of  normal  occurring  on  2  or  more  (not  necessarily  seguential)  occasions  have  been 
reported  in  1  3%  of  patients  treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months  These 
abnormalities  were  not  associated  with  cholestasis  and  did  not  appear  to  be  related  to  treatment  duration 
In  those  patients  in  whom  these  abnormalities  were  believed  to  be  related  to  pravastatin  and  who  were 
discontinued  from  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment  levels  These 
biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia, 
weakness,  and/or  abdominal  pain  may  also  be  present  in  rare  patients  It  is  recommended  that  liver 
function  tests  be  performed  before  the  initiation  ot  treatment,  at  6  and  12  weeks  after  initiation  of 
therapy  or  elevation  in  dose,  and  periodically  thereafter  (e.g.,  semiannually).  Patients  who  develop 
increased  transaminase  levels  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the 
finding  and  be  followed  thereafter  with  freguent  liver  function  tests  until  the  abnormality(ies)  return  to  normal 
Should  an  increase  in  AST  or  ALT  of  three  times  the  upper  limit  of  normal  or  greater  persist,  withdrawal  of 
pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained  transaminase  elevations  are 
contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be  exercised  when 
pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see 
CLINICAL  PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored, 
started  at  the  lower  end  of  the  recommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect 
Skeletal  Muscle  —  Rare  cases  of  rhabdomyolysis  with  acute  renal  failure  secondary  to 
myoglobinuria  have  been  reported  with  pravastatin  and  other  drugs  in  this  class.  Uncomplicated 
myalgia  has  also  been  reported  in  pravastatin-treated  patients  (see  ADVERSE  REACTIONS!  Myopathy, 
defined  as  muscle  aching  or  muscle  weakness  in  coniunction  with  increases  in  creatine  phosphokinase  (CPK) 
values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0  1%)  in  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or 
marked  elevation  ol  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pain,  tenderness 
or  weakness,  particular ly  if  accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued 
if  markedly  elevated  CPK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy 
should  also  be  temporarily  withheld  in  any  patient  experiencing  an  acute  or  serious  condition 
predisposing  to  the  development  of  renal  failure  secondary  to  rhabdomyolysis,  e.g.,  sepsis; 
hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte  disorders;  or 
uncontrolled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosponne.  niacin,  or  fibrates  However,  neither 
myopathy  nor  significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100 
post-transplant  patients  (24  renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin 
10-40  mg  and  cyclosporine  Some  of  these  patients  also  received  other  concomitant  immunosuppressive 
therapies  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in  cardiac  transplant 
patients  receiving  cyclosporine.  Further,  in  clinical  trials  involving  small  numbers  ol  patients  who  were  treated 
concurrently  with  pravastatin  and  niacin,  there  were  no  reports  ot  myopathy.  Also,  myopathy  was  not  reported 
in  a  trial  of  combination  pravastatin  (40  mg/day)  and  gemfibrozil  (1200  mg/day),  although  4  of  75  patients 
on  the  combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was 
a  trend  toward  more  freguent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in 
the  group  receiving  combined  treatment  as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or 
pravastatin  monotherapy  (see  PRECAUTIONS:  Drug  Interactions!  The  use  of  fibrates  alone  may 
occasionally  be  associated  with  myopathy.  The  combined  use  of  pravastatin  and  fibrates  should  be 
avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh  the  increased  risk 
of  this  drug  combination.  PRECAUTIONS:  General  —  Pravastatin  may  elevate  creatinine  phosphokinase 
and  transaminase  levels  (see  ADVERSE  REACTIONS!  This  should  be  considered  in  the  differential  diagnosis 
of  chest  pain  in  a  patient  on  therapy  with  pravastatin  Homozygous  Familial  Hypercholesterolemia 
Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial  hypercholesterolemia  In  this 
group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective  because  the 
patients  lack  functional  LOL  receptors  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine 
clearance)  No  effect  was  observed  on  the  pharmacokinetics  of  pravastatin  or  its  3a-hydroxy  isomeric 
metabolite  (SO  31 ,906)  A  small  increase  was  seen  in  mean  AUC  values  and  half-life  (t'/;)  for  the  inactive 
enzymatic  ring  hydroxylation  metabolite  (SO  31 ,945)  Given  this  small  sample  size,  the  dosage  administered, 
and  the  degree  of  individual  variability,  patients  with  renal  impairment  who  are  receiving  pravastatin  should 
be  closely  monitored  Information  for  Patients  —  Patients  should  be  advised  to  report  promptly 
unexplained  muscle  pain,  tenderness  or  weakness,  particularly  il  accompanied  by  malaise  or  fever  Drug 
Interactions  —  Immunosuppressive  Drugs,  Gemfibrozil.  Niacin  (Nicotinic  Acid),  Erythromycin:  See 
WARNINGS:  Skeletal  Muscle  Antipynne  Since  concomitant  administration  of  pravastatin  had  no  effect  on 
the  clearance  of  antipynne,  interactions  with  other  drugs  metabolized  via  the  same  hepatic  cytochrome 
isozymes  are  not  expected.  Cholestyramine/Colestipol  Concomitant  administration  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravastatin  However,  when  pravastatin  was 
administered  1  hour  before  or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal, 
there  was  no  clinically  significant  decrease  in  bioavailability  or  therapeutic  effect  (See  DOSAGE  AND 
ADMINISTRATION:  Concomitant  Therapy  )  Warfarin  In  a  study  involving  10  healthy  male  subjects  given 
pravastatin  and  warfarin  concomitantly  for  6  days,  bioavailability  parameters  at  steady  state  for  pravastatin 
(parent  compound)  were  not  altered  Pravastatin  did  not  alter  the  plasma  protein-binding  ot  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its 
anticoagulant  action  (i  e  ,  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  of  concomitant 
therapy)  However,  bleeding  and  extreme  prolongation  of  prothrombin  time  has  been  reported  with  another 
drug  in  this  class  Patients  receiving  warfarin-type  anticoagulants  should  have  their  prothrombin  times 
closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin  is  changed  Cimetidine  The  AUC" 
- 1  ■  for  pravastatin  when  given  with  cimetidine  was  not  significantly  different  from  the  AUC  for  pravastatin 
when  given  alone  A  significant  difference  was  observed  between  the  AUC's  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid  Digoxin  In  a  crossover  trial  involving  18  healthy 
male  subiects  given  pravastatin  and  digoxin  concurrently  for  9  davs,  the  bioavailability  parameters  ol  digoxin 
were  not  affected  The  AUC  of  pravastatin  tended  to  increase,  but  the  overall  bioavailability  ol  pravastatin  plus 
its  metabolites  SO  31 .906  and  SO,  31 ,945  was  not  altered  Cyclosporine  Some  investigators  have  measured 
cyclosporine  levels  in  patients  on  pravastatin,  and  to  date,  these  results  indicate  no  clinically  meaningful 
elevations  in  cyclosporine  levels.  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in 
cardiac  transplant  patients  receiving  cyclosporine  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease 
in  urinary  excretion  and  protein  binding  ot  pravastatin  In  addition,  there  was  a  significant  increase  in  AUC, 
Cmax,  and  Tmax  for  the  pravastatin  metabolite  SO  31.906  Combination  therapy  with  pravastatin  and 
gemfibrozil  is  generally  not  recommended  In  interaction  studies  with  aspirin,  antacids  [1  hour  prior  to 
PRAVACHOL),  cimetidine,  nicotinic  acid,  or  probucol,  no  statistically  significant  differences  in  bioavailability 
weie  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered  Other  Drugs  During  clinical  trials,  no 
noticeable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to  diuretics,  antihypertensives, 
digitalis,  ACE  inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function  — 
HMG-CoA  reductase  inhibitors  interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels 
and,  as  such,  might  theoretically  blunt  adrenal  or  gonadal  steroid  hormone  production  Results  ot  clinical 
trials  with  pravastatin  in  males  and  post-menopausal  females  were  inconsistent  with  regard  to  possible 
effects  of  the  drug  on  basal  steroid  hormone  levels  In  a  study  of  21  males,  the  mean  testosterone  response 
to  human  chorionic  gonadotropin  was  significantly  reduced  (p<  0  004)  after  16  weeks  of  treatment  with  40 
mg  ot  pravastatin  However,  the  percentage  of  patients  showing  a  >  50%  rise  in  plasma  testosterone  after 
human  chorionic  gonadotropin  stimulation  did  not  change  significantly  after  therapy  in  these  patients  The 
effects  of  HMG-CoA  reductase  inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adeguale 
numbers  ol  patients  The  effects,  if  any,  ot  pravastatin  on  the  pituilary-gonadal  axis  in  pre- menopausal 
females  are  unknown.  Patients  treated  with  pravastatin  who  display  clinical  evidence  of  endocrine 
dysfunction  should  be  evaluated  appropriately  Caution  should  also  be  exercised  if  an  HMG-CoA  reductase 
inhibitor  or  other  agent  used  to  lower  cholestern'  levels  is  administered  to  patients  also  receiving  other  drugs 
(e  g  ,  ketoconazole,  spironolactone,  cimetidine)  that  may  diminish  the  levels  or  activity  of  steroid  hormones 
CNS  Toxicity  —  CNS  vascular  lesions,  characterized  by  perivascular  hemorrhage  and  edema  and 
mononuclear  cell  infiltration  of  perivascular  spaces,  were  seen  in  dogs  treated  with  pravastatin  at  a  dose  of 
25  mg/kg/day.  a  dose  that  produced  a  plasma  drug  level  about  50  times  higher  than  the  mean  drug  level  in 
humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  with  several  other  drugs  in  this 
class  A  chemically  similar  drug  in  this  class  produced  optic  nerve  degeneration  (Wallenan  degeneration  of 
retinogemculate  fibers)  in  clinically  normal  dogs  in  a  dose  dependent  fashion  starting  at  60  mg/kg/day  a 
dose  that  produced  mean  plasma  drug  levels  about  30  time  ,  higher  than  the  mean  drug  level  in  humans 
taking  the  highest  recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity)  This  same  drug  also 
produced  vestibulocochlear  Wallerian-like  degeneration  and  retinal  ganglion  cell  chromatolysis  in  dogs 
treated  for  14  weeks  at  180  mg/kg/day,  a  dose  which  resulted  in  a  mean  plasma  drug  level  similar  to  that 
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Events  Attributed 
to  Study  Drug 


Body  System/Event 
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Cardiovascular 


Cardiac  Chest  Pain 

4  II 

3.4 
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Dermatologic  Rash 
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1.1 

1.3 

Gastrointestinal 

Nausea/Vomiting 
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7  I 

2  9 

Diarrhea 
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Abdominal  Pain 
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2  0 

Constipation 

4.0 

7.1 
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Flatulence 

3.3 
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2.7 

Heartburn 

2.9 

1.9 

2.0 

General 

Fatigue 

3.8 

I  -1 

1.9 

Chest  Pain 

3.7 

1  9 

0.3 

Influenza 

2.4* 

0  7 

0  0 

Musculoskeletal 

Localized  Pain 

10.0 

9.0 

1.4 

Myalgia 

2  7 

1  0 

0.6 

Nervous  System 

Headache 

6.2 

3.9 

1.7* 

Dizziness 

3  3 

3.2 

1.0 

Renal/Genitourinary 

Urinary  Abnormality 

2.4 

2.9 

0.7 

Respiratory 

Common  Cold 

7.0 

6  3 

0.0 

Rhinitis 

4  N 

4.1 

0  1 

Cough 
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0.1 

0.0 
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"Statistically  significantly  different  from  placebo 

In  the  Pravastatin  Primary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Study)  (see  CLINIC/ 
PHARMACOLOGY:  Clinical  Studies!  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodiur 
(N  =  3302)  or  placebo  (n  -  3293)  the  adverse  event  profile  in  the  pravastatin  group  was  comparable  to  th 
of  the  placebo  group  over  the  median  4  8  years  of  the  study.  The  following  effects  have  been  reported  wi 
drugs  in  this  class:  not  all  the  effects  listed  below  have  necessarily  been  associated  with  pravastatin  therap 
Skeletal:  myopathy,  rhabdomyolysis,  arthralgia  Neurological  dysfunction  of  certain  cranial  nerves  (includu! 
alteration  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memory  los 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hypersensitm 
Reactions  An  apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  mo 
of  the  following  features  anaphylaxis,  angioedema.  lupus  erythematous-like  syndrome,  polymyalg 
rheumatica.  dermatomyositis,  vasculitis,  purpura,  thrombocytopenia,  leukopenia,  hemolytic  anemia,  positu 
ANA,  ESR  increase,  eosinophils,  arthritis,  arthralgia,  urticaria,  asthenia,  photosensitivity,  fever,  chills,  flushin 
malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  including  Stevens- Johnson  syndrom 
Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  iaundice,  fatty  chanr 
in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting.  Skin  alopeci 
pruritus  A  variety  of  skin  changes  (e  g  ,  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  changi 
to  hair/nails)  have  been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunction.  Ey 
progression  of  cataracts  (lens  opacities),  ophthalmoplegia  Laboratory  Abnormalities,  elevate 
transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  function  abnormalities  Laboratory  Te: 
Abnormalities  —  Increases  in  serum  transaminase  (ALT,  AST)  values  and  CPK  have  been  observed  (sf 
WARNINGS!  Transient,  asymptomatic  eosinophils  has  been  reported  Eosinophil  counts  usually  returned 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  with  HM( 
CoA  reductase  inhibitors  Concomitant  Therapy  —  Pravastatin  has  been  administered  concurrently  wi: 
cholestyramine,  colestipol,  nicotinic  acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  thai  the  additic, 
of  either  probucol  or  gemfibrozil  to  therapy  with  lovastalin  or  pravastatin  is  not  associated  with  great 
reduction  in  LDL-cholesterol  than  that  achieved  with  lovastatin  or  pravastatin  alone  No  adverse  reactior 
unique  tn  the  i  ombinatjon  or  in  addition  to  those  previously  reported  foi  eai  h  drug  alone  have  been  reporte 
Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  another  HM( 
CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythromyen 
or  lipid-lowenng  doses  of  nicotinic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  the; 
agents  is  generally  not  recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  Dm 
Interactions )  OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastatin,  both  i 
which  were  asymptomatic  and  not  associated  with  clinical  laboratory  abnormalities.  If  an  overdose  occurs, 
should  be  treated  symptomatically  and  supportive  measures  should  be  instituted  as  reguired. 
CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
Consult  package  insert  before  prescribing  PRAVACHOL*  (pravastatin  sodium). 
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:k  imaginable  to  kill  the  California 
ipollution  regulations  that  would  have 
uired  carmakers  to  start  selling  evs 
1998.  They  vastly  inflated  ev  cost  es- 
ates  and  allied  themselves  with  the 
e-knuckled  fighters  lobbying  for  the 
industry.  In  the  end,  California's  man- 
e  was  dropped  last  year,  the  victim 
jovernor  Pete  Wilson's  Presidential 
irations  as  much  as  of  lobbying.  But 
decided  to  push  ahead  with  the  Im- 
t  on  the  hope  it  would  eventually 
ve  profitable. 

rhe  book  is  enlivened  by  a  colorful 
t  of  characters.  There's  Alan  Coc- 
i,  the  reclusive  young  electronics  ge- 
8.  Working  in  the  sunroom  of  his 
jely  unfurnished  home  in  Southern 
ifornia,  Cocconi  hand-soldered  the 
usands  of  components  for  the  Im- 
t  concept  car's  electronic  brain.  And 
re's  Stanford  Ovshinsky,  the  contro- 
sial  Detroit  inventor.  Although  most 
Dvshinksy's  various  technology  com- 
ues  have  been  perpetual  money- 
>rs,  GM  formed  a  joint  venture  with 
i  to  develop  promising  nickel  metal 
Iride  batteries.  As  Shnayerson  re- 
nts, the  self-promoting  Ovshinsky 
eatedly  infuriated  his  new  partner 
lending  experimental  batteries  to  up- 


start ev  companies  such  as  Solectria 
Corp.  in  Wilmington,  Mass.  Solectria 
used  these  to  win  several  ev  races, 
grabbing  headlines  at  a  time  when 
GM  was  trying  to  kill  the  California 
mandate. 

Even  Detroit  insiders  will  learn  some- 
thing new  from  The  Car  That  Could. 
For  instance,  behind  the  public  facade  of 


SCHIZOID 


GM  spent 
$300  million  on  EVs- 
while  trying  to  kill  the 
California  law  that 
mandated  their  sale 

cooperation  on  evs,  the  Big  Three's 
fierce  competition  thrived.  Ford's  engi- 
neers used  meetings  with  GM  to  spy  on 
the  Impact's  progress.  And  ironically, 
the  two  companies  were  secretly  ready- 
ing identical  electric  conversions  of  a 
small  Mitsubishi  minivan.  Both  projects 
were  conceived  as  an  inexpensive  way 
to  meet  California's  1998  deadline.  It 
was  the  low-risk,  low-budget  approach 


that  scrappy  Chrysler  Corp.  had  taken 
from  the  outset. 

What  with  its  lively  writing  and 
telling  detail,  there's  little  to  fault  in 
The  Car  That  Could.  Still,  some  readers 
may  question  Shnayerson's  rosy  picture 
of  evs'  ultimate  chances  for  success. 
Unlike  so  many  modern  electronic  gad- 
gets, such  as  microwave  ovens  or  com- 
pact-disk players,  electric  cars  cost  more 
and  offer  less  utility — because  of  their 
short  range  and  long  recharge  times — 
than  the  machines  they  seek  to  replace. 

The  Impact,  rechristened  evi,  goes 
on  sale  this  fall  in  California  for  about 
$35,000— Detroit's  first  all-new  electric 
car  in  three-quarters  of  a  century.  GM 
has  taken  a  gamble  that  evs  will  take 
off,  sparking  the  same  spiral  of  im- 
proved perfoi-mance  and  lower  cost  that 
inventions  such  as  personal  computers 
have  followed.  Depending  on  how  the 
car  is  received  by  consumers,  Shnayer- 
son's book  may  chronicle  the  beginning 
of  a  revolution.  Or  it  may  be  simply  a 
fascinating  tale  of  the  birth  of  an  inno- 
vation whose  time  hasn't  yet  come. 

BY  DAVE  WOODRUFF 

Former  Detroit  correspondent 
Woodruff,  now  in  Boym,  broke  the  story 
that  GM  would  market  the  Impact. 


When  pestered  by  discount  long  distance  telemarketers,  recite  into  phone. 
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appreciate  you  calling  to  offer 
my  business  big  savings  over  AT&T,  but  I 
called  1-800-COMPARE  and  found  out  that 
no  matter  what  your  offer  is,  AT&T  guarantees* 
a  competitive  price.  Bye-bye!"  (hang  up.) 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


WHAT  MAKES 

THE  WELFARE  BILL  A  WINNER 


INCENTIVES: 

By  slapping  a 
time  limit  on 
benefits,  the 
new  law  will 
help  break  the 
habits  of 
dependence 
that  are 
ravaging 
the  poor 


t; 


kWnv  S  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
p(  Chicago  and  is  a  Fellow  of  the 


■he  welfare  reform  bill  passed  by  Con- 
gress and  signed  into  law  by  President 
Clinton  does  not  cut  welfare  spending 
sharply.  Nevertheless,  it  is  revolutionary  be- 
cause it  establishes  the  principle  that  indi- 
viduals and  families  are  no  longer  automati- 
cally entitled  to  government  support  just 
because  they  are  poor. 

Although  most  families  on  welfare  use  the 
benefits  only  to  tide  them  over  temporary 
difficulties,  about  40<7c  stay  for  more  than  two 
years.  Unfortunately,  the  evidence  is  clear 
that  the  longer  a  family  has  been  on  welfare, 
the  harder  it  is  to  get  off. 

That's  why  limiting  the  time  families  can  be 
on  welfare  is  one  of  the  most  important  pro- 
visions of  the  new  law.  These  limits  prevent 
families  from  using  welfare  as  a  permanent 
crutch:  They  stipulate  that  recipients  must 
give  up  most  of  the  benefits  unless  the  fami- 
ly head  begins  to  work  within  two  years. 
Families  can  spend  more  than  one  spell  on 
welfare,  but  lifetime  benefits  are  limited  to 
five  years — although  states  can  waive  that 
requirement  for  up  to  2CK£  of  their  families. 
abuse  AND  NEGLECT.  The  temiination  of  ben- 
efits after  the  allotted  period  has  been  shaiply 
criticized.  In  my  view,  however,  it  is  an  im- 
portant step  in  the  right  direction  (BW — May 
1,  1995).  Time  limits  are  desirable  not  only  be- 
cause they  reduce  government  outlays  but 
also  because  long  periods  on  welfare  erode 
work  skills  and  entrench  the  habit  of  de- 
pending on  the  government  for  handouts. 
This  destroys  earning  power,  individual  ini- 
tiative, and  self-confidence. 

Democrats  in  Congress  who  voted  against 
the  bill  argue  that  many  children  will  become 
innocent  victims  if  their  mothers  are  forced 
off  the  welfare  rolls.  (But  note  that  50^  of 
House  Democrats  and  more  than  half  of  those 
in  the  Senate  supported  it — along  with  prac- 
tically all  Republican  members.)  I  agree  that 
the  effect  of  welfare  reform  on  children  should 
be  the  main  consideration.  But  critics  are 
comparing  the  new  system  with  an  ideal  stan- 
dard, not  with  the  failed  approach  being  re- 
placed. New  approaches  to  poverty  and  wel- 
fare are  long  overdue. 

In  the  past  50  years,  more  than  S5  trillion 
has  been  spent  on  means-tested  government 
programs  for  the  poor.  The  number  of  families 
on  welfare  grew  from  less  than  8  million  in 
1970  to  almost  15  million  in  the  1990s.  Yet 
mistreatment,  neglect,  and  other  abuses  of 
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poor  children  continue  to  worsen.  I  o  not 
know  of  evidence  that  shows  that  : 
in  welfare  families  do  even  as  well  as  \ose  i# 
the  many  equally  poor  eligible  family  that 
forgo  welfare  benefits. 

Prolonged  exposure  to  welfare  s 
haims  many  children,  despite  the  mm 
benefits,  mainly  because  it  corrupts  thr  v; 
ues.  Children  in  families  that  spend  h 
riods  on  welfare  begin  to  accept  th:  i 
more  normal  to  be  supported  by  the  ovem 
ment  than  to  be  financially  and  psycho  dcallyi, 
independent.  This  is  why  even  five  jars  oi 
benefits  is  often  too  long.  Forcing  •elfara^ 
parents  to  get  even  modest  jobs  ca  con' 
tribute  to  giving  new  hope  and  movation' 
to  their  children. 
WEAK  PROGRAMS.  The  new  law  deceir 
welfare  policy  through  federal  lum-sumM 
grants  to  state  governments  that  are  -ee  ton  I 
operate  their  own  welfare  programs — abject  i\ 
to  federally  imposed  time  limits  an  other 
restrictions.  Opponents  of  this  devoluon  of 
power  argue  that  many  states  will  sglecti 
poor  blacks  and  other  minorities.  Soi;  may! 
develop  weak  programs — but  it  is  mo?  diffi-1 
cult  now  to  discriminate  against  mirritiesl 
than  it  was  before  civil-rights  and  elated 
federal  laws  were  enacted. 

Moreover,  practically  all  the  innovave  ap- 
proaches to  welfare  during  the  past  ccade, 
including  major  provisions  of  the  fedeil  law, 
were  first  begun  or  proposed  by  Calornia, 
Michigan,  New  Jersey,  Wisconsin,  an  other 
states.  Many  others  will  copy  these  mova- 
tors,  which  is  why  I  expect  most  sttes  to 
spend  their  welfare  grants  with  less  r.reau- 
cracy  and  more  effectiveness  than  thaeder- 
al  government  has. 

The  welfare  law  is  not  perfect.  Forxam- 
ple,  it  is  doubtful  whether  the  best  wa.  ro  de- 
ter immigrants  is  to  make  legal  alier  ineli- 
gible for  many  welfare  benefits.  The  1 
however,  a  significant  step  toward  reccnizing 
a  basic  lesson  of  economics:  that  gove^ment 
benefits  greatly  affect  incentives,  bea^ 
and  values. 

Welfare  reform  should  be  followed  jz  sim- 
ilar reforms  of  Social  Security,  Medica?,  and 
other  so-called  entitlement  program-  o  in- 
corporate much  more  powerful  incent'^s  for 
families  to  help  themselves.  The  resulrvould 
be  higher  savings  for  old  age,  reater 
economies  in  spending  on  medical  cart  and  a 
society  with  much  better  values. 
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Choosing  the 
•  est  hardware 
t&  run 

\  Windows  NT  4.0 

has  forced 
S  managers  to 
confronftheir 
biggest  fears: 


Failure. 


Monkey  on  your  back  #1.  Let's  face  it, 
migrating  to  another  operating  system  docs 
involve  risk.  And  now  that  Windows  NT  4.0 
lets  your  users  access  mission-critical  infor- 
mation right  from  their  desktops  and  laptops, 
how  do  you  ensure  data  availability?  By  far 
the  most  reliable  way  is  through  clustering — a 
technology  one  company  was  the  first  to  develop 
for  Windows  NT  to  ensure  automatic  failover 
and  maximum  availability.  For  you,  clustering 
for  Windows  NT  means  uninterrupted  access, 
reduced  risk,  greater  peace  of  mind — oh,  and  one 
less  monkey  on  your  back.  Read  on .  .  . 


Finances 


Monkey  on  your  back  #2.  Budgets.  Wliat 
about  Ihc  budgets?  How  will  your  current  apps 
work  ivitli  your  new  operating  system?  Will  the 
upgrade  work  across  your  existing  hardware, 
operating  systems  and  applications?  Or  should 
you  bang  on  your  CFO's  door  again?  One  company 
-with  over  35  years  of  multivendor  integration 
experience,  including  global  service  and  support, 
can  do  more  than  just  port  your  apps  to 
Windows  NT.  "  It's  a  company  that  can  give  you 
complete  Windows  NT  interoperability.  Which 
means  your  information  will  flow  seamlessly 
across  platforms,  and  your  legacy  investment 
will  be  well  protected.  So  much  for  monkey  #2. 
Nozo,  on  to  #3.  .  . 


uture. 


Monkey  on  your  back  #3.  Migrating 
to  Windows  NT  4.0  is  one  thing.  But 
committing  to  Windows  NT  long-term,  relying 
on  it  to  play  a  critical  role  in  your  enterprise, 


that's  another. 
Fortunately,  ont 


Enterprise 
Computing. 
It  doesn't  have 

company  —  the  to  be  complicated. 


one  we've  been  talking  about  —  can  help. 
Digital.  With  our  heritage  in  VAX,  multivendor 
integration ,  enterprise-level  computing, 
Ethernet  and  the  foundations  of  networking, 
Digital  is  uniquely  suited  to  greatly  improve 
your  future.  Our  newest  servers,  workstations, 
desktops  and  notebooks  are  every  bit  as 
enterprise-ready  as  Windows  NT.  In  fact,  today 
no  other  vendor  can  equal  Digital's  full  line  of 
Windows  NT-optimized  products  across  Intel 
and  Alpha  platforms,  or  the  service  and  support 
that  can  help  keep  the  monkeys  off  your  back. 
Simply  put,  no  one  is  better 
prepared  to  show  you  that 

t    t  J  WHATEVER  IT  TAKES 

migrating  to  Windows  NT  doesn't  have 

to  drive  you  bananas.  Call  1 -SOd-DlGITAL 
and  press  3  for  your  nearest  reseller,  or  visit 
our  Web  site  at  www.windows.digital.com. 
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Digital  Equipment  Corporation,  1996  Digital  and  the  Digital  logo  are  registered 
trademarks  and  Whatever  It  Takes  is  a  service  mark  of  Digital  Equipment  Corporation 
Windows  NT  is  a  registered  trademark  of  Microsoft  in  the  U  S  and  other  countries 


Economic  Trends 


BY  GENE  KORETZ 

IS  THE  RACE  GAP 
A  SKILLS  GAP? 

Why  wages  of  blacks  are  lagging 

After  narrowing  for  decades,  the  gap 
between  wages  earned  by  blacks 
and  by  whites  has  widened  since  1980 — 
a  development  that  has  led  some  ob- 
servers to  charge  that  progress  in  re- 
ducing job  discrimination  has  stalled.  In 
a  controversial  new  study  in  the  current 
issue  of  The  Journal  of  Political  Econ- 
omy, however,  Derek  A.  Neal  of  the 
University  of  Chicago  and  William  R. 
Johnson  of  the  University  of  Virginia 
find  that  much  of  the  remaining  black- 
white  wage  difference  may  reflect  a  gap 
in  basic  skills. 

The  two  economists  analyzed  survey 
data  covering  3,000  American  youths 
from  1980  to  1991.  In  1980,  the  youths, 
then  16  to  17  years  old,  took  the  Armed 
Forces  Qualification  Test,  a  widely  used 
measure  of  basic  math  and  verbal  skills. 
By  comparing  the  test  scores  with  the 
w7ages  earned  by  the  group  in  1990  and 
1991,  Neal  and  Johnson  were  able  to 
estimate   howr   the   skills   that  the 


A  WORRISOME  DISPARITY 
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RATIO  OF  BLACK-TO-WHITE 
HOURLY  EARNINGS  1995* 
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HIGH  SCHOOL  COLLEGE 
GRADUATES  GRADUATES 

A  PERCENT  *25-T0-34- YEAR-OLDS 

DATA:  ECONOMIC  POLICY  INSTITUTE 

teenagers  had  brought  to  the  labor  mar- 
ket had  affected  subsequent  wages. 

The  upshot  of  their  statistical  analy- 
sis: While  they  found  evidence  of  con- 
tinuing discrimination,  poorer  skills  as 
reflected  in  the  test  scores  explained 
"roughly  two-thirds  of  the  racial  wage 
gap  among  young  men  and  all  of  the 
gap  for  young  women."  In  other  words, 
at  least  among  young  adults,  large  skill 
gaps  between  blacks  and  whites  ap- 
pear to  be  a  key  determinant  of  wage 
differences. 

Not  everyone  agrees.  Research  by 
economists  William  M.  Rodgers  of  the 
College  of  William  &  Mary  and  William 
Spriggs  of  the  Joint  Economic  Commit- 


tee finds  that  the  Armed  Forces  test 
is  a  racially  biased  predictor  of  wages 
and  that  young  blacks  still  face  wide- 
spread job  discrimination. 

There's  no  denying  the  high  value 
placed  upon  skills  in  today's  economy, 
however,  or  that  many  young  blacks 
(and  not  a  few  whites)  entering  the  la- 
bor market  suffer  from  skill  deficien- 
cies. Significantly,  Neal  and  Johnson  find 
that  the  black-white  skill  gap  shrinks 
appreciably  when  differences  in  home 
and  school  environments  are  factored 
into  the  equation. 

At  the  least,  their  study  underscores 
the  importance  of  helping  black  children 
overcome  the  obstacles  they  face  in  ac- 
quiring productive  skills. 


SOCIAL  SECURITY 
MAY  GET  A  BREAK 

Educated  boomers  may  retire  later 

Looking  ahead  to  the  next  century, 
economists  have  been  hoping  that  a 
trend  toward  later  retirement  will  ease 
the  burden  on  working  Americans  when 
the  baby  boomers  become  senior  citi- 
zens. Unfortunately,  however,  labor  force 
participation  by  those  55  and  older  has 
been  declining  for  decades.  Unless  that 
trend  reverses  significantly,  there  could 
be  hard  times  ahead  for  both  U.  S. 
workers  and  retirees. 

In  a  recent  study  focusing  on  the 
state  of  Wisconsin,  demographers  John 
R.  Besl  and  Balkrishna  D.  Kale  find 
reason  for  hope:  the  projected  fast-rising 
educational  achievement  of  older  work- 
ers as  highly  educated  baby  boomers 
enter  their  golden  years.  At  every  age 
level,  the  more  educated  a  person  is, 
the  more  likely  he  or  she  is  to  be  in  the 
labor  force.  In  1993,  for  example,  labor 
force  participation  for  college  grads  55 
years  and  up  was  about  56%,  compared 
with  just  31%  for  high  school  grads. 

By  the  year  2020,  the  two  demogra- 
phers project  that  the  share  of  high 
school  dropouts  in  Wisconsin's  55-plus 
group  will  fall  to  15%  from  40%  in  1990. 
Those  with  at  least  some  college  will 
climb  from  around  25%  to  nearly  50%. 
The  bottom  line  is  that  the  changing 
educational  composition  of  the  state's 
older  population  alone  will  raise  its  pro- 
jected 55-plus  labor  force  by  about  7%. 

The  same  principle  holds  throughout 
the  U.  S.  The  nation's  gray-haired  ranks 
will  be  a  lot  better  educated  in  another 
25  years.  And  such  folk  tend  to  earn 
more,  stay  on  the  job  longer,  and  derive 
more  satisfaction  from  using  their  skills. 


PINK  SLIPS  FOR 
DIRECTORS,  TOO 

Though  usually  the  CEO  goes  first 
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RISING  RISK  FOR 
CORPORATE  BOARD 

36  


nder  fire  to  take  a  more  active  ro 
in  corporate  governance,  boards 
directors  in  recent  years  have  ouste  " 
some  of  America's  most  prominent  cei 
But  according  to  a  study  presented 
the  annual  meeting  of  the  Academy 
Management,  a  professional  organizi 
tion,  such  action  hasn't  taken  directo; 
off  the  hook  for  letting  companies  fal 

In  the  study, 
Andrew  Ward  of 
Emory  University 
and  Karen  Bishop 
of  the  University 
of  Alabama  looked 
at  board  turnover 
in  the  wake  of  all 
456  ceo  changes 
from  1988  to  1992 
among  companies 
in  the  business 
week  1000.  In  the 
two  years  follow- 
ing routine  volun- 
tary ceo  changes, 
they  found  that 


KICKED  OUT 

▲  PERCENT 
•WITHIN  2  YEARS  OF  CEO  EXIT 
DATA  ANDREW  WARD  AND 
KAREN  BISHOP 


board  turnover  averaged  22%.  But  i 
the  60  cases  where  the  ceo  was  firec 
the  turnover  rate  was  33%.  And  whe: 
the  exit  clearly  reflected  corporate  ur  i 
derperformance,  it  was  more  than  40$ 
The  moral:  Board  members  who  ous 
a  ceo  after  allowing  him  to  do  a  bad  jo' 
are  increasingly  likely  to  find  themselve 
out  in  the  cold  as  well. 


A  NOT-SO-TIGHT 
JOB  MARKET 

Worker  mobility  takes  the  edge  off 
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Just  how  tight  is  the  job  market  Iji 
Christopher  A.  Low  of  hsbc  Mara- 
kets  Inc.  notes  that  the  states  with  th< 
lowest  jobless  rates  in  July,  1995 — Ne 
braska  and  the  Dakotas — had  essential 
ly  the  same  rates  of  about  3%  this  Jul} 
But  in  states  with  the  highest  rates  ii 
July  of  last  year — California,  West  Vir**- 
ginia,  and  Rhode  Island — joblessness 
fell  from  7.8%  to  7.1%,  8.1%  to  6.7% 
and  7.2%  to  4.8%,  respectively. 

Low  concludes  that  workers  migrate, 
away  from  depressed  areas  to  find  job: 
and  companies  migrate  to  depressed  ar 
eas  to  find  workers.  And  that  suggest: 
"the  job  market  today  may  not  be  al 
that  much  tighter  than  it  was  last  year.' 
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BRIGHT  JOB  PICTURE 
AS  ITS  DARK  SIDE 

age  pressures  are  building,  and  a  Fed  hike  seems  unavoidable 


us.  ECONOMY 


THE  JOBLESS  RATE 
HITS  A  7-YEAR  LOW 


U.S.  CIVILIAN  RATE 


Job  insecurity?  You've  got  to 
be  kidding.  In  August,  the  un- 
ployment  rate  dropped  to  a  seven-year  low  of  5.1%. 
nual  wage  growth  accelerated  to  a  six-year  high  of 
7c  And  payrolls,  up  250,000  last  month,  are  averag- 
237,000  new  slots  per  month  this  year.  At  that 
:e,  the  jobless  rate  could  dip  below  5%  by  yearend 
the  first  time  since  the  early  1970s. 
Cb  be  sure,  the  workplace  of  1996  is  very  different 
m  that  of  a  decade  ago.  The  hghtning  speed  of  tech- 
ogical  change  is  the  chief  source  of  the  worker  un- 
iness  that  has  characterized  this  expansion,  as  busi- 
ises  have  invested  more  in  machines  than  in  people, 
t  as  the  numbers  so  clearly  show,  the  effects  of  this 
dety,  especially  on  the  wage-price  inflation  process, 
!  dissipating.  With  labor  markets  getting  tighter, 
rkers  are  becoming  less  willing  to  surrender  wage 
ns  for  job  security  (charts). 

This  is  why  the  Federal  Re- 
serve is  on  the  verge  of  lifting 
interest  rates  for  the  first  time 
in  a  year  and  a  half,  despite 
the  lack  of  obvious  pressures 
on  the  prices  of  goods  and  ser- 
vices. The  Fed's  own  Sept.  11 
beige  book  report  on  economic 
conditions  says  "wage  gains 
have  tended  to  outstrip  price 
increases."  The  report  also 
says  business  activity  in  most 
dons  is  "generally  good  and  expanding  moderately." 
Sven  dovish  Fed  Governor  Janet  L.  Yellen  said  in  a 
pt.  10  Reuters  interview  that  the  U.  S.  was  in  an  in- 
;ion  "danger  zone,"  a  comment  that  rattled  the  bond 
rket  and  followed  hawkish-sounding  comments  by 
ler  Fed  officials  in  recent  days. 

ALL  STREET  IS  STARTING  TO  FEAR  that  the 

ge  speedup  is  becoming  embedded  in  the  inflation 
jcess,  and  that  the  Fed  is  behind  in  its  efforts  to 
ep  price  growth  from  picking  up  next  year.  The 
irkets  now  fully  expect  at  least  a  quarter-point  hike 
the  Fed's  Sept.  24  meeting,  if  only  to  bolster  the  cen- 
il  bank's  credibility  with  the  markets.  Even  less 
wkish  Fed  officials  concede  that  a  quarter-point  in- 
iase  will  do  little  if  any  harm  to  the  economy,  and 
iy  seem  ready  to  accede  to  a  little  inflation  insurance. 
Speculation  over  a  half-point  hike  began  to  swirl  after 
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THREE-MONTH  MOVING  AVERAGE 


a  Sept.  3  report  in  The  Wall  Street  Journal  that  some 
policymakers  favor  a  more  aggressive  move.  But  that 
may  be  only  a  bargaining  chip  for  Fed  hawks,  who  will 
push  for  a  half-point  but  settle  for  a  quarter-point.  Be- 
sides, when  the  last  Fed  tightening  cycle  began  in  1994, 
Chairman  Alan  Greenspan  said  the  Fed  moved  a  quarter- 
point  because  it  didn't  want  to  "scramble"  the  markets. 

Of  course,  wage  growth  that 
is  offset  by  productivity  gains        WAGE  GROWTH  IS 
is  not  inflationary.  But  on  that       BUILDING  OP  STEAM 
front,  the  good  news  that  was 
so  prevalent  earlier  in  the  ex-  3.0 
pansion  is  fading.  Because  sec-  25 
ond-quarter  economic  growth 
was  revised  up  by  0.6  per-  20 
centage  points,  to  4.8%,  pro- 
ductivity growth  in  the  non- 
farm  sector  last  quarter  was 
also  revised  up  to  an  increase       data  labor  dept.  business  week 
of  0.5%  last  quarter,  from  the  0.1%  decline  first  re- 
ported. However,  that  still  left  productivity  growth 
during  the  past  year  at  a  meager  0.8%.  Because  of 
the  wage  speedup,  unit  labor  costs  are  up  nearly  3%, 
faster  than  the  2.1%  increase  in  the  price  index  for 
gross  domestic  product. 

At  first  blush,  that  combination  would  suggest  that 
companies  will  either  have  to  raise  prices  or  let  their 
profit  margins  erode.  However,  it  might  not  be  that 
straightforward.  Excluding  the  financial  sector,  where 
productivity  is  notoriously  difficult  to  measure,  corporate 
efficiency  has  picked  up,  to  a  2.6%  pace  during  the  past 
year,  and  unit  labor  costs  are  growing  by  only  0.9%. 

Data  for  the  nonfinancial  corporate  sector  lags  behind 
the  initial  report  by  a  month,  and  the  new  figures  ex- 
plain why  profits  among  nonfinancial  companies  last 
quarter  were  up  a  healthy  19%  from  a  year  ago,  and 
why  margins,  measured  as  earnings  per  unit  of  real 
nonfinancial  GDP,  stood  at  a  record  high  of  11.3%. 

EVEN  SO,  THE  EMPLOYMENT  DATA  still  make  a 

compelling  case  that  the  economy  is  indeed  in  a  danger 
zone.  Labor  Dept.  officials  suggested  that  the  drop  in 
the  August  jobless  rate,  from  5.4%  to  5.1%,  may  have 
been  distorted  because  of  poor  seasonal  adjustment 
for  students  leaving  their  summer  jobs.  But  even  ex- 
cluding the  student-age  population,  the  rate  still  would 
have  dropped  by  0.3  percentage  points. 
The  250,000  increase  in  payroll  jobs  was  probably  an 
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overstatement,  however.  The  gain  was  swelled  by  a' 
surge  of  48,000  teachers.  But  returning  teachers  usually 
hit  the  September  report,  so  school  payrolls  could  be  a 
drag  on  this  month's  payroll  tally.  Moreover,  while 
manufacturing  payrolls  jumped  by  25,000,  the  largest  in- 
crease since  late  1994,  the  reopening  of  auto  plants 
after  temporary  shutdowns  for  retooling  accounted  for 
24,000  of  that  gain. 

Still,  the  recent  level  of  jobless  claims  and  the  wide- 
spread anecdotal  reports  of  labor  shortages  among 
small  businesses  suggest  that  upward  pressure  on 
wages  will  not  go  away.  Average  hourly  earnings 
jumped  0.5%  in  August,  and  the  trend  is  clearly  up. 
Amid  low  consumer  inflation,  that  yields  the  fastest 
growth  in  real  wages  in  a  decade.  And  consumers  are 
feeling  the  updraft.  Weekly  earnings  also  jumped  last 
month,  suggesting  solid  growth  in  household  income. 

NOT  SURPRISINGLY,  FATTER  PAYCHECKS  have 

supported  greater  borrowing  and  spending.  In  fact, 
revolving  debt,  which  includes  credit  cards,  started  to 
take  off  just  as  the  meltdown  in  wage  growth  was 
bottoming  out  in  1992  and  1993. 

In  July,  installment  credit  increased  by  $7.7  billion. 
Revolving  credit  alone  added  $7.2  billion  in  July.  Auto 
loans  increased  by  just  $1.9  billion,  but  the  August  to- 
tal will  be  larger  since  car  buying  bounced  back.  Sales 
of  all  cars  and  light  trucks  rose  to  an  annual  rate  of 


BRITAIN 


VEHICLE  SALES 
REBOUND  IN  AUGUST 


15.8  million  from  14.2  million  in  July  (chart).  Light 
trucks  roared  out  of  showrooms,  with  sales  at  their  best 
rate  since  February. 

After  3'A  years. of  hefty  borrowing,  however,  con 
sumers  will  soon  find  credit  harder  to  get.  That's  be 
cause  commercial  banks  are  beginning  to  tighten  theii 
lending  standards  in  the  wake  of  repayment  prob- 
lems and  record  bankruptcy  filings. 

Banks  and  finance  compa- 
nies, including  the  finance 
arms  of  auto  makers,  all  re- 
port growing  problems  with 
customers.  And  the  American 
Bankers  Assn.  expects  to  re- 
port later  in  September  that 
the  delinquency  rate  for  cred- 
it cards  rose  in  the  second 
quarter  from  its  14-year  high 
of  3.53%  in  the  first.  Mortgage 
delinquency  rates,  however, 
improved  slightly  last  quarter,  to  4.35%,  from  4.46%  in} 
the  first,  according  to  the  Mortgage  Bankers  Assn. 

Closing  the  borrowing  window  to  some  households! 
will  restrain  consumer  spending,  but  it  won't  derail  itj 
For  that  to  happen,  hiring  would  have  to  drop  off  sig-| 
nificantly,  bringing  wage  growth  down  with  it.  But! 
right  now,  the  job  express  continues  to  barrel  down  the 
track,  pulling  the  economy  along  with  it. 
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THE  ECONOMY  IS  FRIGHTFULLY  PROMISING 


Chancellor  Kenneth  Clarke  ap- 
pears to  have  the  British 
economy  right  where  he  wants  it 
Heading  into  the  general  elec- 
tions, which  must  be  called  by 
May,  1997,  the  economy  is  on  the 
launching  pad,  ready 
for  liftoff. 

After  last  year's 
slowdown,  nearly  all 
sectors  of  demand  are 
picking  up,  especially 
consumer  spending. 
The  jobless  rate  fell  in 
August,  to  7.5%,  a  5&- 
year  low.  Retail  sales, 
car  sales,-  mortgage 
commitments,  and  con- 
sumer confidence  are  all  in  an  up- 
swing, and  the  full  impact  of  the 
Chancellor's  four  cuts  in  the  base 
rate  since  December,  from  6%%  to 
5X%,  hasn't  even  hit  the  data  yet. 
Although  demand  shows  mo- 


0.4  ■ 


-0.2- 
-0.4- 
-0.6- 


ARE  FACTORIES 
ON  THE  MEND? 

BRITISH  ■ 
—  MANUFACTURING  - 
OUTPUT 


MAR    APR.  MAY    JUNE  JULY 
MONTHLY  PERCENT  CHANGE 
DATA  CENTRAL  STATISTICS  OFFICE,  BW 


mentum  amid  lower  rates  and  tax 
cuts,  factory  output  has  stagnated 
as  businesses  run  down  their  ex- 
cess inventories.  But  that  could 
be  changing.  In  July,  manufactur- 
ing production  rose  0.5%,  the 
largest  monthly  in- 
crease in  a  year 
(chart).  Moreover, 
surveys  of  output  ex- 
pectations, by  both 
the  Confederation  of 
British  Industry  and 
the  nation's  purchas- 
ing managers,  have 
turned  decidedly  up- 
beat. If  factory  output 
is  turning  around,  do- 
mestic economic  growth  should 
accelerate  in  the  second  half  and 
into  1997,  after  growing  at  a  mea- 
ger 1.8%  yearly  pace  through  the 
second  quarter. 
For  now,  at  least,  Britain  can 


enjoy  the  prospect  of  solid  growth 
and  low  prices.  Annual  inflation 
for  goods  at  the  factory  gate  fell 
further  in  August,  to  1.9%,  and 
input  prices  are  still  below  their 
year-ago  levels.  These  downward 
pressures,  plus  a  firmer  British 
pound  since  spring,  will  hold  down 
retail  inflation  in  coming  months, 
giving  the  Chancellor  a  good  shot 
at  making  the  government's  2.5% 
target  for  underlying  inflation, 
which  excludes  mortgage  costs. 

Against  this  backdrop,  Clarke 
had  no  grounds  to  press  for  an- 
other rate  cut  at  his  Sept.  4  policy 
meeting  with  Bank  of  England 
Governor  Eddie  George,  who  is 
opposed  to  further  cuts.  So  rates 
are  likely  on  hold  until  the  elec- 
tions. Unless  Clarke's  "feel  good" 
economy  lifts  the  Tories'  declining 
fortunes,  the  next  rate  move  will 
be  under  a  Labor  government. 
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She  turned 

i  rusted  hulk  into  a  mint  MGA. 


he  turned  auto  restoration  into  a  family  business.  She  turns  to  her  |  New  England 
^presentative  to  insure  her  livelihood  as  well  as  her  life. 


sople  are  fascinating.  Especially  when  they  become  so  fascinated  with  something  that  it  drives  their  liveli- 
>od  as  well  as  their  lives.  At  The  New  England,  many  of  our  clients  are  attracted  to  us  for  our  insurance  and  financial 
:pertise,  as  well  as  our  financial  strength.  But  they  become  even  more  interested  in  us  when  they  realize  we  can 
so  protect  the  things  that  make  their  lives  run  in  the  first  place,  like  their  businesses.  We've  been  providing 
;ceptional  insurance  and  financial  advice  for  more  than  160  years.  Our  goal  is  to  help  you  every  step  of  the  way. 
hich  is  a  difference  you  can  appreciate  no  matter  what  road  of  life  you  take. 

Planning  for  your  success. 

DH  The  New  England 
MB      Insurance  and  Investment 

A  MetLife  Affiliate 

jv  England  Life  Insurance  Co..  Boston,  MA.  Securities  products  ottered  through  New  England  Securities  Corp.,  Boston,  MA. 
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THE  ECONOMY 


Despite  some  job 
jitters,  a  new 
optimism  reigns  in 
this  election  year 


Was  it  all  just  a  bad  dream?  A 
media  concoction?  Nine  months 
ago,  Americans  feared  for  their 
jobs,  for  their  financial  well- 
being,  for  the  nation's  economy.  That's 
what  they  told  the  pollsters,  anyway. 
And  Republican  Presidential  candidate 
Pat  Buchanan  made  a  brief  star  turn 
in  New  Hampshire  and  other  primaries 
by  riding  the  wave  of  America's  eco- 
nomic anxiety. 

Buchanan  and  his  brand  of  populism 
have  retired  to  the  political  periphery. 
So,  abruptly,  have  many  signs  of  eco- 
nomic doom  and  gloom.  Americans  are 
taking  a  fresh  look  at  the  economy — and 
they  feel  considerably  better  about  what 
they  see. 

No  wonder.  Growth  in  the  second 
quarter  hit  4.8%.  Interest  rates,  while 
up  slightly  during  the  past  year,  are 
still  far  below  their  1980s  levels.  Infla- 


tion, too,  remains  quiescent.  Most  im- 
portant, the  U.  S.  labor  market  has  fi- 
nally— after  six  long  years — regained 
its  pre-recession  health.  On  Sept.  6,  the 
Labor  Dept.  announced  that  the  Au- 
gust unemployment  rate  fell  to  only 
5.1%,  its  lowest  level  since  June,  1990. 

Rpal^yaprp*  anH  sala^P^        hy  ^npg 

the  start  nfj  993  are  close  to  an  all^ 
tipTtPh^ftT'despite  the  ground  Inst  in, 
the. late  lj^ftTand  ca*4*U990s. 
-^The  result:  Consumer^confidence.  as 
measured  by  the  Conference  Board,  is 
up  25%  since  January.  The  polls  show  a 
similar  shift.  According  to  a  New  York 
Times/CBS  News  poll  of  1,281  people 
taken  on  Sept.  2-4.  72%  now  believe 
that  the  condition  of  the  economy  is 
good.  "It's  startling  how  fast  people's 
attitudes  have  changed,"  says  Gary 
Burtless,  an  economist  at  the  Brook- 
ings Institution. 

Don't  expect  a  return  to  the  exuber- 
ance of  the  mid-1980s — there's  still  too 
much  turmoil  in  the  economy  for  that. 
Across  virtually  even-  industry,  compa- 
nies are  still  cutting  workers  by  the 
roomful.  So  far  this  year,  employers  have 
announced  more  than  300,000  layoffs,  up 
24%  over  the  comparable  period  in  1995. 

In  fact.  Americans  do  still  feel  jit- 
tery about  job  security.  But  their  over- 
riding sentiment  is  a  wary  optimism. 
That  mood  swing  already  has  twisted 
the  dynamics  of  this  autumn's  Presi- 
dential campaign.  With  the  economy 


5' 


now  meeting  some  invisible  threshol 
of  expectations.  Republican  candidat 
Bob  Dole  is  facing  an  uphill  battle  t 
convince  voters  that  a  radical  fix 
needed  (page  36).  The  situation  is  evi 
tougher  for  Ross  Perot  and  his  ne4- 
running  mate,  Pat  Choate.  Perot,  whoa 
independent  Presidential  candidacy  erj 
joyed  wide  support  from  dissatisfiel 
Americans  in  1992,  has  seen  his  share  il 
recent  polls  shrink  to  just  5%. 
help  WANTED.  Dole  and  Perot  will  had 
to  recalibrate  their  campaigns  to  accourt 
for  what  has  turned  into,  by  some  mez 
sures,  the  best  labor  market  in  decade; 
The  percentage  of  the  civilian  populs 
tion  now  working  is  63%,  the  highes: 
level  ever,  a  sign  that  jobs  are  plentiful 
Moreover,  people  are  finding  position 
quickly.  Challenger.  Gray  &  Christmas 
the  Chicago-based  outplacement  firrj 
that  also  tracks  layoffs,  calculates  that  itj 
clients  now  take  only  2.8  months  to  fin] 
new  work.  "That's  the  lowest  since  wj 
started  tracking  the  numbers  in  the] 
early  1980s,"  says  John  A.  Challenger, 
executive  vice-president. 

Indeed,  many  well-qualified  work- 
ers are  able  to  pick  and  choose 
among  job  offers.  Edward  Scheidler, 
28,  recently  started  a  new  job  as  a 
business  analyst  for  G.  D.  Searle  in 
Skokie,  111.,  voluntarily  leaving  his 
previous  position  as  a  divisional  man 
ager  of  forecasting  and  planning  a 
Caremark  International  Inc.  Scheidle 


WHATEVER  HAPPENED  T 
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three  serious  job  offers  before  mak- 
the  move,  which  got  him  a  15% 
ry  increase.  "Jobs  are  out  there," 
;  Scheidler.  "I'm  amazed  at  the  help- 
ted  signs  I  see  everywhere  I  go." 
.mericans  now  are  reading  about 
e-scale  hiring,  good  news  to  balance 
job  cuts.  With  plane  orders  piling 
Boeing  Co.  plans  to  hire  13,000  work- 
in  1996.  Bristol-Myers  Squibb  Co. 
add  1,200  people  to  its  sales  force  by 
y  1997.  Hiring  in  areas  such  as  con- 
ction,  which  have  been  dormant  since 


the  recession,  is  on  the  upswing,  as  well. 
"I  see  a  lot  of  work  coming.  All  of  the 
architects  are  busy,"  says  John  Giles, 
vice-president  of  Envirocom  Construc- 
tion, a  general  constmction  firm  based  in 
the  Cleveland  suburb  of  Beachwood. 

The  new  mood  even  is  filtering  down 
to  blue-collar  workers,  who  long  have 
had  good  reason  to  be  dissatisfied.  Then* 
wages  fell  sharply  in  the  1980s  and  early 
1990s.  But  real  wages  for  blue-collar 
workers  are  up  by  0.8%  over  the  past 
year.  The  minimum  wage  is  set  to  rise 
by  50tf  an  hour  starting  on  Oct.  1.  And 
in  a  sign  of  the  changing  times,  J.  B. 
Hunt  Transport  Services,  the 
Arkansas-based  trucking  com- 
pany, announced  on  Sept.  5 
that  in  an  effort  to  reduce 
%     turnover,  it  will  boost 
pay  for  its  drivers  by  a 
stunning  33%  starting 
next  February. 

Still,   for  '  all  the 
happy  talk,  it's  hard 
for  U.  S.  workers  to 
relax.  Downsizing  re- 
mains an  ever-present 
threat.  That  is  espe- 
cially true  in  manufac- 
turing, where  employ- 
ment  is   down   by  a 
staggering  140,000  jobs 
over  the  past  year,  as  com- 
panies continue  to  cut  costs. 
Moreover,   the  positive 

DOWNSIZING  CONTINUES... 


slant  of  the  national  employment  num- 
bers conceals  large  pockets  of  worry. 
Employment  in  the  communications  in- 
dustry, for  example,  is  up  by  4%  over 
the  last  year.  But  don't  tell  that  to  tele- 
phone company  workers  in  states  such 
as  New  Jersey,  Massachusetts,  and  Cal- 
ifornia, where  deregulation  has  led  to 
large-scale  job  cuts.  In  many  states, 
banking,  insurance,  and  retailing  jobs 
are  disappearing  at  a  rapid  rate — and 
the  workers  being  let  go  may  have  trou- 
ble finding  jobs  comparable  to  the  ones 
they  have  lost. 

PITFALLS.  Little  wonder  that  people  still 
fret  about  being  downsized.  Despite  an 
mba  in  marketing,  Elizabeth  Tompkins, 
44,  a  single  mother  of  two  sons  and  one 
daughter,  didn't  feel  she  had  the  luxury 
of  taking  a  corporate  job  where  her  pay- 
check would  be  at  risk.  Instead,  she  opt- 
ed for  lower-paid  but  more  secure  em- 
ployment as  a  junior-high  Spanish 
teacher  in  Evanston,  111.,  when  she  re- 
cently returned  to  full-time  work  after  a 
15-year  hiatus.  "I'm  not  worried  about 
losing  my  job  in  downsizing  as  a  teacher, 
but  if  I'd  taken  a  job  in  Corporate  Amer- 
ica, I  would  have  been,"  says  Tompkins. 

Even  people  whose  careers  seem  rock- 
solid  are  well  aware  of  the  potential  pit- 
falls in  the  labor  market.  Karen  Ed- 
wards, 33,  doesn't  worry  about  losing 
her  position  as  director  of  brand  man- 
agement for  Yahoo!  Inc.,  the  Internet 
search  firm  in  Santa  Clara,  Calif.  "I  could 
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find  a  similar  job  easily,"  she  says.  But 
Edwards'  55-year-old  father  recently  lost 
his  job  as  a  medical  technologist,  his 
third  layoff  in  15  years.  "He's  collecting 
unemployment,"  says  Edwards.  "I  have 
the  reality  check  every  once  in  a  while." 

Moreover,  people  still  worn*  about 
their  long-term  prospects.  "Our  standard 
of  living  may  be  comparable  to  our  par- 
ents', but  it's  on  two  incomes,  not  one." 


worries  Scheidler.  "You  feel  like  you  can't 
get  ahead."  Adds  John  P.  Lipsky,  chief 
economist  at  Salomon  Brothers  Inc.,  who 
has  advised  the  Dole  campaign:  "People 
are  less  optimistic  about  the  longer  run."' 
The  Xew  York  Times/CBS  News  poll,  for 
example,  showed  that  about  40%  of  peo- 
ple believe  that  future  generations  will 
not  be  better  off. 

Still,  anxieties  about  tomorrow  are 


! 


harder  to  exploit  when  times  are  gc  f 
today.  "I  don't  feel  people  are  scaJt 
enough  about  the  economy  to  vote 
publican."  says  Edwards.  That,  in 
end,  may  be  the  deciding  factor  in 
vember's  election. 

By  Michael  J.  Mandel  in  New  Yo  — 
icith  A.  T.  Palmer  in  Chicago.  Al\ 
Cnneo  in  San  Francisco,  ayid  bun 
reports 
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COMMENTARY 


By  Richard  S.  Dunham 


HOW  DOLE  COULD  DIG  HIMSELF  OUT 


W 


)e  is  Bob  Dole.  Throughout 
his  campaign,  he  had  been 
sure  of  one  thing:  The  eco- 
nomic issue  was  going  to  be  Bill 
Clinton's  undoing. 

It  sure  hasn't  worked  out  that  way. 
Voters  who  think  the  economy  is  im- 
proving— a  number  that  has  grown 
from  22c7c  to  52%  since  Janu- 
ary— are  backing  President 
Clinton  by  a  margin  of  nearly 
2  to  1.  Yet  anxious  voters 

aboutT?  SiTO 
ing  their  ™* * * * " * 
jobs  or  their  kids'  future 
standards  of  living  also  are 
going  Democratic  in  droves. 

What's  a  candidate  to  do? 
So  far.  the  Republican  nomi- 
nee has  alternated  between 
playing  Santa  Claus  and 
Chicken  Little.  One  minute, 
he's  promising  tax  cuts  few 
Americans  believe  they'll  get. 
The  next,  he's  grousing  about 
an  economy  "in  the  tank." 
That's  not  a  winning  combi- 


"The  public  has  become  cynical  about 
politicians  and  taxes,"  concedes  Dole 
adviser  Lyn  Nofziger.  "Bush  made  a 
promise  and  lied.  Clinton  made  a 
promise  and  lied." 

Dole  could  start  by  convincing  vot- 
ers that  he's  not  lying,  too.  During  his 
35  years  in  Congress,  he  built  a  repu- 


DOLE'S      Is  your  family  faring  better 
DILEMMA   since  the  last  Presidential  election? 


President  boasting  of  peace 
and  prosperity. 
SPECIFICS.  There  is  a  better 
way.  But  first.  Dole  must  face 
facts.  Unlike  1992,  economic 
anxiety  is  no  silver  bullet.  Indeed, 
most  restive  Americans  prefer  Clin- 
ton's prescriptions  for  what  ails  them: 
boosting  education  aid,  job  retraining 
programs,  raising  the  minimum  wage. 

Dole's  magic  formula  of  tax  cuts, 
regulatory  relief,  and  leadership  looks 
Reaganesque.  But  it's  sure  not  get- 
ting the  response  the  Gipper  did.  An 
abc  IsewsJWashington  Post  poll  of 
1.020  registered  voters  finds  that  only 
26%  of  Americans  think  Dole  can  re- 
duce the  deficit  while  cutting  taxes. 
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Poll  of  1.020  registered  voters  taken  Sept  1-4 
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tation  as  an  unflinching  deficit  hawk. 
He  has  squandered  a  career  of  credi- 
bility by  embracing  S54S  billion  in 
supply-side  tax  cuts  without  saving 
how  he  will  balance  the  budget.  So 
Dole  must  be  forthcoming  about  what 
programs  he  will  cut  and  how  he  will 
reshape  costly  entitlements  such  as 
Medicare  and  Social  Security.  His  ill- 
advised  advisers  have  thus  far  per- 
suaded him  to  'Vague  out." 

Of  course.  Dole  could  also  capitalize 
on  moral  issues  and  Clinton  White 


House  sleaze,  topics  on  which  he 
holds  a  commanding  edge  in  the  polls 
But  even  if  Dole  believes  that  eco- 
nomic issues  must  "remain  central"  to 
his  strategy,  as  one  senior  adviser  in- 
sists, there  are  economic  windows  of 
opportunity.  Dole  needs  to  convince 
some  already  optimistic  voters  that 
they'd  do  even  better  with 
him  in  the  White  House.  His 
capital-gains  cut  and  estate- 
tax  relief  could  entice  the 
relatively  well-heeled — if 
they  believe  him. 
NO  SALE.  He  also  should  fo- 
cus on  the  23%  of  voters 
who  say  their  family  is  far- 
ing about  the  same  since 
Clinton  took  office — a  group 
that  favors  the  President 
over  Dole,  46%  to  39%. 
These  "treadmill"  voters  are 
less  concerned  about  losing 
their  jobs  than  with  staying 
even  amid  record  tax  bur- 
dens and  hefty  mortgages.  A 
15%  income-tax  cut  could 
mean  thousands  of  dollars  to 
them.  Yet  Dole  hasn't  closed 
the  sale.  "If  the  Dole  plan  is 
communicated,  people  will 
vote  for  it,"  says  Stanford 
University  economist  John 
B.  Taylor,  Dole's  top  econom- 
ic adviser. 

It's  the  only  alternative  for  Dole.  A 
lifetime  supporter  of  Big  Business, 
he's  unlikely  to  pick  up  a  populist 
pitchfork  and  begin  spouting  anticor- 
porate  rhetoric  anytime  soon.  But  if 
Detail  Man  Dole  convinces  voters  hell 
balance  the  budget,  he  could  trans- 
form a  potential  Clinton  landslide  into 
a  competitive  race. 


Dunham  folloics  the  political  scene 
from  Washington. 


r 
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IEET  MR.  BOWLES, 
IR.  BILL'S  MR.  FIX-IT 

inton's  troubleshooter  could  go  places  in  a  second  term 


V: 


■  hen  North  Carolina  investment 
banker  Erskine  B.  Bowles  turned 
up  at  Bill  Clinton's  side  during 
Democratic  Convention  to  deal  with 
sordid  Dick  Morris  affair,  Washing- 
insiders  were  startled.  After  all,  the 
ky,  self-effacing  Bowles  had  left  the 
dte  House  seven  months  earlier — 

1  he  never  had  been  thought  of  as  a 
itical  operative.  Yet  with  the  tabloid 

2  Star  about  to  break  open  the  Mor- 
story,  Bowles  spent  the  night  con- 
cing  the  disgraced  political  op  to  re- 
n — just  hours  before  Clinton 
ivered  his  acceptance  speech. 

That  the  President  would  turn  to 
ivies  in  the  midst  of  such  a  crisis  re- 
ds just  how  much 
nton  values  his  for- 
r  Deputy  Chief  of 
,ff.  Next  for  Bowles: 
iding  the  team  that 
[  prepare  Clinton  for 
debates  with  Re- 
)lican  nominee  Bob 
le.  And  if  Clinton  is 
lected,  Bowles  could 


impressed  me  because  he  immediately 
jumped  in,  making  coffee  and  Xerox- 
ing," says  Commerce  Secretary  Mickey 
Kantor.  "He  is  a  man  without  overarch- 
ing ego."  That  may  explain  why  Bowles 
wound  up  handling  Morris'  ouster:  He 
was  one  of  the  few  White  House  aides 
who  didn't  resent  Morris'  influence  in 
the  Oval  Office. 

At  the  start  of  his  term,  the  Presi- 
dent asked  Bowles  to  leave  the  invest- 
ment bank  he  had  co-founded  and  head 
the  Small  Business  Administration. 
There,  Bowles  won  high  marks  from 
business  for  revamping  the  badly  mis- 
managed agency.  In  late  1994,  Clinton 
tapped  him  to  apply  his  businessman's 


ERSKINE  BOWLES 

BORN  1946,  Greens- 
boro, N.C. 

EDUCATION  Universi- 
ty of  North  Carolina  at 
Chapel  Hill,  BA; 
Columbia  University, 


d  the  post  of  Chief  _MBA_ 


Staff,  succeeding 
)n  E.  Panetta,  who 
expected  to  return 
California  next  year. 
ie  President  trusts 
skine  with  his  life," 
rs  a  Democratic 
•ategist.  Adds 
puty  Chief  of  Staff 
rold  M.  Ickes,  a 
;ential  rival  for 
aetta's  job:  "There's 
chemistry  between 
!  two  men.  For  all 
gregariousness,  the 
isident  doesn't  culti- 
;e  close  personal 
?nds,  but  Erskine  is 
that  league." 
Their  relationship  is 
the  more  remark- 
e  considering  that 
!  two  didn't  meet  un- 
late  in  the  1992  cam- 
gn,  when  Bowles 
ped  raise  funds  for 
'  candidate.  During 
;  transition,  Bowles 
ped  run  the  post- 
ction  economic  sum- 
:  in  Little  Rock.  "He 


BUSINESS  Morgan 
Stanley,  corporate 
finance;  co-founded 
Bowles  Hollowell  Con- 
ner investment  bank, 
1975-1993;  founded 
Carousel  Capital,  a 
Charlotte  merchant 
bank,  1996 

POLITICS  Adminis- 
trator, Small  Business 
Administration  1993- 
1994;  Deputy  White 
House  chief  of  staff, 
1994-January,  1996; 
named  head  of  Clin- 
ton debate  prepara- 
tion team,  September, 
1996 

WIFE  Crandall  Close 
Bowles,  executive 
vice-president  of 
textiles  maker 
Springs  Industries 

HOBBY  Golf;  frequent 
Clinton  partner 

DATA.  BUSINESS  WEEK 


sense  for  organization  and  discipline  to  a 
White  House  that  was  unfocused  and 
mistake-prone.  Bowles  immediately  or- 
dered a  detailed  study  of  Clinton's 
schedule.  He  concluded  that  the  Presi- 
dent spent  too  much  time  in  public,  di- 
luting the  value  of  each  appearance. 
Bowles  restructured  Clinton's  day  to 
leave  him  more  time  to  think,  read,  and 
make  phone  calls.  And  he  forced  the 
White  House  to  make  decisions,  instead 
of  endlessly  rehashing  old  squabbles. 
"INCREDIBLY  DISCREET."  Over  time,  the 
two  progressive  Southern  baby  boomers 
developed  a  deep  bond.  Says  former 
White  House  Staff  Secretary  John  D. 
Podesta:  "He  could  go  into  the  Oval  Of- 
fice, tell  the  President  when  he  thought 
he  was  wrong,  and  be  incredibly  dis- 
creet about  the  conversation."  Even  as 
Bowles  was  packing  up  last  January  to 
return  home  to  spend  more  time  with 
his  family,  Clinton  continued  to  bom- 
bard him  with  notes  seeking  advice. 
"Clinton  was  in  denial  that  Erskine  was 
leaving,"  recalls  an  aide.  The  two  still 
speak  at  least  weekly  by  phone,  and 
Bowles  travels  to  join 
Clinton  for  golf  outings. 

Does  that  qualify 
Bowles  to  become 
Chief  of  Staff?  Some 
Clintonites  question 
whether  he  has  the  po- 
litical savvy  to  pilot  the 
White  House  solo.  In- 
deed, his  only  prior  po- 
litical experience  con- 
sisted largely  of 
managing  his  father's 
unsuccessful  bid  for 
North  Carolina  gover- 
nor in  1972.  Besides, 
luring  Bowles  back  to 
Washington  may  be  no 
small  feat.  Bowles  has 
raised  nearly  $200  mil- 
lion for  his  new  mer- 
chant bank,  Carousel 
Capital,  and  on  Sept.  6 

told  BUSINESS  WEEK,  "I 

don't  want  to  return  to 
Washington."  Still,  he 
has  been  helping  his 
golfing  partner  out  of 
the  rough  of  late. 
White  House  officials 
believe  if  the  President 
asks  again,  he  might  be 
persuaded  to  play  one 
more  round. 

By  Dean  Foust  and 
Susan  B.  Garland  in 
Washington 


BOWLES  AND  THE 
PRESIDENT:  Fellow 
boomers,  Southerners 
— and  golfers 
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AUTOS 


OUTSOURCE 
THIS,  EH? 

Canada's  auto  workers,  furious  with  GM,  are  set  to  walk  out 


Just  a  few  months  ago,  the  1,300 
unionized  workers  at  General  Mo- 
tors Corp.'s  trim  plant  in  Windsor, 
Ont.,  were  feeling  good,  gm  of  Canada 
had  reported  a  record  $1  billion  1995 
profit,  and  the  plant  had  just  received  a 
glowing  write-up  for  quality  in  gm  To- 
day, an  in-house  magazine.  But  with 
the  ink  barely  dry,  gm  in  April  sudden- 
ly said  it  would  sell  the  plant,  reasoning 
that  it  could  obtain  the  seats  and  door 
panels  for  Cadillacs  and  some  Chevro- 
lets  made  there  more  cheaply  from  out- 
side suppliers. 

The  move  now  has  become  a  rallying 
cry  for  the  Canadian  Auto  Workers,  as 
the  union  gears  up  for  a  fight  with  gm. 
The  likelihood  of  a  U.  S.  walkout  by  the 
United  Auto  Workers,  the  caw's  former 
parent,  has  diminished  in  recent  weeks, 
particularly  after  gm  popped  a  surprise 
contract  offer  on  Sept.  10.  Yet  the 
possibility  of  a  costly  strike  looms 
large  in  Canada,  where  the  caw  has 
set  a  Sept.  17  strike  deadline  at 
Chrysler.  "The  people  of  Canada 
may  not  go  to  war  to  keep  Que- 
bec," thunders  caw  President  Basil 
"Buzz"  Hargrove,  "but  they'll  go 
to  war  with  gm  to  keep  their  jobs." 

Hargrove's  union,  which  broke 
away  from  the  uaw  a  decade  ago, 
is  playing  out  a  script  that  once 
seemed  likely  to  happen  in  the 
U.  S.  Hargrove  wound  up  tar- 
geting Chiysler  Corp.  after  the 
uaw  focused  on  Ford  and  gm. 
Still,  Chrysler  has  had  good  la- 
bor relations  in  Canada:  It  has 
hired  more  than  2,000  workers 
there  since  1993  and  has  no 
stated  plans  to  outsource  work. 
The  caw  hopes  to  get  guaran- 
tees of  current  employment  lev- 
els, knowing  full  well  that  its 
GM  members  may  have  to  strike 
to  get  similar  terms. 

The  Canadian  union's  de- 
mands are  sure  to  inflame  GM. 
Hargrove  wants  the  Big  Three 
to  agree  to  talk  with  the  union 
before  doing  any  outsourcing. 
In  good  times,  the  union  would 
approve  outsourcing  only  if  a 
company  simultaneously  creat- 
ed an  equal  number  of  new  jobs 


in  the  same  region.  Hargrove  admits  this 
would  be  "a  major  intrusion  into  what 
has  historically  been  management's 
rights."  His  toughest  demand:  gm  must 
reverse  decisions  to  outsource  some  5,500 
of  its  26,000  Canadian  jobs. 

So  far,  gm  is  holding  firm.  "We  require 
continued  flexibility  to  improve  the  com- 
petitiveness of  our  operations,"  says 
Dean  W.  Munger,  vice-president  for  per- 
sonnel at  gm  of  Canada.  Warns  Dennis 


WARPATH 
Union  chief  Hargrove 
wants  GM  to  reverse  its 
decision  to  outsource 
5,500  jobs-a  demand 
that's  sure  to  inflame 
the  carmaker 


A  STRIKE  IN  CANADA 
THE  BIG  THREE  IN  THE  U.S 


CHRYSLER  Would  lose  all  production  of  its  lh 
sedans  and  full-size  Dodge  Ram  Van  and  Wagon,  plus 
more  than  half  of  its  highly  profitable  minivans. 

GENERAL  MOTORS  Would  be  unable  to  produce  the 
Chevy  Lumina  and  Monte  Carlo,  Buick  midsize 
sedans,  the  Pontiac  Firebird,  or  the  Chevy  Camaro, 
plus  one-third  of  its  pickups.  With  all  nine  Canadian 
plants  shuttered,  about  30,000  U.S.  workers  could  be 
idled  within  a  week. 

FORD  Could  not  make  its  Crown  Victoria,  Grand  Mar- 
quis, Windstar  minivans,  or  9%  of  its  F150  trucks. 
Strikes  at  Canadian  parts  plants  producing  V-6  and 
V-8  engines  and  engine  components  could  cause  the 
shutdown  of  six  U.S.  plants  producing  some  Ford  Tau- 
rus models  and  other  vehicles. 

DATA:  BUSINESS  WEEK,  UNIVERSITY  OF  MICHIGAN,  COMPANY  REPORTS 


DesRosiers,  a  Toronto  automotive  (fr 
sultant:  "GM  can't  agree  to  what  B& 
wants"  and  reduce  its  cost  chsadvant;te. 

Not  agreeing  could  be  costly  for 
too.  The  Canadian  dollar  is  worth 
73%  of  the  U.  S.  dollar.  And  Cana 
national  health  system  saves  the  o 
pany  about  $750  per  vehicle  in  worki 
health-eare  costs.  All  told,  Detroit  spe: 
as  much  as  $10  an  hour  less  than 
$43-an-hour  average  U.  S.  labor  bill 
manufacturing  in  Canada.  Today,  a  re 
16%  of  the  industry's  North  Ameri 
production  is  done  in  Canada. 
"WE  ARE  READY."  Clearly,  a  Canad 
walkout  at  any  of  the  Big  Three  wo  -■ 
hit  profits.  It  also  would  ripple  soi 
as  supplies  of  key  parts  used  in  U 
plants  dried  up.  Most  at  risk:  gm,  wh 
would  lose  production  of  some  of 
best-selling  vehicles — including  one-th 
of  its  pickup  trucks — p 
key  components  used 
U.S.  plants.  Within  t 
weeks,  gm  could  lose  "hi 
dreds  of  millions"  in  fo 
gone  profits,  says  Univei 
ty  of  Michigan  lab 
economist  Scan  McAlind 
Given  the  stakes,  mc 
experts  expect  Chrysler 
come  to  terms  with  the  a 
soon.  While  a  short  walko 
*  is  possible,  the  compa  [o 
has  room  to  grant  woi 
ers  a  pay  hike,  analys 
say,  because  the  caw,  i  si ! 
like  the  U.  S.  union,  nev 
agreed  to  profit-sharing.  I 
far  harder  to  envision  an  easy  sol 
tion  at  gm.  Hargrove's  members  seem 
be  spoiling  for  a  fight.  "If  [a  strike 

what  it  takes,  we  are  readjlto! 
says  Don  Whalen,  chairpersi 
of  the  caw's  local  at  Oshaw 
Ont.  The  union  has  a  $36  m 
lion  strike  fund,  plus  a  fine 
credit  for  an  equal  amoun 
That's  enough  to  pay  stril 
benefits  at  gm  for  about 
weeks.  To  ration  funds,  Ha  m 
grove  says  he  may  try  a  sele 
tive  strike,  starting  with  a  fe 
plants  and  then  escalating. 

gm's  Munger  says  he's  "com 
dent"  that  a  strike  can  be  avoii 
ed  in  Canada,  and  gm  could  bu 
peace  by  trading  away  som 
Canadian  cost  advantage.  Bi 
with  the  caw  talking  war,  th 
concessions  will  have  to 
colossal  to  head  off  a  bruisin 
fight. 

By  William  C.  Symonds  i 
Toronto,  with  Bill  Vlasic  i 
Detroit 
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^COMMUNICATIONS 


I0T0R0LA  GOES 
OR  THE  HARD  CELL 

Lit  a  bid  to  bolster  margins  on  premium  phones  may  backfire 


■  otorola  Inc.  has 
Hhad  a  long-stand- 
lling  policy  of  re- 
lining  from  making 
blic  statements  about 
rnings  before  the  end 
a  quarter.  But  these 
8  strange  days  for 
i  onetime  Wall  Street 
rling.  On  Sept.  11, 
e  company  warned 
it  third-quarter  Qam- 
js  would  be  "signifi- 
ntly"  below  second- 
arter  profits  of  $326 
llion,  or  54  cents  per 
are,  and  well  beneath 
alysts'  expectations  of 
cents  per  share.  Wall 
reet  had  no  sympa- 
y:  The  stock  dropped 
I  to  49K,  a  40%  de- 
ne from  its  year-ago 
rh  of  81%. 

Motorola's  problems 
ven't  changed  much 
)m  the  second  quarter:  It  has  been 
:  hard  by  difficulties  at  Apple  Com- 
iter  Inc.  and  by  an  industry  down- 
rn  in  semiconductors.  In  the  cellular 
ione  business,  Motorola's  margins  are 
clining  even  as  it  loses  share  to  com- 
titors  such  as  Finland's  Nokia  Corp. 
d  Sweden's  L.  M.  Ericsson.  Although 
otorola  remains  the  world's  largest 
11-phone  manufacturer,  with  cellular 
lones  accounting  for  about  25%  of  Mo- 
rola's  $27  billion  in  1995  sales,  its 
jrldwide  market  share  has  slipped  to 
•out  35%  this  year,  from  50%  in  1994. 
VEAWAYS.  Unfortunately  for  Motorola, 
;  attempts  to  fix  things  have  created 
oblems  anew.  Case  in  point:  Motorola's 
gnature  program,  a  plan  designed  to 
iost  sagging  cellular  margins  by  limit- 
el  distribution  of  high-end  phones  such 

its  red-hot  StarTAC.  "We  needed  to 
fure  out  how  to  put  value  back  in  the 
irdware,"  says  James  Caile,  vice-pres- 
ent of  marketing  for  Motorola's  Cellu- 
r  Subscriber  Group. 

Cell-phones  increasingly  are  seen  by 
•tailers  as  little  more  than  giveaway 
immodities,  useful  for  signing  cus- 
■mers  up  for  services.  The  result: 
rices  have  tumbled  and  margins  have 


been  pinched.  The  average  industry 
wholesale  price  for  phones  has  slipped 
from  $677  in  1989  to  $103  today  (chart). 

The  idea  behind  the  Signature  pro- 
gram was  simple:  limit  distribution  of 
high-end  products  such  as  the  StarTAC 
to  select  cellular  carriers  and  indepen- 
dent retailers  that  agreed  to  certain 
conditions.  The  lure  was  the  $1,300 
StarTAC,  a  tiny,  sleek,  durable  product 
loaded  with  features  such  as  a  "smart 
button"  for  easy  dialing  and  dual  bat- 
teries for  extra  talk  time. 

But  the  strict  rules  of  the  plan  have 
angered  cellular  carriers  and  indepen- 
dent retailers  at  a  cru- 
cial time  for  the  com- 
pany. "No  manufacturer 
will  tell  me  how  or  how 
much  of  their  product 
to  distribute,"  says 
Cynthia  White,  chief 
operating  officer  of  Bell 
Atlantic  nynex  Mobile. 

So  far,  at  least  two 
major  carriers,  gte 
Corp.  and  BellSouth 
Corp.,  say  they  aren't 
participating.  Many  in- 
dependent retailers 


won't  accept  Motorola's  terms.  AirTouch 
Communications  Inc.  and  Bell  Atlantic 
Nynex  Mobile  also  refused  to  agree  to 
Signature's  original  conditions,  though 
they  have  now  worked  out  their  own 
deals  with  Motorola  to  buy  StarTACs. 

Distributors  have  found  many  ele- 
ments of  the  plan  onerous.  Motorola's 
stipulation  that  distributors  must  put 
up  StarTAC  displays  has  upset  earners, 


BUZZ  OFF 

"No  manufac- 
turer will  tell 
me  how  or  how 
much  of  their 
product  to 
distribute," 
says  an  exec  at  a 
cellular  carrier 


PHONES  ON  THE  CHEAP 


AVERAGE 
WHOLESALE  PRICE 
CELLULAR  PHONES 
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who  complain  that 
Motorola's  efforts  to 
push  its  name  conflict 
with  their  own  at- 
tempts to  brand 
their  services.  They 
also  object  to  the  re- 
quirement that  Sig- 
nature dealers  buy 
75%  of  their  phones 
from  the  company, 
and  the  ban  against 
selling  excess  Star- 
TACs outside  their  own  territory.  Some 
simply  resent  the  idea  of  being  told  how 
to  market  a  product.  "I  don't  think  a 
manufacturer's  distribution  policies  can 
play  a  role  in  putting  value  back  into  a 
phone,"  says  Ujjal  Kohli,  vice-president 
of  marketing  at  AirTouch. 
DISTINCT  MINORITY.  Such  resentment 
could  further  damage  Motorola's  long- 
term  fortunes  by  crimping  sales  of  the 
StarTAC  and  other  high-end  phones. 
Dealer  animosity  also  could  hurt  Mo- 
torola's ability  to  sell  other  products, 
just  as  new  communications  technolo- 
gies make  sophisticated  distribution  es- 
sential. Even  some  Motorola  cellular 
execs  think  the  company  needs  to  relax 
its  restrictions  and  rework  the  program. 
"Somebody  needs  to  take  a  step  back 
and  look  at  the  problems  we're  creating 
for  ourselves,"  says  one  insider. 

Not  eveiyone  thinks  the  program  is  a 
loser.  Some  dealers  say  the  Signature 
gambit  is  boosting  their  margins.  In  the 
past,  a  dealer  typically  gave  customers 
$150  in  free  hardware  and  earned  prof- 
its from  commissions  on  airtime.  With 
phones  under  the  Signature  program, 
dealers  say  they  often 
make  a  profit  on  the 
phone  itself. 

But  for  now,  Signa- 
ture foes  are  shouting 
down  its  fans.  And  with 
resentment  growing, 
Motorola  may  have  to 
loosen  its  rules — or  face 
the  unhappy  prospect 
of  announcing  more 
negative  earnings  sur- 
prises in  the  future. 
By  Peter  Elstrom 
in  Chicago 
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STRATEGIES 


WHAT'S  NOT  COOKIN' 
AT  CAMPBELL  S 

Foreign  consumers  are  turning  up  their  noses  at  its  soup 


When  David  W.  Johnson  was  a 
young  marketer  working  South 
Africa's  hinterlands  in  the  late 
1960s,  he  so  ably  persuaded  villagers 
to  buy  Colgate-Palmolive  Co.'s  tooth- 
paste that  they  lined  up  to  wait  for  de- 
liveries. When  toothbrushes  proved 
scarce,  Johnson  wasn't  beaten:  He 
taught  his  customers  to  brush  with  their 
fingers. 

That  was  one  of  Johnson's  first  in- 
ternational successes.  Now  64  and  chair- 
man and  chief  executive  at  Campbell 
Soup  Co.,  he  has  gone  six  years  without 
many  more.  In  1993,  he  set  out 
to  boost  Campbell's  interna- 
tional operations  to  50%  of 
sales  by  2000,  from  28%.  It  was 
an  obvious  strategy,  given  flag- 
ging U.  S.  soup  sales.  Foreign 
revenues  bumped  up  to  31%  of 
the  total  the  next  year — but 
haven't  budged  since  (chart). 

On    Sept.    5,  Campbell's 

SOUP  SALES  ARE 
LUKEWARM  


bloated  company  now  boasts  the  highest 
net  margins  among  nine  big  foodmak- 
ers.  Profits  rose  14.9%,  to  $802  million,  in 
the  year  ended  in  July,  and  dissident 
members  of  Campbell's  controlling  Dor- 
rance  family  long  ago  backed  off  their 
drive  to  sell  the  company. 
CULTURAL  CHALLENGE.  Sales  growth, 
though,  has  been  both  uneven  and  slow. 
With  U.  S.  demand  for  soup  nearly  sta- 
tic, most  of  the  revenue  gains  have 
come  from  hefty  price  increases.  John- 
son can't  count  on  higher  prices  to  keep 
sticking:  To  build  the  company  in  the 


U' 

til 


sought  to  juice  its  foreign  busi- 
ness with  the  $21  I  million  pur- 
chase of  German  soupmaker 
Erasco  Group  from  Grand  Met-  ~ 
ropolitan  PLC.  The  deal  came  as  part  of 
a  broad  restructuring  meant  to  "vault 
our  company  into  the  ranks  of  the 
world's  renowned  consumer-goods  com- 
panies," as  Johnson  said.  Campbell  may 
not  vault  far.  Rather,  analysts  say  the 
modest  deal  reflects  an  incremental  at- 
tempt at  globalization  by  a  company 
that  still  hasn't  found  the  way  to  take 
most  of  its  goods  on  the  road. 

Johnson,  a  blustery  marketer  recruit- 
ed from  Gerber  Products  Co.  six  years 
ago,  has  plenty  to  brag  about  (though 
he  wouldn't  be  interviewed).  He  has  so 
aggressively  cut  costs  that  the  once- 


distribution  flubbed.  "I  prefer  to  cool 
any  soup  at  home,"  says  Malgorzatl 
Sawicka-Owsiany,  a  Polish  playwright 
"Out  of  all  the  Campbell's  soups,  onll 
the  mushroom  one  is  good." 

Campbell  marketers  can  point  to  sua 
cesses.  "Some  really  good  ideas  arl 
working  as  we  get  our  own  act  togethj 
er,"  says  F.  Martin  Thrasher,  presider 
of  the  international  grocery  unit.  Heart 
vegetable  and  fat-free  soups  have  bot 
been  big  winners  in  Australia,  he  say 
Duck-gizzard  soup  sells  in  Hong  Konj 
The  Godiva  Chocolatier  line  is  expanc 
ing  in  candy-crazy  Japan.  And  in  D( 
cember,  Campbell  acquired  a  contro 
ling  interest  in  a  joint  venture  wit 
Malaysia's  Cheong  Chan. 

But  "the  soup  business  is  a  matur 
market  around  the  world,"  says  Jac 
Trout  of  marketing  strategist  Trout 
Partners.  Campbell  lacks  the  bran 
recognition  of  Coca-Cola  Co.  and  othe 
supermarketers.  And  Johnson  simpl 
may  not  have  the  patience  ttu 
it  takes  to  build  a  global  frar 
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RUSSIAN  SOUP  KITCHEN:  European  shoppers  prefer  "dry" 


long  run,  he  needs  to  expand  foreign 
markets. 

Yet  winning  the  palates  of  the  world 
has  proved  a  frustrating  battle.  In  many 
countries,  says  Prudential  Securities  Inc. 
analyst  John  McMillin,  Campbell's 
canned  condensed  soup  faces  an  uphill 
cultural  slog  against  "the  soup  of  pref- 
erence," dry  soups  in  envelopes.  That's 
especially  true  in  Germany,  Erasco's 
core  market.  Chinese  consumers  can 
find  pricey  cans  only  in  select  stores. 
In  Mexico,  financial  woes  have  flattened 
sales.  And  Campbell  pulled  out  of 
Poland  after  American  recipes  and  poor 


chise.  Although  he  could  sta; 
on  as  chief  executive  officer 
ter  he  turns  65  next  July,  an; 
lysts  say  many  of  Johnson's  la 
est  steps  seem  aimed  al 
boosting  Campbell's  stock  pric 
and  near-term  results  prior  t 
his  retirement.  Investors  drov 
up  the  company's  stock  pric 
15%,  to  nearly  75'A  by  Sept.  11 
after  his  announcement  of  plan 
to  shed  marginal  businesses 
and  to  buy  back  up  to  $2.5  billion  i 
stock. 

Johnson  will  try  to  stir  sales  b; 
boosting  advertising  30%,  to  $250  mil 
lion,  for  Campbell's  soups  and  sauces 
Pepperidge  Farm  Goldfish  and  cookies 
and  V-8  juice.  His  kitchens  recently  pre 
duced  a  line  of  98%  fat-free  crear 
soups,  and  this  fall  will  bring  out  froze 
soups  and  a  line  of  ready-made  premiur 
soups  in  glass  jars.  Most  of  the  shots 
though,  still  are  landing  on  America] 
soil.  Overseas,  soup  may  be  good  fooc 
but  Campbell's  isn't  selling. 

By  Joseph  Weber  in  Philadelphv 
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The  NewTI  Extensa  510. 
Get  100MHz  Without  Paying 

Megabucks. 


■Xtensasio 


I 

•  100MHz  Pentium8 
processor  with  PCI  bus 

•  8MB  RAM,  upgradeable  to 
40MB 

•  810MB  Removable  HDD 

•  10.4"  Dual  Scan  Display 

•  PC  Card  Slot(s)  (Two 
Type II  or  one  Type  III) 

•  Pre-installed  choice  of 
Windows®  95  or 
Windows  for  Workgroups0 
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START 

DOING 

EXTRAORDINARY 

THINGS 


Now  you  can  fly  through  your  work  and  keep  your  spending  down  to 
earth.  The  new  TI  Extensa1M510  offers  a  powerful,  yet  practical,  100MHz 
Pentium  processor  plus  lull  PCI  bus  architecture  for  maximized 
performance.  Also  standard  are  its  special  Windows  keyboard,  810MB 
hard  drive,  light  weight  (under  6  pounds),  and  award-winning  TI  service 
and  support.  Like  they  say,  it's  your  money.  To  get  more  machine  for  it, 
call  1-800-TI-TEXAS  today  And  start  doing  extraordinary  things. 
Internet:  http://www.ti.com  E-mail:  2ti@msg.ti.com 


Texas 
Instruments 


'Only  one  operating  system  will  be  allowed  on  the  Extensa  notebooks.  When  you  choose  Windows  95  or  Windows  lor  Workgroups,  the  other  will  automatically  be  deleted.  Extensa  and  "Start  Doing  Extraordinary  Things' 
ire  trademarks  of  Texas  Instruments  Pentium  and  the  Intel  Inside  logo  are  registered  trademarks  of  Intel  Corp.  Microsoft.  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corp.  ©  1996  TI. 
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INVESTIGATIONS 


ALL  ROADS  LEAD 
TO  ADM 


The  company  and  two  top  execs  may  be  indicted  for  conspiracy 
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■  t's  crunch  time  for  Archer  Daniels 
I  Midland  Co.  Following  the  Aug.  27 
I  admission  by  two  Japanese  compa- 
nies, Ajinomoto  and  Kyowa  Hakko  Ko- 
gyo,  and  one  Korean  company,  Sewon, 
that  they  conspired  to  fix  the  price  of 
the  food  additive  lysine,  the  U.  S.  gov- 
ernment is  closing  in  on  adm,  the  al- 
leged fourth  member  of  the  ring  and  its 
main  quarry,  and  two  adm  executives. 


ARCHER  DANIELS 
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THE  NOOSE  TIGHTENS 


Faced  with  a  Sept.  17  government 
target  for  criminal  indictments,  ADM 
lawyers  are  in  the  throes  of  plea-bar- 
gaining. In  their  attempt  to  end  the 
four-year  federal  probe,  adm  and  its  di- 
rectors have  opted  to  bargain  on  behalf 
of  the  Decatur  (111.)  agribusiness  giant, 
exposing  the  two  senior  executives  at 
the  heart  of  the  investigation  to  poten- 
tial prison  tenns.  While  refusing  to  com- 
ment on  the  plea  talks,  director  John 
H.  Daniels,  former  ADM  chairman  and  a 
member  of  the  board's  special  committee 
on  the  probe  says:  "Our  only  responsi- 
bility has  been  to  do  the  right  thing  for 
shareholders  and  get  this  behind  us." 
Legal  sources  expect  indictments 
against  Vice-Chairman  Michael  D.  An- 
dreas— son  of  Chairman  Dwayne  0.  An- 
dreas— and  Group  Vice-President  Ter- 
rance  S.  Wilson. 


Lawyers  for  adm  are  likely  to  seek 
not  only  a  settlement  on  lysine,  but  also 
on  two  other  federal  probes  into  alleged 
price-fixing  of  citric  acid  and  high-fruc- 
tose corn  syrup.  Those  familiar  with  the 
government's  lysine  case  say  prosecutors 
will  push  for  far  tougher  penalties  than 
those  meted  out  to  the  foreign  compa- 
nies and  three  of  their  executives,  who 
will  testify  against  adm  as  part  of  their 


trol  of  longtime  Chair-man  Dwayne  OJ 
Andreas,  78.  By  plea-bargaining,  com- 
pany lawyers  will,  in  effect,  cut  loose 
the  younger  Andreas  and  Wilson,  who 
•heads  the  corn-processing  unit.  Both 
men  were  placed  at  the  center  of  the  al- 
leged price-fixing  scheme  in  secretly 
taped  meetings  from  June,  1992,  to 
June,  1995.  Sources  familiar  with  the 
probe  say  they  may  be  put  on  leave  if 
they  are  indicted. 

If  the  execs  are  forced  out,  the  race 
to  succeed  Andreas  will  heat  up, 
Among  the  contenders  are  Vice-Presi- 
dents G.  Allen  Andreas  Jr. — Dwayne's 
nephew,  credited  with  building  adm's 
European  operations — and  corn-pro 
cessing  executive  Edward  A.  Harje 
hausen.  Big  investors  hope  a  coming 
board  overhaul  resulting  from  the  probe 


JUNE  27,  199S  FBI  agents  raid  ADM,  the  U.S.  offices  of  Japan's  Ajinomoto, 
and  Korea's  Sewon  seeking  evidence  of  lysine  price-fixing.  The  probe  later 
widens  to  include  Japan's  Kyowa  Hakko  Kogyo,  as  well  as  alleged  price-fixing 
of  corn  syrup  and  citric  acid  by  ADM  and  other  companies. 

JULY  19  ADM  sets  up  a  board  committee,  headed  by  former  Canadian  Prime 
Minister  Brian  Mulroney  and  former  ADM  Chairman  John  Daniels,  to  monitor 
government  investigations  and  mounting  civil  suits. 

AUG.  7  ADM  fights  back.  Whistleblower  Mark  Whitacre  is  fired  and  charged 
by  the  company  with  siphoning  $9  million  of  its  money.  The  government 
soon  launches  a  new  probe  into  alleged  money-laundering. 

JAN.  15, 1996  A  special  committee  of  ADM's  board  proposes  sweeping 
changes.  Result:  All  management  board  members,  except  Chairman  Dwayne 
Andreas,  will  quit  the  board  in  October;  three  outsiders  will  join. 

AUG.  27  Ajinomoto,  Kyowa,  and  Sewon  admit  roles  in  price-fixing.  The  two 
Japanese  companies  will  pay  $10  million  each.  Sewon  will  pay  a  fine  to  be 
determined  later.  The  companies'  executives  agree  to  testify  against  ADM. 

SEPT.  17  Sources  close  to  the  case  expect  Vice-Chairman  Michael  Andreas, 
Group  Vice-President  Terrance  Wilson,  and  the  company  to  be  indicted  on 
price-fixing  charges.  Still  possible:  a  negotiated  plea  bargain. 

DATA:  BUSINESS  WEEK 


pleas.  The  Japanese  companies  each  paid 
$10  million.  Sewon's  fine  will  be  deter- 
mined by  the  courts.  The  foreign  execs 
must  pay  $50,000  to  $75,000  each.  For 
Andreas  and  Wilson,  the  government  is 
likely  to  ask  for  the  maximum  fines  of 
$350,000  each  and  three  years  in  prison. 
adm  may  face  a  sizable  penalty:  Al- 
though the  government  can  opt  for  ei- 
ther a  maximum  $10  million  price-fixing 
fine  or  a  figure  tied  to  the  alleged  gains, 
it  is  expected  to  choose  the  latter,  going 
for  fines  up  to  $100  million. 

For  adm,  the  fines  and  possible  jail 
terms  are  a  blow,  but  not  one  it  can't 
overcome.  The  company  currently  is  sit- 
ting on  more  than  $1  billion  in  cash. 
More  significant  is  the  fact  that  the 
probe — which  became  public  with  FBI 
raids  on  adm  offices  in  June,  1995 — may 
finally  create  cracks  in  the  tight  con- 


will  make  adm  more  responsive  to 
shareholders.  At  its  annual  meeting  on 
Oct.  17,  all  management  insiders  ex- 
cept Dwayne  will  step  down,  and  three 
outsiders  will  join.  The  board  will 
shrink  to  12  from  17. 

The  company's  last-minute  talks  with 
the  government  reflect  a  scramble  to  re- 
solve a  series  of  complicated  issues.  First, 
say  sources  familiar  with  the  strategy 
of  the  board  and  its  lawyers,  adm  want 
ed  to  resolve  civil  suits  stemming  from 
alleged  price-fixing.  In  July,  the  company 
agreed  to  pay  $25  million  to  settle  many 
of  the  lysine  suits.  It  is  still  negotiating 
on  suits  over  citric  acid.  Although 
lawyers  for  adm  and  the  executives  have 
known  since  late  July  of  the  likely  crim- 
inal indictments,  there  were  few  serious 
stabs  at  negotiations  until  mid-Septem- 
ber. Now,  board  members  on  a  special  le- 
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We  had  a  big  order. 


And  only  SAP 
could  fill  it. 


"When  we  went  looking 
for  a  Human  Resources 
application  at  Burger  King 
we  were  looking  tor 
a  lot. 

"We  needed  best- 
of-breed  functionality. 
But  we  also  needed 
integration  through- 
out our  entire  system. 

"Since  the  fast-service 
food  business  is  always 
changing,  we  had  to  have 
as  much  system  flexibility 
as  possible. 

"And  any  solution  would 
have  to  not  only  work  for 
our  individual  company 
sites,  but  also  on  an 
enterprise  level  across  56 
countries  and  international 
territories. 

"We  considered  all  of  the  options  available, 
but  ultimately,  there  was  no  contest.  SAP's 
Human  Resources  Management  module  was 
the  only  solution  that  could  do  it  all. 

"Now,  35,000  of  our  people  are  tied 
together  on  one  system  with  one  set  of 
business  rules,  allowing  us  to  centralize 


— Susan  Clemmons 
Director  of  Business  Solutions, 
Burger  King  Corporation 


our  processes  for  the 
first  time. 

"We  can  introduce 
new  HR  programs 
faster.  And  we  can 
set  up  new  sites 
in  record  time, 
anywhere  in 
the  world. 
Even  when  it 
means  dealing 
with  new  currencies, 
languages  or  local 
regulations. 
"Our  ability  to  handle 
global  HR  projects  has 
increased  dramatically, 
too.  We  reduced  the 
time  it  takes  to  over- 
haul our  medical  plans 
by  75%.  And  we  developed 
our  own  real  estate  management 
system  using  SAP's  programming  tools, 
;iving  us  the  best  tracking  of  global  site  data 
we've  ever  had. 

"In  fact,  SAP's  HR  application  is  so 
good,  I  can't  think  of  anything  that  would 
make  it  better. 

"Except,  maybe,  a  side  of  fries." 


More  than  6,000  companies  are  currently  working  better  with  SAP  business  process  software.  To  find 
out  how  your  company  can  join  them,  call  1-800-283-1SAP.  Or  visit  us  at  http://www.sap.com. 


Business  Process 
Software 
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gal  committee  have  said  publicly  they'd 
like  to  make  a  deal.  Yet  the  result  could 
pit  father  against  son. 

One  measure  of  the  adm  probe's  im- 
portance to  the  government  is  its  hard- 
line stance.  Following  the  plea  agree- 
ments with  the  foreign  companies,  Joel  I. 
Klein,  head  of  the  antitrust  division  of  the 
Justice  Dept.,  said  "criminal  collusive  be- 
havior that  harms  U.S.  consumers  will 
not  be  tolerated." 

Yet  without  the  overseas  companies' 


pleas,  such  a  tough  approach  wouldn't 
have  been  an  option.  Legal  sources  say 
the  lead  Justice  Dept.  prosecutors — 
Scott  R.  Lassar,  First  Assistant  U.  S. 
Attorney,  and  James  M.  Griffin,  head 
of  the  Chicago  antitrust  division — badly 
needed  more  evidence  after  investiga- 
tors had  little  success  with  adm  insiders. 
More  damaging,  the  credibility  of  gov- 
ernment mole  and  former  senior  adm 
executive  Mark  Whitacre  was  undercut 
a  year  ago,  when  he  admitted  taking 


$6.5  million  from  adm  in  a  phony  hi 
voice  scheme  he  claims  adm  authorized) 
The  new  witnesses  have  provided  fresl 
evidence  of  price-fixing  and  have  agreei;  | 
to  testify  against  adm. 

Even  as  this  endgame  approaches  | 
the  cloud  of  uncertainty  hanging  ovelj 
Archer  Daniels  Midland  remains — dea] 
or  no  deal. 

By  Richard  A.  Melcher,  with  Grea 
Burns  in  Chicago  and  Catherine  Yang  in 
Washington 


GAMBLING 


THE  HOUSE 

TAKES  A  HIT  ON  BACCARAT 

ITT's  profits  and  stock  get  stung  by  some  bad  nights  at  Caesars 


Baccarat  has  always  had  a  certain 
mystique.  Part  of  it  comes  from 
the  movies:  a  tuxedo-clad  James 
Bond  nervelessly  negotiating  the  high- 
stakes  card  game  in  an  elegant  Monte 
Carlo  lounge.  But  most  of  the  intrigue 
derives,  simply,  from  the  enormous 
sums  of  money  involved.  Says  Jennifer 
Kim,  who  runs  baccarat  pits  at 
Caesars  Palace  in  Las  Vegas: 
"Anyone  just  walking  in  off  the 
street  can  bet  up  to  $10,000  on  a 
hand."  For  high  rollers,  it's  not  un- 
heard of  to  win  or  lose  $250,000 
on  a  single  bet. 

So  itt  Corp.  lost  a  few.  On  Sept.  9, 
it  signaled  that  third-quarter  earn- 
ings would  be  flat  from  the  pro  for- 
ma $65  million  earned  in  the  year- 
earlier  period,  mostly  because  a  run 
of  very  bad  luck  in  August  at  its 
Caesars  property  turned  the  usual 
eight-figure  monthly  win  at  baccarat 
tables  into  a  small  loss.  The  next 
day,  investors  drove  the  hotelier's 
shares  down  14%,  to  48V!,  their  low- 
est price  since  January. 

It's  not  the  first  time  Caesars  has 
taken  a  big  hit.  Two  years  ago, 
three  Asian  high  rollers  took  Cae- 
sar's for  $10  million  on  baccarat  over 
the  course  of  a  single  weekend.  Or- 
dinarily, though,  the  baccarat  tables 
are  extraordinarily  lucrative,  with 
a  house  take  typically  between  18% 
to  20%  of  the  money  played.  The 
take  on  blackjack  averages  15%;  for 
the  slots,  it's  under  10%. 

On  the  Las  Vegas  strip,  casinos' 
baccarat  winnings  accounted  for  a 
sixth  of  their  $3.6  billion  in  gam- 
bling revenues  last  year — the 
biggest  dollar  generator  among 


table  games.  Those  that  attract  the  big- 
money  crowd,  among  them  Caesar's  and 
itt's  other  Vegas  property,  the  Desert 
Inn,  rely  even  more  heavily  on  bac- 
carat— and  so  are  more  vulnerable. 
From  month  to  month,  casino  execu- 
tives say,  earnings  move  mostly  in  tan- 
dem with  the  baccarat  take. 


Baccarat  (pronounced  bah-ka-RAH)  i 
a  variant  of  chemin  de  fer,  a  Frenei 
card  game  dating  back  to  the  15th  cenl 
tury.  In  the  modern  version,  cards  arj 
dealt  from  a  wooden  "shoe"  containinj 
eight  decks.  Players  bet  on  one  of  twj 
hands,  each  dealt  up  to  three  cards.  Thj 
winning  hand  is  the  one  with  a  value-f 
determined  by  arcane  rules — closest  t| 
nine.  It's  almost  pure  luck:  Players  decidj 
only  what  hand  to  bet  on,  and  how  mucj 
to  bet.  Winning  bets  pay  even  monej^ 
though  the  house  takes  5%  of  proceed 
from  winning  bets  on  the  banker  hand. 
NEW  LURE,  itt  also  said  that  earning 
would  be  off  because  of  disruption! 
caused  by  construction  at  both  Desen 
Inn  and  Caesars.  The  activity  will  add  j 
1,250  room  tower  behind  Caesarl 
by  mid-1998,  and  create  new  shod 
ping  and  entertainment  areas  td 
lure  more  walk-in  traffic.  For  no™ 
though,  it's  just  driving  businesl 
away  The  amount  wagered  at  boti 
properties  is  slightly  off,  limiting 
casinos'  ability  to  diversify  away  th« 
risk  of  a  few  players  walking  of 
with  big  winnings.  "When  you  op 
erate  large  baccarat  games,  the  ide; 
is  to  keep  the  volume  up,  to  smootl 
out  the  periodic  distortions,"  say! 
Saul  F.  Leonard,  an  independen 
gaming  consultant  in  Los  Angeles. 

Does  Wall  Street  adequately  ac 
count  for  the  risks  of  such  a  highj 
stakes  trade?  The  buy  side  said  n< 
on  Sept.  10,  and  institutions  dumpec 
itt  stock.  The  sell  side  isn't  so  sure 
"It's  bad  luck,  something  the  stree 
and  the  company  can't  predict,' 
shrugs  Harry  Curtis,  an  analyst  a 
Smith  Barney  Inc.  But  itt  can  mit 
igate  it.  The  new  construction  a1 
Caesars  is  creating  space  for  mor< 
slots,  to  bring  in  more  predictable,  i 
lower-rent,  gamblers.  And  next  dooi 
to  the  Desert  Inn,  itt  will  build  ; 
Planet  Hollywood  hotel  and  casin< 
aimed  strictly  at  the  hoi  polloi 
Chances  are  there  won't  be  a  bac 
carat  lounge. 

By  Larry  Arnistrom 
in  Los  Angelei' 
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Software  Diplomat. 


USA's  Director  of  Information 
Systems 


nptiler  Associates 


Islandia.  NY  U  788-7000  1-800-225-5224  All  other  product  names  referenced  herein  are  trademarks  of  their  respective  companies. 


How  do  you  find  a  single  manufac- 
turing software  solution  that  can 
keep  six  totally  different  manufac- 
turing divisions  happy? 

Just  ask  judi  Jarosh  and 
Computer  Associates. 

At  Seiko,  each  division  is 
completely  autonomous.  Each  uses 
different  man-  _  M 

ufacturing  T 
processes. 

„    ,        ,  Seiko  Instruments 

Each  makes 

totally  different  kinds  of  products, 
from  integrated  circuit  chips  and 
fiber  optics  to  high-precision  robots 
and  color  printers. 

"Many  of  the  other  solutions  we 
looked  at  could  not  come  close  to  the 
breadth  and  depth  of  functionality 
across  the  entire  organization  that 
CA-PRMS"  offers.  We  were  able  to 
implement  the  system  across  multiple 
divisions  around  the  world  in  only 
18  months,"  says  Ms.  Jarosh,  Seiko 
Instalments  USA's  Director  of 
Information  Systems,  proudly. 
"CA-PRMS  easily  handles  our  global 
financial  reporting  needs  while 
providing  an  enterprise-wide  view." 

CA-PRMS  is  the  first  and  only 
solution  that  covers  all  their  needs 
for  manufacturing,  distribution  and 
financial  management. 

"For  the  first  time,  we  have  accu- 
rate and  valuable  information  that 
everyone  can  use  on  a  timely  basis. 
The  quick  delivery  of  information  to 
our  decision-makers  is  key.  And  we 
love  the  new  graphical  user  interface. 
It  lets  all  of  our  users  benefit:  whether 
they  are  engineers,  accountants  or 
customer  service  managers." 

Making  everyone  happy  isn't 
always  easy. 

But  it's  always  the  goal  at  the 
world's  leading  business  software 
company. 


2P" 

<*^BBm  anniversary 


(Computer 
Associates 

Software  superior  by  design. 


In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


APPLES 

PYRRHIC  VICTORY 

you've  just  eliminated 
your  biggest  competitor.  Good 
news,  right?  Not  necessarily. 
On  Sept.  6,  Apple  Computer 
agreed  to  a  deal  that,  over 
time,  will  remove  Hewlett- 
Packard  from  the  market  for 
Mac-only  inkjet  printers.  HP 
will  sell  its  inkjet-printer  en- 
gines to  Apple  rather  than 
under  its  own  brand  name, 
piggybacking  on  Apple's  big- 
ger share  of  the  Mac  seg- 
ment. That  gives  hp  a  grace- 
ful exit  from  a  shrinking 
business.  Apple  will  be  left 
with  up  to  70%  of  the  $800 
million  business,  and  it  prob- 
ably will  pay  less  for  the  en- 
gines than  it  did  under  a  pre- 
vious deal  with  Canon.  The 
price:  hp's  departure,  say  an- 


CLOSING  BELL 


HOW  DRY  I  AM... 

Poor  Bessie.  Milk  supplies  are 
falling  even  as  demand  rises 
for  cheese  and  other  dairy 
products,  pushing  futures 
prices  up  50%  since  early 
April.  On  Sept.  9.  Ben  &  Jerry's 
Homemade  said  high  dairy 
costs  would  hit  third-quarter 
earnings.  The  chief  culprit: 
Poor  corn  and  soybean  yields 
have  sent  feed  prices  soaring. 
Strapped  farmers  are  cutting 
back  herds  and  lowering  the 
quality  of  rations,  cutting  milk 
output.  Warns  William  McMan- 
aman,  CFO  at  dairy  giant 
Dean  Foods:  "Costs  to  us  are 
escalating  tremendously." 


alysts,  will  send  a  profoundly 
negative  signal  to  already-jit- 
tery Apple  loyalists. 


WILL  BIGGER  MAKE 
PHAR-MOR  BETTER? 

IT'S  ROBERT  HAFT'S  BIGGEST 

move  since  he  left  his  father's 
*  r  mi  lled  1  >art  <  Iroup  retailing 
empire  and  took  over  trou- 
bled Phar-Mor.  On  Sept.  9,  his 
drug  chain  revealed  plans  for 
a  $560  million  stock  deal  to 
link  up  with  Shopko  Stores. 
Together,  the  two  units  will 
operate  232  stores  in  29 
states,  with  sales  of  about  $3.2 
billion.  Wall  Street  wasn't 
much  impressed,  driving  Phar- 
Mor  shares  down  9.2%,  to  7X. 
Still,  consolidation  persists: 
The  same  day,  Revco  D.  S.  be- 
gan a  hostile  $330  million 
takeover  bid  for  Big  B. 

WINDOWS  GOES 
HANDHELD  

THREE  TIMES,  MICROSOFT 
has  tried  to  shrink  its  Win- 
dows software  down  for  elec- 
tronic devices  smaller  than 
personal  computers.  Three 
times,  the  effort  has  gone 
nowhere.  On  Sept.  16.  the 
software  giant  will  try  again, 
announcing  "Windows  CE," 
new  software  for  non-PC  uses. 
The  first  Win  ce  products: 
Handheld  gadgets  to  debut 
in  November  for  carrying 
electronic  Rolodex  info  and 
swapping  data  with  PCs. 
Compaq  Computer,  Hewlett- 
Packard,  Casio,  NEC,  and  oth- 
ers will  make  the  handhelds. 


HEADLINER:  ALICE  LUSK 


ALICE  INALPHABETLAND 


At  buttoned-down  Elec- 
tronic Data  Systems,  Alice 
Lusk  stood  out.  A  Nether- 
lands native  who  dresses 
stylishly,  she  rose 
quickly  to  become 
eds'  first  female 
vice-president. 
Now,  she's  mak 
ing  a  splash  at 
NCR.  The  AT&T 
computer  unit, 
set  to  be  spun  off 
by  yearend,  named 
Lusk  its  first  female  senior 
\ice-president  on  Sept.  9. 
Lusk  will  head  both  NCR's 
worldwide  professional-ser- 
vices group  and  its  internal 
information-systems  opera- 
tion, reporting  directly  to 
ceo  Lars  Nyberg. 

Lusk,  wTho  joined  eds  in 
1975  as  a  systems  engineer, 
ran  health-care  and  insur- 


ance units  when  she  left 
late  last  year.  Former  col- 
leagues say  she  was  under 
pressure  for  failing  to 
meet  business  plans. 
eds  won't  com- 
k  ment,  and  Lusk 
says  the  deci- 
sion for  her  to 
leave  was  "mu- 
tual." At  NCR, 
she  takes  over  a 
services  unit  that 
was  a  rare  bright 
spot  amid  1995's  $2.3  billion 
loss.  "Where  I've  been  most 
effective  is  in  the  growth 
phase"  of  a  business,  Lusk 
says.  Yankee  Group  Manag- 
ing Director  Howard  An- 
derson is  less  upbeat:  "Her 
skill  set  doesn't  necessarily 
translate  to  what  NCR  is  go- 
ing to  need." 

By  Wendy  Zelhier 


(nafta),  which  Bill  Clinton 
and  Bob  Dole  both  backed. 
But  some  of  Choate's  dire 
predictions  haven't  material- 
ized. The  pact  has  not  jeopar- 
dized millions  of  U.  S.  jobs. 
And  a  $15  billion  trade  deficit 
with  Mexico  has  emerged, 
but  that  was  more  a  function 
of  the  peso  crisis.  Choate 
was,  however,  among  the  first 
economists  to  warn  of  fading 
U.  S.  competitiveness. 

NEW  TERRAIN 
FOR  THE  EXPLORER 

THE  FORD  EXPLORER 
finallv  has  succumbed  to  its 


APR.  5*         •  SEPT.  10, '96 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


til 


PEROT  PICKS 
ANAFTA-BASHER 

BY  CHOOSING  ECONOMIST 

Pat  Choate  as  his  running 
mate,  Presidential  hopeful 
Ross  Perot  will  refocus 
political  debate  on  trade. 
Choate,  55,  is  an  outspoken 
critic  of  the  North  Ameri-  FORD  EXPLORER:  Will  chi  <n„ 
can  Free  Trade  Agreement  leases  stem  a  sales  slide? 


first  discount.  On  Sept.  10 
Ford  Motor  launched  a  $299 
per-month  lease  deal  for  its 
sport-utility  vehicle,  shavin, 
two  points  off  its  lease 
rate — a  sort  of  hidden 
rebate  often  used  by  Japan- 
ese  auto  makers.  The 
Explorer  deal  came  aften 
three  months  of  declining 
sales.  More  of  the  same  is| 
likely:  The  auto  maker  is 
launching  a  larger  vehicle 
the  Expedition,  that  is 
expected  to  steal  sales  frorr 
upscale  Explorer  models 

ETCETERA... 


Matsushita  will  license 
Iomega's  Zip  drive  foi 
manufacture  and  resale. 

■  The  International  Trade 
Commission  will  eye  dump-' 
ing  charges  against  NEC.  j 

■  Prudential  lost  its  $4.£i 
billion  aarp  health  con-f 
tract  to  United  and  others.* 

■  Thomas  Lee  gives  Har-' 
vard  $22  million.  SorosI 
funds  efforts  to  legalize  pot.^ 

 — I 
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GP30F  Digital  Imaging  System. 

multiple  environments 
with  one  integrated 
document  management  system:  The 
GP30F  Total  Document  Management 
System  from  Canon. 

The  GP30F  is  built  around  open  industry 
standards,  and  it  connects  directly  to 
Ethernet,    Token    Ring    and  AS/400 
networks.  So  no  matter  how  many 
different  platforms  you're  working  SES 

~  1  a  NetWare 

.1  |  Tesredand 

with,  anyone  on  any  network  can  APP,oved 
print,  fax,  scan  and  copy  more  productively, 
all  through  the  same  digital  system.  The 
GP30F  also  speaks  your  language,  whether 
you're  using  SPX/IPX,  TCP/IP  SNA, 
Ethertalk  or  all  of  the  above. 

So  with  the  GP30F.  you  don't  have  to 
change  your  whole  environment  to  make 
your  document  pro- 
Wmm  cessing  more  efficient. 
Adobe  PostScript  And  you  don't  have  to 
sacrifice  the  present  for  the  future.  The 
GP30F  will  integrate  seamlessly  with 
whatever  new  technology  you  employ. 

If  your  office  needs  an  integrated 
solution  to  document  management, 
the  GP30F  is  one  system  that  can 
manage  the  job  perfectly. 
For  more  information,  call 
1  -800-OK-CANON  anytime,  or 


visit  us  at  http://www.usa.canon.com 

on  the  web. 

Canon 


Customer  is  responsible  for  determining  compatibility  with  their  systems 
and  applications.  Optional  equipment  required.  Novell  and  Netware  are 
registered  trademarks  of  Novell,  Inc.  TRJL  qualified  Token  Ring  products 
are  certified  for  physical  interoperability  in  multi-vendor  environments. 
PostScript  is  a  trademark  of  Adobe  Systems,  Inc.,  registered  in  the  US. 
and  other  countries.  AS/400  is  a  registered  trademark  of  International 
Business  Machines  Corporation. 
©  1996  Canon  U.SA,  Inc. 


STAND-UP  CABIN  COMFORT 
ATA  SIT-DOWN  PRICE. 

THE  NEW 3700nm  GALAXY. 


WMW  hen  you  think  in  terms  of  stand-up 

WW  headroom  and  intercontinental  range, 
you  arc  probably  picturing  one  of  those 
gas-guzzling,  "heavy  iron"  business  jets  with 
a  truly  stratospheric  price.  But  Galaxy  is 
a  surprising  alternative  to  this  stereotyped 
image.  Indeed,  it  is  designed  to  offer  the 
seemingly  contradictory  combination  of 
generous  space,  long  range,  and  the 
operating  costs  ol  a  midsize. 

That  puts  Galaxy  in  an  enviable  category 
all  bj  itselt. 

True  transcontinental  proportions 

Galaxy  provides  a  cabin  24  feet  in  length 
and  fully  7  feet  wide,  with  6  feet  3  inches  of 
standing  height.  That's  more  headroom  than 
any  other  current  business  jet,  at  any  price! 
And  the  total  cabin  volume  is  a  remarkable 
X6X  cubic  feet,  making  it  comfortably 
larger  than  any  other  "super-mid 
size"  competitor.  The  baggage  is 
carried  in  a  separate,  heated 
and  pressurized  external  bay 
with  its  own  air  stair  door. 
(  apacitx  is  ,i  class-dominating 
1 25  cubic  feet. 


Galaxy's  cabin  has  been  ergonomically 
optimized  for  personal  comfort.  The  lavish 
galley  can  be  equipped  with  refrigerator, 
microwave  oven, 
coffee  maker,  and 
many  other 
options  that  make 
food  and  beverage 
service  easy  and 
convenient.  We've 
maximized  the  pas 
senger  space  while 

minimizing  the  Corporate  Shuttle  Interior 

exterior  size,  thereby  reducing  airframe  drag 
and  substantially  increasing  efficiency.  That 
pays  off  handsomely  in  terms  of  extended 
range  and  low  fuel  burn. 

As  an  example.  Galaxy  will  fly  four  passen- 
gers from  Paris  to  New  York,  nonstop,  at  lower 
operating  costs  than  any  other 
corporate  jet.  In  absolute  terms, 
it  offers  a  true  transcontinental 
range  of  3.700  nm.  a  maximum 
cruise  speed  of  Mach  .85  and 
In  lowei  I  uel  bin  n     h  u 
virtually  any  mission — than 
anything  even  close  to  its  price. 
That's  where  Galaxy  value 
really  pays  off. 


GALAXY 


The  first  convertible 

What's  more.  Galaxy  is  uniquely  versatile. 
The  entire  cabin  configuration  can  be  changed, 
overnight,  from  its  luxurious 
eight-passenger  executive  interior 
to  a  19  passenger  corporate  shut- 
tle. It's  the  first  corporate  convert- 
ible, literally  two  airplanes  in  one! 

In  either  configuration.  Galaxy 
p  impels  Us  passengers  with 
exceptional  quiet.  The  engines, 
mounted  far  behind  the  aft-most 
seats,  are  rendered  almost 
inaudible  during  flight.  Even  the  heating 
and  cooling  systems  are  specially  engineered 
to  operate  quietly. 

The  unbeatable  combination 

The  new  Galaxy.  It's  an  extraordinary  new 
concept  in  business  aircraft,  incorporating  the 
most  sophisticated  technology  to  deliver  an 
unmatched  combination  of  spacious  comfort, 
performance,  and  operating  efficiency.  For 
more  information,  please  call  1  609  987-1125. 
or  fax  us  at  1  609  987-8118.  We  think  you'll 
enjoy  our  stand-up  sales  routine,  especially 
after  you  sit  down  and  consider  the  many 
<  ialaw  ad\  antagi  s 


rashington  Outlook 


TED  BY  OWEN  ULLMANN 


GOD  POLITICS,  BAD  POLICY: 

APPING  BIG  BUSINESS  TO  FIX  WELFARE 


l  Bel  fare  is  "no  longer  a  political  issue,"  President  Clinton 
u  declares.  But  that's  not  how  he's  acting.  To  mollify 
m  liberal  anger  over  his  signing  of  welfare  reform,  he's 
iching  a  $400  million  tax-credit  plan  to  induce  employers 
lire  former  welfare  recipients.  And  to  cover  his  right 
k,  he's  enlisting  ceos  in  the  welfare-to-work  effort, 
lood  politics — but  weak  policy,  claim  welfare  experts.  Tax 
Jits  for  new  jobs  have  a  checkered  history  of  lining  the 
lets  of  low-wage  businesses  without  doing 
•h  to  boost  job  prospects  of  disadvantaged 
kers.  And  while  business  participation  is 
1  to  welfare-to-work  plans,  Clinton's  vehi- 
-a  high-profile  White  House  conference 
i  corporate  ceos — will  probably  create 
•e  headlines  than  new  jobs. 
LF  FULL."  Under  Clinton's  proposed  Wel- 
-to-Work  Tax  Credit,  employers  hiring  a 
'-term  welfare  recipient  can  save  up  to 

000  in  taxes  over  two  years  by  claiming  a 
lit  for  50%  of  the  worker's  wage  and  train- 
costs.  It's  a  richer  version  of  the  Carter 
ninistration's  Targeted  Jobs  Tax  Credit 
the  chronically  unemployed, 
iut  that  troubled  program  didn't  create 
ly  new  jobs.  "At  least  9  times  out  of  10, 
subsidy  went  to  a  job  that  the  business 
ild  have  filled  anyway,"  says  Anthony  P.  NEW  YORK:  Z 
nevale,  who  studied  the  tjtc  as  head  of  ~ 

National  Commission  for  Employment  Policy.  Nor  did  the 
lit  create  opportunities:  Studies  showed  that  more  than 
of  subsidized  workers  would  have  gotten  the  same  jobs 
lout  the  break.  And  unscrupulous  employers  could  "churn" 
credit  by  replacing  workers  when  credits  ran  out. 

1  disappointed  Labor  Secretary  Robert  B.  Reich  asked 
gress  to  kill  the  tjtc  in  1994.  Now,  he  says  it  was  a 
ial  success:  "When  you're  dealing  with  this  group,  half-full 
ood."  And  the  Administration's  reforms,  Reich  adds,  will 


CAPITAL  WRAPUP 


make  the  new  plan  "three-quarters  full,  or  better."  For  ex- 
ample, employers  will  be  required  to  make  a  longer  commit- 
ment to  workers,  keeping  them  on  the  payroll  for  400  hours 
before  they  can  collect  the  credit,  up  from  120  in  the  old  plan. 

But  the  changes  may  backfire.  Businesses  may  be  unwilling 
to  gamble  on  an  applicant  with  little  work  history  if  the  payoff 
is  delayed.  And  the  new  plan  requires  job  seekers  to  identify 
themselves  as  welfare  recipients  before  they  get  hired — raising 
what  labor  economists  call  the  "stigma  effect." 
It  "says  to  an  employer,  The  problems  this  guy 
brings  may  cost  you  more  than  the  subsidy 
you'll  get,' "  says  Brookings  Institution  econo- 
mist Gary  T.  Burtless.  In  similar  state  pro- 
grams that  Burtless  studied,  the  stigma  actu- 
ally reduced  hiring  within  the  targeted  groups. 

One  solution  is  to  encourage  businesses  to 
seek  out  welfare  recipients.  Robert  B. 
Shapiro,  Monsanto  ceo,  wants  to  do  just  that. 
That's  why  the  White  House  asked  Shapiro 
and  Sprint  ceo  William  T.  Esrey  to  organize 
a  ceo  conference  with  the  President  this  fall. 
"We  don't  need  hundreds  of  companies,  but 
we  certainly  need  more  than  a  handful," 
Shapiro  says. 

Big  companies,  however,  offer  few  unskilled 
jobs  suitable  for  people  on  welfare.  And  the 
efforts  do  best  best  programs — like  Industrial  Exchange  Inc. 

"  in  Tulsa  (page  126) — tend  to  be  local  partner- 
ships between  smaller  companies  and  state  agencies.  "Business' 
role  in  welfare  reform  is  at  the  grass  roots,"  says  Roberts  T. 
Jones,  president  of  the  National  Alliance  of  Business. 

But  grassroots  efforts  reap  few  campaign-season  head- 
lines. And  Clinton,  navigating  between  voters  who  want  to 
end  welfare  and  activists  who  cling  to  it,  wants  to  appeal  to 
both  sides.  His  latest  moves  are  evidence  that  welfare  hasn't 
moved  beyond  politics  just  yet. 

By  Mike  McNamee,  with  Ron  Stodghill  II  in  Chicago 


BUSINESS  CAMPAIGN  BUST 


:LMS:  WARM  AND  FUZZY? 

Conservative  Senator  Jesse  Helms 
-N.  C),  who  tops  liberals'  most- 
ted  list,  has  been  voting  with  the 
emy  lately.  Why?  Helms  is  running 
.ight  reelection  race  with  liberal 
imocrat  Harvey  Gantt,  so  the  four- 
cm  lawmaker  is  trying  to  project  a 
irm  and  caring  image.  Examples: 
3  voted  with  Democrats  and  GOP 
)derates  to  broaden  mental-health 
surance  coverage  and  to  extend  vet- 
ans'  health  care  to  some  children  of 
rent  Orange  victims. 


►  Big  Business  is  proving  no  match 
for  Big  Labor  when  it  comes  to  cam- 
paign advertising.  After  unions 
pledged  to  spend  $35  million  on  ads 
attacking  vulnerable  House  Republi- 
cans, a  coalition  of  business  groups 
hoped  to  raise  up  to  $20  million  to 
defend  GOP  candidates.  But  so  far,  the 
coalition  has  raised  a  mere  $3  million. 
The  problem:  Corporations  would 
rather  funnel  smaller  contributions 
directly  to  candidates  to  ensure  law- 
makers remember  their  key  backers. 


DISAPPOINTMENT  IN  DETROIT 

►  U.  S.  and  Japanese  trade  officials 
plan  to  applaud  their  1995  auto  accord 
at  a  Sept.  18-19  conclave  in  San  Fran- 
cisco, but  the  Big  Three  auto  makers 
aren't  cheering.  Detroit  has  signed  up 
only  106  new  Japanese  dealers — bare- 
ly half  their  1996  goal  of  200.  And 
Japanese  officials  recently  issued 
plans  to  ease  curbs  on  just  two  kinds 
of  auto  parts.  That  dashed  hopes  that 
Tokyo  would  deregulate  the  parts 
aftermarket,  a  move  that  would  boost 
sales  of  U.  S.  components. 
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GERMANY 


REFORM 
AT  LAST? 

Kohl  has  started  down  a 
painful  but  necessary  path 


■  t  was  a  most  German  way  of  fo- 
I  meriting  revolution.  At  private  meet- 
I  ings  and  industrial  powwows  earlier 
I  this  year,  Germany's  top  industrialists 
repeated  their  refrain.  Battered  by  the 
world's  highest  labor  costs,  toughest 
work  rules,  and  most  punishing  social 
taxes,  many  had  decided  they  couldn't 
invest  another  pfennig  profitably  in  the 
homeland.  The  time  had  come  for  a  re- 
thinking of  Germany's  economic  rules. 
Individually  and  in  groups,  they  met 
with  Chancellor  Helmut  Kohl  at  the 
steel-and-glass  chancellery  in  Bonn. 
Their  message:  Germany's  social  con- 
tract wasn't  working,  and  they  were 
ready  to  abandon  it. 

A  revolt  by  Germany  Inc.'s  bosses  is 
under  way,  one  that  is  calling  into  ques- 
tion the  manner  in  which  the  country 
has  done  business  for  nearly  50  years. 
What  began  as  a  mutiny  among  own- 
ers of  the  Mittelstand,  or  small  and  mid- 
size companies,  has  turned  into  a  move- 
ment for  deep  reform.  The  key  principles 
of  the  country's  postwar  social  consen- 
sus— nationwide  pay  bargaining,  sick- 
pay  rules,  and  the  co-detennination  sys- 
tem that  gives  workers  seats  on 
corporate  boards — are  all  coming  under 
fire.  The  very  organizations  that  manage 
the  social  pact,  the  Federation  of  Ger- 
man Industry  (bdi)  and  Confederation 
of  German  Employers'  Assns.  (BDA)  are 
rallying  to  shake  things  up. 

Feeling  the  corporate  heat,  Kohl  has 
made  a  decision  that  now  is  the  time 
to  push  for  major  change.  Having  reknit 
the  divided  nation  a  few  years  ago,  he  is 
looking  to  ensure  Germany's  future  pros- 
perity. He  w  ants  to  lay  the  groundwork 
for  a  newly  competitive  Germany  that 
will  shape  European  economic,  mone- 
tary, and  political  integration.  His  "Pro- 
gram for  Growth  and  Employment"  calls 


for  a  remake  of  Ger- 
many's tax  system,  an 
overhaul  of  the  welfare 
state,  far-reaching  dereg- 
ulation, and  huge  cuts  in 
state  spending  (table). 
"The  welfare  state  is 
only  as  good  as  its  eco- 
nomic basis,"  Kohl  ar- 
gues. "The  vast  majority 
recognizes  the  need  for 
cuts." 

Kohl  aims  for  spending  cuts  of  $46 
billion  next  year — equal  to  2%  of  Ger- 
many's gross  national  product.  His  gov- 
ernment readied  the  first  package  of  so- 
cial-welfare cuts  and  deregulation  for  a 
Bundestag  vote  on  Sept.  13.  By  yearend, 
Bonn  will  also  come  up  with  a  plan  to 
cut  taxes  and  restore  the  finances  of  its 
huge  state  pension  system. 


Taken  together,  Kohl's  reforms  wouk  :> 
free  Germany  Inc.  of  many  taxes  ancP 
regulations  that  have  shackled  busines: 
and  hurt  competitiveness.  But  the 
forms  would  also  create  a  Geimany  tha 
many  workers  find  uncomfortable:  a 
tion  of  lower  taxes  but  fewer  subsidies^'1 
An  economy  with  greater  wage  inequal 
ity  and  less  job  security.  And  a  country^ 
in  which  national  labor  leaders  have  fa  in  tin 
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Germany  Rewrites  the  Social  Contract 

COST-CUTTING  LABOR  RELATIONS  PERFORMANCE 


lajor  companies,  such    Corporations  across  the    Companies  are  linking 


as  Daimler  Benz, 
Siemens,  and  Hoechst, 
have  laid  off  workers 
and  invested  in  new 
technology  to  boost 
productivity. 


country  are  shunning 
traditional  nationwide 
bargaining  agreements 
for  more  cost-effective 
settlements  at  the 
company  level. 


pay  to  performance  for 
workers  and  executives, 
introducing  stock-option 
plans,  and  setting 
return-on-equity  targets 
for  the  first  time. 


.AND  GOVERNMENT  IS  PUSHING  FOR  BROADER  REFORMS 
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BUREAUCRACY 


TAXES 


WELFARE 


Bonn  has  lengthened 
the  hours  stores  can 
be  open  and  speeded 
issuance  of  business- 
construction  permits. 


The  top  income-tax 
levy  would  be  lowered 
from  57%  to  about 
40%.  Tax  breaks  and 
subsidies  are  targeted. 

DATA:  BUSINESS  WEEK 


The  plan:  Remake  the 
welfare  state  by  raising 
effective  retirement  age, 
scaling  back  sick  pay, 
and  limiting  pensions. 
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s  influence,  while  unions  at  the  plant 
el  come  into  their  own. 
The  system  once  worked  well.  Gov- 
lment  handouts  softened  the  rigors 
the  market  and  brought  industrial 
ice,  especially  in  the  economic  miracle 
irs  of  the  1950s  and  '60s.  But  as  glob- 
competition  soared,  the  social  pact 
:ame  a  job-killer,  trapping  Germany 
h  the  highest  labor  costs  among  ma- 
industrial  economies  (charts). 
Reunification  accelerated  the  country's 
toward  radical  reform.  Bonn  is  pour- 
•  $100  billion  a  year  into  eastern  Ger- 
ny,  which  has  struggled  to  revive  its 
'nomy  while  adopting  rigid  labor  rules 
nmon  in  western  Germany.  Since  Ger- 
n  unemployment  hit  4  million,  or  11%, 
t  spring,  even  the  opposition  Social 
mocratic  Party  (spd)  and  labor  leaders 
/e  begun  to  consider  new  ideas.  Kohl 
ilizes  that  failure  to  act  now  could 
t  him  politically  later  on.  Says  Wolf- 
lg  Mainz,  president  of  the  Federa- 
l  of  Young  Entrepreneurs:  "With  such 
h  unemployment,  German  reunifica- 
i  would  begin  to  look  like  a  failure." 
Meanwhile,  a  new  generation  of  man- 
;rs  is  adding  to  the  momentum  for 
inge.  Executives  such  as  Daimler 
nz's  Jiirgen  E.  Schrempp  and 
mens'  Heinrich  von  Pierer  want  to 
Id  flexibility  into  the  postwar  system 
labor-employer  consensus.  With  ex- 


perience in  the  U.  S.  and  in  fast-growing 
Asian  markets,  they  have  convinced 
Kohl  that  the  old  German  system  must 
be  overhauled.  Others,  including  thou- 
sands of  owners  of  Mittelstand  compa- 
nies, are  urging  the  chancellor  to  scrap 
the  social  pact  altogether. 

Kohl's  awakening  began  last  year, 
when  unemployment  hit  double  digits 
for  the  first  time  since  the  1930s.  Klaus 


HENKEL:  Pulled  IBM  Germany 
out  of  pacts  with  the  unions 


Zwickel,  head  of  the  metal-workers' 
union,  EG  Metall,  proposed  an  "Alliance 
for  Jobs."  It  was  a  typical  old-style  so- 
lution: Unions,  employers,  and  govern- 
ment would  fix  the  problem  together. 
Zwickel  agreed  to  settle  for  no  real  pay 
raises  in  return  for  promises  from  em- 
ployers to  create  jobs  and  from  Bonn 
to  maintain  most  welfare  benefits.  But 
for  the  first  time,  Kohl  and  big  business 
groups  refused  to  play  ball.  After  talks 
fell  through.  Kohl  huddled  with  his  aides 
and  came  up  with  his  reforms. 
"DISASTROUS."  As  he  moves  to  rally  sup- 
port around  his  plan.  Kohl  is  sure  to  face 
tough  legislative  battles.  To  win  approval, 
he  may  have  to  marshal  his  "Chancel- 
lor's majority"  of  four  votes  to  overrule 
the  Bundesrat  (the  upper  house),  which 
the  opposition  controls.  Oskar  Lafontaine, 
Prime  Minister  of  the  Saarland  and  spd 
leader,  has  vowed  to  oppose  Kohl's  plan. 
Germany,  he  says,  is  in  "a  disastrous 

downward  spiral  We  have  to  ensure 

that  globalization  doesn't  lead  to  a  de- 
struction of  the  social  [welfare]  state." 

Despite  such  warnings,  the  country  is 
already  in  the  throes  of  change.  Shop- 
keepers are  busy  preparing  for  Nov.  1, 
when  they  will  be  allowed  to  stay  open 
until  8  p.m.  on  weekdays  and  all  day  Sat- 
urday. Until  now,  stores  have  closed  at 
6:30  p.m.  during  the  week  and  2  p.m.  on 
Saturday.  It  may  seem  a  modest  mea- 
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sure,  but  it's  a  symbolic  victory.  Says 
Robert  Koehler,  ceo  of  chemical  maker 
SGL  Carbon:  "[Making]  change  in  Ger- 
many is  such  a  tedious  and  elaborate 
process.  But  now,  the  floodgates  are  stall- 
ing to  open." 

Kohl  has  a  political  window  for  his 
shakeup.  Since  he  doesn't  face  a  national 
election  until  October,  1998,  he  can  afford 
to  champion  unpopular  measures.  The 
economy  is  picking  up  after  a  short  re- 
cession, and  there's  a  growing  mood  that 
reform  is  inevitable.  While  spd  leader 
Lafontaine  rejects  Kohl's 
plan,  for  instance,  there  are 
dissident  views  on  the  left. 
In  one  remarkable  turn- 
about, the  spd's  Rudolf 
Scharping,  who  ran  against 
Kohl  for  Chancellor  in  1994, 
has  come  out  in  favor  of 
slashing  Germany's  top  in- 
come-tax rate.  Even  ig  Met- 
all  admits  the  old  ways  must 
go.  Says  Deputy  President 
Walter  Riester:  "We  can't 
just  simply  continue  with 
the  passive,  affluent  society 
that  we  have  today." 

Indeed,  unions  are  now 
settling  for  flat  real  wages 
because  they  fear  for  their 
members'  jobs.  After  ig 
Metall  won  a  6%  pay  raise 
in  1995,  unions  for  construc- 
tion, chemical,  and  public- 
sector  workers  have  gained 
only  1%  to  2%  pay  increas- 
es. With  workers  running 
scared,  employers  are  seiz- 
ing the  initiative.  The  Con- 
struction Industry  Employ- 
ers' Assn.  recently  canceled 
a  contract  offering  workers 
5%<  pay  raises  because  or- 
ders have  slumped. 
DECENTRALIZE.  And  that's 
only  the  beginning.  Compa- 
nies are  pushing  to  scale  back  the  na- 
tional contract-bargaining  system  cover- 
ing millions  of  workers.  Corporate  chiefs 
want  to  limit  national  bargaining  to  the 
basics:  a  minimum  wage,  an  indicated 
pay  raise,  and  a  flexible  range  of  hoiu-s 
for  workweeks.  Everything  else,  they 
say,  should  be  handled  by  plant  negotia- 
tors who  understand  their  companies' 
needs.  While  union  leaders  say  they'll 
talk  about  reforms,  they  are  likely  to 
fight  to  retain  then-  bargaining  power. 

The  first  battle  is  shaping  up  over  sick 
pay.  Under  the  German  system,  work- 
ers are  allowed  six  weeks  off  with  100% 
pay.  Kohl  wants  to  change  that  by  slash- 
ing payouts  to  80%,  a  move  that  could 
save  companies  billions  of  dollars.  It 


would  also  send  a  clear  signal  to  the 
unions,  which  have  long  deemed  the  ben- 
efit nonnegotiable.  Says  Ursula  Engelen- 
Kefer,  vice-president  of  the  German  Trade 
Union  Federation:  "That  was  a  calculated 
action  to  say:  'That's  the  end  of  consen- 
sual politics.  We're  going  to  make  war.' " 
That  war  has  already  been  going  on 
at  several  big  German  companies.  At 
Robert  Bosch,  the  maker  of  appliances 
and  auto  components,  managers  per- 
suaded workers  to  agree  to  seven-day, 
around-the-clock  shifts  at  a  chip  plant 


Why  Kohl  Has  Chosen 
To  Take  Action 


LABOR  COSTS 
ARE  OUT  OF  SIGHT. 


..TAX  RATES  ARE 
SKY-HIGH... 


HOURLY  WAGE 
AND  BENEFITS 
COSTS  IN 
MANUFACTURING 


...CAPITAL  IS  FLOWING  OUT 
OF  THE  COUNTRY... 


.AND  UNEMPLOYMENT 
IS  SOARING 
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that  opened  near  Stuttgart  last  Octo- 
ber. Bosch  won  the  concessions  after 
tlu-eatening  to  build  the  plant,  its  biggest 
investment  in  a  decade,  in  Scotland. 

Media  giant  Bertelsmann  also  wrung 
an  effective  pay  cut  from  employees.  At 
its  offset-printing  plant  in  Giitersloh, 
workers  passed  up  a  nationally  agreed 
two-hour  cut  in  their  37-hour  workweek. 
Meanwhile,  at  Lufthansa,  Chairman  Jur- 
gen  Weber  has  informed  his  59,000  em- 
ployees that  they  may  have  to  accept 
cuts  in  pay,  vacations,  and  other  benefits, 
or  the  airline  will  go  bankrupt. 

None  of  this  comes  as  a  surprise  to  the 
fiery  new  leaders  of  Germany's  employ- 
ers' organizations.  "We  have  to  cut  wage 
costs  by  20%,"  says  Werner  Stumpfe, 


head  of  the  Gesamtmetall  employers'  fed- 
eration. Hans-Olaf  Henkel,  the  new  pres- 
ident of  the  KD I  employers'  group,  is  alsc 
warning  that  the  golden  days  of  labor- 
management  cooperation  may  be  over. 
As  ceo  of  IBM  Deutschland,  he  pulled 
the  company  out  of  union  contracts. 
deeper  POCKETS.  Yet  even  as  Corpo- 
rate Germany  presses  its  campaign, 
there  are  limits  to  what  it  can  achieve 
without  Kohl  paving  the  way.  Germany 
is  not  unlike  Britain  and  the  U.S. 
where  pressures  for  fundamental 
change  came  from  business,  | 
but  Margaret  Thatcher  and 
Ronald  Reagan  pushed 
through  major  tax  reforms 
and  deregulation.  Kohl,  too, 
is  launching  his  reforms 
with  a  big  tax  cut  to  build 
support  among  middle-class 
Germans.  He  wants  to 
slash  the  top  personal  in- 
come-tax rate  from  57%  to  | 
40%  while  slicing  the  top 
corporate  rate  from  65%  to  | 
40%,  beginning  in  1999. 
That  could  put  $20  billion  : 
into  taxpayers'  pockets. 

Meanwhile,  Kohl  must  i 
build  support  for  rolling 
back  the  welfare  state.  He 
is  already  planning  a  $13 
billion  cut  in  health-and-wel- 
fare  spending  for  1997.  He 
also  aims  to  cut  the  govern- 
ment bureaucracy  by  1.5%  a 
year.  Kohl  is  planning  toj 
throw  out  many  of  the! 
84,000  federal  rules  and  reg-ij 
illations  that  affect  business. 

As  Kohl  readies  Germany! 
for  momentous  change,  all  ofl 
Europe  is  watching.  A  more 
competitive  Germany,  with  ^ 
lower  taxes  and  less  oner-  » 
ous  regulations,  could  be-r: 
come  a  magnet  for  invest-  fo- 
ment and  job  creation  for  the  first  time  in 
years.  It's  no  coincidence  that  across  the  , 
Rhine,  French  Prime  Minister  Alain  Jup- ' 
pe  is  now  promising  tax  cuts  and  re- 
forms that  echo  Kohl's. 

Of  course,  Kohl's  reform  effort  has  a*.,, 
long  way  to  go.  But  luckily  for  the  chan- 
cellor, his  electorate  is  one  of  the  few  in 
the  world  with  a  record  of  voting  for  ' 
austerity  when  it's  necessary.  Clearly,  ■ 
German  business  leaders  and  Kohl  be- 
lieve the  comfortable  days  of  labor-man- 
agement consensus  are  over.  Now,  they 
must  convince  ordinary  Germans  that 
there's  no  turning  back. 

By  John  Templeman  in  Bonn,  Karen 
Lowry  Miller  in  Altena-Dahle,  and 
Do  r  id  Woodruff  in  Mainz 
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BRITAIN 


THE  CITY 

THAT  ISN'T  SLEEPING 

London's  financial  institutions  spur  a  construction  boom 


i 


t's  a  comeback  that  few  had  thought 
possible.  In  1992,  the  Irish  Republi- 
can Army  set  off  a  huge  bomb  in  the 
City  of  London,  killing  three  people  and 
rocking  confidence  in  the  British  capital's 
mile-square  financial  center.  Yet  today, 
some  see  opportunity  in  the  devastated 
site.  On  Sept.  10,  property  and  leisure 
conglomerate  Trafalgar  House  Property 
Ltd.  unveiled  plans  to  erect  Europe's 
tallest  building  right  in 
the  City. 

The   92-story,  glass- 
sheathed  Millennium  Tow- 
er could  encounter  stiff 
opposition.  English  Her- 
itage, the  agency  charged 
with  protecting  historic 
sites,  has  reservations 
about  its  1,265-foot  height 
and  demolition  of  the 
remnants  of  a  historic 
building.  But  if  the  tower 
is  built  as  planned,  it  will 
surpass  the  new  Com- 
merzbank  headquarters, 
now  under  constmction  in 
Frankfurt,  by  260  feet. 
That  would  send  a  signal, 
its  developers  say,  to 
Frankfurt — London's  prin-  " 
cipal  competitor  in  European  finance — 
that  the  City  is  still  No.  1. 
FOREIGN  DEMAND.  The  grandiose  proj- 
ect also  shows  that  London's  property 
market  is  finally  recovering  after  a  five- 
year  slump.  Driving  the  turnaround  are 
financial  institutions  that  believe  London 
will  remain  Europe's  financial  hub  well 
into  the  next  century.  Rents  for  prime 
commercial  City  space  have  risen  rough- 
ly 30%  from  the  1993  trough. 
Construction  will  even  recom- 
mence soon  at  Canary  Wharf, 
the  long-troubled  East  End  de- 
velopment designed  as  a  rival 


lands'  abn  amro,  have  been  shifting- 
trading  functions  from  their  home  cities 
to  London,  which  is  cheaper  and  less 
regulated.  Others,  such  as  Citibank, 
want  to  consolidate  their  scattered  op- 
erations in  one  premium  building  that 
has  room  for  40,000-square-foot  trading- 
floors — a  necessity  for  today's  financial 
heavyweights. 

In  the  City  of  London,  such  mega- 


CANARY  WHARF:  Low  rents  and  large  sites  are  attracting  tenant 


facilities  aren't  readily  available.  Com- 
mercial vacancy  rates  have  fallen  be- 
low 10%,  the  point  where  experts  say 
price  pressure  begins  to  kick  in.  Yet 
so  far,  rents  are  rising  only  gradually,  so 
developers  aren't  worried  about  a  re- 
peat of  the  speculative  boom  that 
caused  massive  overbuilding  in  the  late 
1980s  and  led  to  a  collapse  in  the  earlv 
1990s. 

COMING  SOON  TO  LONDON'S  SKYLINE 


since  I  have  been  at  Canary 
Wharf,  the  market  outlook  is 
strengthening,"  says  Charles  B. 
Young,  deputy  chairman  of  Ca- 
nary Wharf  Ltd. 

Much  of  the  demand  for  space 
is  coming  from  non-British  in- 
stitutions. Some,  such  as 
Deutsche  Bank  and  the  Nether- 


MAJOR  TENANT                 BUILDING  SITE 
OR  OWNER 

SO.  FEET 
(THOUSANOS) 

VALUE 
(MILLIONS) 

TRAFALGAR  HOUSE*  City  of  London 

1,500 

$li24 

CITIBANK             Canary  Wharf 

550 

300-450 

DEUTSCHE  MORGAN  City  of  London 
GRENFELL 

300 

312 

PARIBAS  Marylebone 

350 

150 

ABN  AMRO  Spitalflelds 

300 

140 

*Proposed;  no  tenant  yet 

DATA  BUSINESS  WEEK 

Young  scored  a  major  coup  for  Ca 
nary  Wharf  recently  when  he  helpec 
persuade  Citibank  to  move  most  of  itt 
British  operations  into  a  new  550,000 
square-foot  building.  This  constructor 
will  be  the  first  step  of  Phase  II — the  i. 
million  additional  square  feet  the  Whar 
hopes  to  build  over  the  next  10  to  IE 
years.  It  is  not  clear  how  sweet  a  dea. 
Young  and  Reichmann  had  to  offer  Citi 
whose  vote  of  confidence  they  hope  wil 
help  reel  in  other  big  banks.  Citi  wil 
own  the  building — an  arrangement  thai 
Canary  Wharf  normally  doesn't  care 
for.  But  Young  says  that  he  is  in  seri 
ous  discussions  on  Phase  II  with  twe 
other  big  financial  institutions. 

With  important  tenants  such  as  hsbc 
Holdings,  Merrill  Lynch,  and  Liffe,  Lon- 
don's futures  and  options  exchange,  said 
to  be  prowling  for  space, 
competition  between  the 
City  and  the  Wharf  could 
be  heating  up  again.  Ca- 
nary Wharf  has  advan- 
tages. Its  rents  are 
around  $35  per  square 
foot  annually,  compared 
with  $65  for  premium 
space  in  the  City.  And 
when  the  extension  of  the 
Jubilee  underground  line 
in  1998  cuts  travel  time 
from  central  London  in 
half,  to  15  or  20  minutes 
the  City's  location  will  be 
less  significant. 

Already,  Morgan  Stan- 
ley Group  (Europe)  PLC 
has  its  headquarters  at 
"  Canary  Wharf,  and  bzw 
Ltd.  is  moving  its  global  headquarters 
there.  The  Corporation  of  London, 
which  is  largely  responsible  for  govern- 
ing the  City,  is  aware  it  risks  losing 
tenants  to  Canary  Wharf  and  locations 
outside  Britain  if  it  fails  to  accommodate 
their  needs.  So  it  has  in  recent  years 
dramatically  eased  zoning  restrictions 
and  lured  such  major  institutions  as  abn 
amro  and  Deutsche  Morgan  Grenfell  to 
build  on  City  turf. 

Trafalgar  is  hoping  that  Lon- 
don's desire  to  remain  competi- 
tive will  help  Millennium  Tower 
win  approval,  despite  the  criti- 


the  market  needs  aren't  met," 
says  Trafalgar  Managing  Direc-k.'J 
tor  Alan  Winter,  "people  will  go 
somewhere  else."  It's  looking 
likely  that  London  will  go  a  long 
way  toward  satisfying  those 
needs. 

By  Heidi  Dawley  and  Stanley 
Reed-  in  London 
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International  Business 


COMMENTARY 

By  John  Rossant 


CARLO  DE  BENEDETTI'S  FAILINGS  WERE  ITALY'S,  TOO 


The  ouster  of  Carlo  De  Benedetti 
from  the  chairman's  spot  at 
Olivetti  is  the  saddest  chapter  in 
one  of  the  most  remarkable  business 
stories  in  postwar  Italy.  Looking  for 
an  explanation  for  his  dramatic  fall, 
many  European  commentators  have 
focused  on  De  Benedetti's  stubborn 
refusal  to  pull  out  of  the  PC  business, 
where  Olivetti  has  been  hammered. 
That's  true,  as  far  as  it  goes.  But  a 
strategic  error,  combined  with  a  dose 
of  corporate  chieftain's  hubris,  does 
not  explain  everything  in  this  saga. 
It's  also  important  to  consider  how 


fashion  house  Yves  Saint  Laurent. 
Combining  Old  World  charm  and 
U.  S.-style  financial  pyrotechnics,  De 
Benedetti  appeared  to  be  an  utterly 
new  breed  of  businessman.  And  ut- 
terly formidable. 

Yet  the  messy,  slow-motion  crisis 
at  his  flagship  Olivetti  demonstrates 
that  this  Turin-born  magnate  stum- 
bled because  of  some  very  Italian 
shortcomings.  One  of  these  weak- 
nesses is  the  deep  reverence  in  Italy 
for  appearances,  a  reverence  that 
sustained  De  Benedetti  until  the  end. 
From  his  15  years  on  J.  P.  Morgan  & 


much  De  Benedetti's  failures 
stemmed  from  Italy's  Machiavellian 
and  narrow-minded  business  culture. 

At  first  glance,  it's  hard  to  see 
how  De  Benedetti,  61,  reflects  Italy's 
entrenched  business  practices.  Judg- 
ing by  much  of  his  spectacular  quar- 
ter-century career,  he  has  been  as  in- 
ternationally minded  a  tycoon  as 
they  come.  A  splashy  debut  in  big 
business  as  Managing  Director  of 
Fiat  lasted  just  three  months,  but 
De  Benedetti  soon  took  over  type- 
writer manufacturer  Olivetti  and 
transformed  it  into  Europe's  comput- 
er giant.  That  was  the  start  of  a 
whirlwind  spate  of  dealmaking  across 
a  still-fragmented  Europe,  culminat- 
ing in  1988  with  his  unsuccessful 
grab  for  Societe  Generale  de  Bel- 
gique,  the  Brussels  conglomerate. 

But  while  the  sgb  bid  failed,  plen- 
ty of  others  succeeded  for  De 
Benedetti,  from  Valeo,  the  huge 
French  auto  components  group,  to 


Co.'s  International  Advisory  Council 
to  the  Op-Ed  think  pieces  he  penned 
for  London's  Financial  Times,  De 
Benedetti  worked  overtime  to  bur- 
nish his  image. 

As  late  as  last  July,  De  Benedetti 
wangled  the  chairman's  job  for  the 
group  charged  with  setting  up  a  pan- 
European  telecom  authority.  Olivetti 
was  clearly  floundering  by  then.  Even 
odder,  he  landed  this  prestigious  post 
just  one  month  after  an  Italian  ap- 
peals court  had  confirmed  a  4^-year 
prison  sentence  for  fraud  charges.  He 
probably  will  not  serve  time.  But  in 
the  U.  S.,  shareholders  would  have  at- 
tacked a  ceo  who  eagerly  sought  out- 
side distractions  at  such  a  perilous 
moment.  In  Italy,  hardly  anyone  ob- 
jected: It  was  foreign  investors  who 
started  asking  questions. 

One  reason  few  in  Italy  challenged 
De  Benedetti's  methods  was  that 
many  of  his  habits  reflected  accepted 
practices  in  Italian  business.  For  all 


of  De  Benedetti's  utterances  about 
the  importance  of  market  forces,  few 
were  more  skilled  at  milking  the  sys- 
tem. His  use  of  Chinese  boxes — 
chains  of  shell  companies  that  allowed 
him  control  of  quoted  companies  with 
minimum  capital — made  a  mockery  of 
shareholder  rights. 
PAYOFFS.  Even  De  Benedetti's  ap- 
proach to  building  sales  showed  his 
love  of  the  insider's  game.  His  eon- 
tacts  with  the  Establishment  Left  se- 
cured Olivetti  government  contracts 
and  financing  that  sustained  the  com- 
puter business.  As  De  Benedetti  ad- 
mitted after  his  November,  1993, 
arrest  on  corruption  charges,  the 
company  even  resorted  to  pay- 
offs to  get  government  business. 
"Within  the  fault  lines  of  the 
Italian  system,  you  can  exploit 
certain  situations,"  says  Riccar- 
do  Barbieri,  an  economist  at 
Morgan  Stanley.  "People  who 
might  be  entrepreneurs  instead 
become  adventurers." 

De  Benedetti's  flawed  stew- 
ardship of  Olivetti  mirrors  pre- 
sent-day Italy  itself.  No  coun- 
try is  more  pro-European  at 
heart  or  as  eager  to  support 
monetary  union.  Yet  almost  no 
other  European  nation  is  as  un- 
prepared to  make  the  hard  choices 
needed  to  modernize  its  economy. 
Italian  governments  have  reined  in 
spending  since  1992,  but  Rome  is 
still  dragging  its  feet  on  rolling  back 
the  state's  huge  holdings  in  banking 
and  industry.  And  the  1997  budget 
looks  as  if  it  will  sidestep  such  key 
issues  as  pension  reform, 

De  Benedetti  avoided  the  tough 
decisions,  too,  hoping  somehow  that 
his  own  gorgeous  rhetoric  would 
save  him  and  his  company.  Yet  if  he 
had  ruthlessly  shut  down  the  PC  divi- 
sion, De  Benedetti  might  well  be  tri- 
umphing once  more.  Olivetti  would 
then  be  free  to  complete  a  successful 
transition  into  telecommunications. 
Instead  the  company's  fate  remains 
in  doubt,  and  Italy's  business  commu- 
nity is  left  pondering  the  bitter 
lessons  of  a  hero's  undoing. 

Rossant  is  chief  of  business 
week's  Rome  bureau. 
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SWITZERLAND 


A  PAPER  TRAIL  S 
UGLY  END? 

Britain  confirms  that  the  Swiss  stashed  gold  looted  by  Nazis 


It  is  one  of  the  most  troubling  ques- 
tions to  linger  on  from  World  War 
II:  Did  Switzerland  profit  from  the 
abandoned  bank  deposits — and  stolen 
gold — of  Jews  murdered  by  the  Nazis? 
On  Sept.  10,  a  key  aspect  of  the  issue 
became  clearer:  Britain's  Foreign  Office 
issued  a  report  confirming  that  Ger- 
many looted  more  than  $550  million  in 
gold — now  worth  over  $6  billion — from 
German-occupied  countries  and  stashed 
most  of  it  in  Switzerland. 

That  could  turn  out  to  be  a  night- 
mare for  the  Swiss  government  and 
banking  community.  "The  latest  evidence 
is  mind-boggling,"  says  World  Jewish 
Congress  Secretary  General  Israel 
Singer.  The  paper  trail,  he  says,  leads 
straight  to  Switzerland,  where  top  Nazis 
deposited  gold  and  valuables  from 
throughout  Europe.  "Until  a  few  months 
ago,  all  we  were  going  on  was  hearsay 
about  trains  arriving  in  Switzerland 
with  looted  gold  . . .  and  now  we  have 
the  documents  to  prove  it,"  says  Singer. 

The  Swiss,  however,  took  the  British 
report  in  stride.  A  brief  statement  said 
the  subject  had  been  raised  at  its  regu- 
lar Wednesday  Cabinet  meeting  on  Sept. 
11,  "but  no  discussion  took  place  be- 
cause there  is  a  basic  agreement  that 
there  should  be  [Swiss  government]  ac- 
tion on  the  matter  in  the  future."  A 


spokesperson  for  the  Swiss  Bankers 
Assn.,  Sylvia  Mattile,  said  that  the  Lon- 
don revelations  concern  gold  "which  was 
apparently  in  the  Swiss  National  Bank" 
and  not  privately  held  banks.  A 
spokesman  for  the  national  bank  de- 
fended to  a  government  spokesman,  who 
says  it  is  "difficult"  to  say  whether  the 
claims  made  in  London  are  accurate. 
Mattile  noted  that  allegations  concerning 
abandoned  Jewish  assets  in  Swiss 


U.S.  National  Archives 
documents  indicate 
the  Allies  also  made  off 
with  a  share  of  the  loot 


banks — another  nagging  issue  for  the 
Swiss — were  being  explored  by  a  com- 
mission headed  by  former  U.S.  Federal 
Reserve  Chairman  Paul  A.  Volcker. 

Although  wjc  officials  say  that  not 
all  of  the  gold  involved  was  robbed  from 
Jews,  the  British  report  is  further  emo- 
tionally charged  since  some  of  the  gold 
may  well  have  come  from  the  teeth  of 
Jews  who  perished  in  the  gas  chambers 
of  Auschwitz.  The  exact  origins  of  all 


GERMANY,  1939:  Some  gold  may  have 
been  taken  from  Jews  who  perished 

the  gold,  however,  may  never  be  known. 
•Much  of  the  looted  gold  was  melted 
down  into  ingots  marked  as  coming 
from  Germany's  prewar  gold  reserves. 

Also  troubling  are  the  possible  post- 
war actions  of  the  Allies.  According  to  a! 
recently  declassified  document  from  the 
National  Archives  in  Washington,  the 
Swiss  and  the  Allies  agreed  to  split  up 
some  $280  million  of  this  gold,  with  $60 
million  going  to  Britain,  the  U.  S.,  and; 
other  allies,  and  $220  million  retained  by 
the  Swiss.  Greville  Janner,  a  Labor  MP 
who  spearheaded  the  campaign  in 
Britain  to  get  the  documents  released, 
argues  that  it  would  be  "immoral,  and  I 
hope,  illegal"  for  Switzerland  to  retain 
the  gold  since  it  was  partly  obtained 
from  concentration  camp  prisoners. 
A  MYSTERY.  With  many  of  the  pieces  of 
the  puzzle  now  starting  to  fall  into  place, 
the  actual  physical  location  of  the  gold  is 
still  a  mystery.  Though  deposited  in 
Switzerland,  some  of  the  gold  was  sold 
to  Portugal,  Spain,  Romania,  Sweden, 
and  Turkey,  according  to  one  U.  S.  doc- 
ument. "We  are  now  concentrating  our 
efforts  on  trying  to  find  out  just  what 
happened  to  the  gold,"  says  Singer.  But 
that  is  a  far  from  simple  task,  a  problem 
that  has  beset  the  hunt  for  Jewish  de- 
posits that,  Holocaust  survivors  and 
Jewish  officials  maintain,  are  still  held  in 
Swiss  banks.  The  Bankers  Assn.  an- 
nounced in  February  that  it  had  located 
38.7  million  Swiss  francs  in  775  dormant 
accounts  from  the  war  period.  But  Jew- 
ish organizations  rejected  the  figure, 
saying  that  it  was  meaningless. 

The  Volcker  committee,  represent- 
ing Jewish  organizations  and  the  Swiss 
banks,  is  due  to  convene  in  mid-Octo- 
ber to  discuss  outstanding  claims.  One 
of  its  first  tasks  will  be  to  hire  auditors 
to  carry  out  an  independent  search. 
"This  will  become  a  transparent  process 
which  will  obtain  the  available  infor- 
mation and  give  the  banks  the  oppor- 
tunity to  pay  back  every  Swiss  franc  as 
they  have  promised,"  says  wjc  Presi- 
dent Edgar  M.  Bronfman.  And  the 
gold?  "I  don't  think  the  latest  revela- 
tions from  London  will  have  any  ef- 
fect on  the  Volcker  commission  because 
it  addresses  a  completely  different  sub- 
ject," says  Mattile.  Perhaps.  But  they 
surely  demonstrate  that  the  Swiss 
banking  community  has  a  long  way  to 
go  before  it  shakes  off  the  lingering 
ghosts  of  World  War  II. 

By  Neal  Sandler  in  Jerusalem,  John 
Parry  in  Geneva,  and  Julie  Flynn  in 
London 
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JAPAN 


HASHIMOTO  IS  POISED 
TO  MAKE  HIS  PLAY 

The  Prime  Minister  may  soon  call  elections-and  win  big 

Ryutaro  Hashimoto  has 
certainly  had  a  good 
run  since  assuming 
the  Premiership  last  Janu- 
ary. His  coalition  govern- 
ment, led  by  his  Liberal 
Democratic  Party,  has  de- 
flected public  outrage  over 
a  $6  billion  bailout  of  cor- 
rupt housing-loan  thrifts. 
It  has  soothed  U.  S.  trade 
relations  without  big  con- 
cessions. Japan's  $5  trillion 
economy  has  snapped  out 
of  a  four-year  funk.  And 
the  opposition  New  Fron- 
tier Party  has  proved 
about  as  alluring  as  day- 
old  sashimi. 

Now,   Hashimoto,  59, 
may  be  about  to  make  his 
big  play.  Although  he  does 
not  have  to  face  voters  un- 
til next  July,  election  fever 
is  raging  in  the  smoke- 
filled  back  rooms  of  Naga- 
ta-cho,  Tokyo's  Capitol  Hill. 
ldp  members  are  prodding 
Hashimoto  to  call  a  vote 
by  yearend,  maybe  even 
in  October.  The  economy 
is  growing,  and  opposition 
leader  Ichiro  Ozawa  is  out 
of  favor.  So  taking  the  plunge  this  fall 
would  offer  the  ldp  a  great  opportunity 
to  resume  the  dominance  of  Japanese 
politics  it  enjoyed  until  scandals  forced  it 
from  power  in  1993. 

NO  CAKEWALK.  Whenever  the  runoff 
comes,  Hashimoto  and  Ozawa,  54,  will 
seek  to  address  a  deep  economic  anxi- 
ety. After  spending  most  of  the  decade 
in  the  doldrums,  Japan's  economy  should 
produce  2.7%  growth  this  year.  But 
things  are  already  starting  to  look  dicey 
for  1997.  Many  economists  expect 
growth  to  slow  to  just  1.7%.  That  is 
adding  to  the  unease  among  Japanese 
edgy  about  scandal-prone  financial  in- 
stitutions, the  fraying  of  the  cradle-to- 
grave  social  contract,  and  deteriorating 
high-tech  competitiveness. 

As  they  present  ways  to  deal  with 
this  distress,  the  two  politicians  will  of- 
fer vastly  different  takes  on  Japan's  fu- 
ture. Ozawa  champions  deregulation,  tax 


cuts,  and  a  weakened  bu- 
reaucracy. Hashimoto  is 
more  focused  on  fiscal  tight- 
ening and  tax  hikes  to  tame 
Japan's  swelling  budget 
deficit.  Heading  into  the 
campaign,  Hashimoto's  de- 
fense of  the  status  quo 
seems  to  be  winning  out 
over  Ozawa's  proposals  for 
dramatic  change. 

Hashimoto  will  get  a  boost 
from  diplomatic  meetings,  in- 
cluding a  scheduled  summit  with  Presi- 
dent Clinton  in  New  York  In  late  Sep- 
tember1. That  follows  a  session  of  the 
U.  N.  General  Assembly,  where  Hashimo- 
to will  push  for  permanent  Japanese 
membership  on  the  Security  Council. 
German  Chancellor  Helmut  Kohl  will  ar- 
rive in  Tokyo  on  Oct.  31  for  a  state  visit. 

Nevertheless,  the  election  won't  be  a 
cakewalk  for  Hashimoto.  His  govern- 


ment's approval  rating  is  just  31%.  The  i 
ldp  has  been  embarrassed  by  allegations 
that  General  Secretary  Koichi  Kato  ac-' 
cepted  an  illegal  political  payoff  six  years 
ago — a  charge  he  denies.  Ozawa  is  calling 
for  an  investigation.  The  weakening  econ- 
omy  could  hurt,  too.  Last  September's 
$130  billion  package  of  tax  breaks  and 
public-works  programs  will  start  to  lose 
its  oomph  later  this  year.  But  in  April,  an 
LDP-backed  sales  tax  increase  goes  into 
effect.  The  tax  is  supposed  to  close  a| 
budget  gap  that  is  4.2%  of  gross  domes- 
tic product,  compared  with  2%  in  the] 
U.  S.  Ozawa  has  pounced  on  the  issue 
by  proposing  a  sales  tax  freeze  until 
2001.  Even  some  ldp  members  advocate 
shelving  the  plan  for  a  while. 
WOOING  DEFECTORS.  Still,  odds  are  that 
the  ldp  would  come  close  to  a  majority 
in  a  quick  election.  It  probably  would 
land  some  230  of  the  500  seats  in  the 
lower  house  of  the  Diet,  up  from  its; 
current  208,  figures  Yasunori  Sone,  a] 
political  scientist  at  Keio  University. 
Getting  a  majority  would  require  woo-j 
ing  back  ldp  defectors  from  the  New 
Frontier  and  keeping  an  alliance  of  sorts 
going  with  the  Social  Democratic  Party 
and  the  New  Party  Sakigake.  That's 
more  complicated 
now  that  a  new  par- 
ty is  being  formed 
by  Sakigake  defec- 
tors led  by  Yukio 
Hatoyama  and  his 
brother,  Kunio,  who 
resigned  from  the 
New  Frontier. 

After  a  snap 
election,  a  victorious 
Hashimoto  might  cut 
a  deal  on  U.  S.  force 
deployment  on  the  southern 
island  of  Okinawa,  where  the 
bulk  of  America's  47,000 
troops  reside.  He'll  feel  pres- 
sure to  act:  A  lopsided  Sept. 
8  referendum  in  Okinawa,  in 
which  90%'  of  voters  backed 
reductions  in  American 
troops,  has  emboldened  lo- 
cals to  push  for  more  con- 
cessions to  kick-start  the  is- 
land's ailing  economy. 

Fortunately  for  Hashimo- 
to, the  demands  of  areas  like  Okinawa 
have  little  impact  on  voters  on  Japan's 
main  islands.  If,  as  appears  likely,  many 
of  them  back  his  party,  Hashimoto  will 
be  the  strongest  Japanese  Prime  Minis- 
ter in  a  decade.  The  bizarre  interreg- 
num of  the  past  three  years  will  then 
have  concluded,  with  the  LDP  once  again 
safely  in  control  of  Nagata-cho. 

By  Brian  Bremner  in  Tokyo 


CARPE  DIEM 
A  growing 
economy  and 
electoral 
reforms  should 
lead  Hashimoto 
and  the  LDP  to 
victory  over 
Ozawa  (below) 
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'he  aroma  of  roast  duck 
listracts  you  from  your  report. 
i  steaming  towel  wipes  the 
tress  away.  You  sit  back  and 
s  the  Chardonnay  you  were 
jst  thinking  about  appears, 
ou  decide... 


0  Lufthansa 


could  get  used  to  this. 


rue  or  redeem  miles  in  either  Lufthansa  Miles  &  More™  or  United  Mileage  Plus®  when  you  fly  on  Lufthansa  flights  or  flights  operated  by  our 
jal  partner,  United  Airlines. 
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TAX  CUTS  OR  STRIKES?  A  LOSE-LOSE 
PROPOSITION  FOR  FRANCE 


Autumn  is  protest  season  in  France,  when  labor  leaders  try 
to  whip  up  strikes  and  demonstrations  to  bend  govern- 
ment policy  for  the  coming  year.  Last  year,  street 
plebiscites  worked  beautifully.  Weeks  of  protest  marches  led 
to  a  December  strike  that  crippled  France  for  three  weeks 
and  quashed  plans  to  cut  civil  servants'  benefits.  Now,  the  la- 
bor boss  who  led  that  triumph.  Marc  Blondel  of  the  Force  Ou- 
vriere  union,  thinks  he  can  stop  the  budget-cutters  again.  "All 
the  ingredients  are  there  for  a  general  explosion,"  he  says. 

This  time,  however,  France's  once-burned  Prime  Minister, 
Alain  Juppe,  has  more  street  smarts  than  last  year,  when  he 
was  a  bungling  novice  with  only  a  few  months  on  the  job.  He 
has  launched  a  broad  tax  reform,  including  $5  billion  in  im- 
mediate income-tax  cuts,  to  defuse  discontent. 

The  move  shocked 
some  economists.  It 
forces  Juppe  to  struggle 
that  much  harder  to  cut 
France's  budget  deficit 
and  qualify  for  Europe's 
planned  single  currency, 
scheduled  to  begin  in 
1999.  Juppe  claims  that 
lower  taxes  will  stimu- 
late the  stagnant  econo- 
my, boosting  state  re- 
ceipts. "That's  a  dream," 
says  Eric  Chaney,  econ- 
omist at  Morgan  Stan- 
ley Co.  in  Paris. 

Still,  Juppe's  trans- 
parent grandstand  play 
may  prove  smart.  Noth- 
ing would  kill  Europe's 
monetary  union  more 
decisively  than  pro- 
longed strikes  in  France.  A  frozen  economy  would  cut  gov- 
ernment tax  revenues  and  increase  welfare  payments.  Juppe 
might  also  have  to  backtrack  on  budget-cutting  to  get  pro- 
testers off  the  streets.  That  would  sink  the  franc,  already  at 
a  six-month  low  against  the  German  mark,  in  part  from  fear 
of  another  hot  autumn. 

KEY  MOMENT.  Juppe's  skill  in  silencing  French  protesters  is 
critical  for  Europe.  France  is  the  swing  countiy  for  monetary 
union,  and  1997  is  the  target  year  for  getting  Europe's  bud- 
get deficits  down  to  3%  of  gross  domestic  product.  The 
French  won't  make  it,  but  they  must  come  close  enough  to  let 
negotiators  gloss  over  the  shortfall.  Morgan  Stanley's  Chaney 
forecasts  a  French  deficit  of  an  acceptable  3.3%,  thanks  to  a 
new  Juppe  plan  to  grab  $7.5  billion  of  the  proceeds  from 
the  privatization  of  France  Telecom,  the  state  phone  compa- 
ny. Without  that,  he  pegs  the  deficit  at  3.6%. 

Monetary  union  is  the  root  cause  of  much  unrest  all  over 
Europe.  German  unions  on  Sept.  8  gathered  250,000  workers 
in  several  cities  to  protest  budget  austerity.  However,  Ger- 
many is  now  pulling  out  of  a  minor  recession  and  may  hit  the 


REMATCH 
Novice  Prime 
Minister  Juppe  was 
outfoxed  last  year  by 
union  boss  Blondel 


3%  target  for  the  new  Euro  currency.  Three  years  of  aus- 
terity in  France,  by  comparison,  have  kept  the  country  in  a 
state  of  chronic  near-recession  and  have  held  unemployment 
above  12%. 

ALPINE  TRAGEDY.  While  Juppe  toils  to  keep  France  on  track 
for  the  single  currency,  he  hopes  his  tax  cuts  will  pump  oxy- 
gen into  the  sickly  French  economy.  France  can  use  it.  In  the 
second  quarter,  the  economy  shrank  by  0.3%.  Consumers 
have  been  so  tight  with  their  money  that  even  top  restau- 
rants are  closing.  The  latest  is  the  Auberge  de  l'Eridan,  a  gas- 
tronomic palace  in  the  French  Alps  that  won  the  ultimate 
third  star  in  the  Michelin  Guide  last  year  and  expanded  as  a 
result.  Now,  business  is  down,  banks  won't  renew  loans,  and 
owner  Marc  Veyrat  expects  to  close  in  October. 

France  also  needs  to 
address  its  stigma  as 
one  of  the  world's  most 
heavily  taxed  nations. 
Its  top  personal  income- 
tax  rate  is  56.8%.  Jup- 
pe's new  tax  plan  will 
gradually  cut  that  rate 
to  47%  over  five  years 
and  reduce  lower  brack- 
ets even  more.  Juppe 
urges  consumers  to 
spend  the  savings — in 
advance,  if  possible.  He 
hopes  they  won't  notice 
that  sales  taxes  on  gaso- 
line, alcohol,  and  tobacco 
will  rise  to  partly  offset 
the  revenue  loss.  In 
mid-September,  Juppe 
will  submit  a  1997  bud- 
get that  will  hold  gov- 
ernment spending  to  1996's  level,  a  real  cut  of  3%  after 
inflation. 

France's  conservative  leader  also  has  strong  partisan  rea- 
sons for  tax  cuts.  Both  he  and  his  boss,  President  Jacques 
Chirac,  remain  deeply  unpopular.  They  came  to  power  in 
May,  1995,  promising  to  lower  taxes.  Instead,  they  raised 
them  by  $24  billion  this  year  to  help  cut  the  deficit.  Conser- 
vative legislators  who  fear  losing  their  jobs  in  the  1998  elec- 
tions have  been  urging  Juppe  to  make  good  on  the  promise. 
The  $5  billion  cut  for  1997—0.3%  of  gross  domestic  product- 
is  only  a  start,  he  vows. 

Labor  bosses  rightly  argue  that  Juppe's  largesse  is  mi- 
nuscule. Yet  some  analysts  think  that  the  Prime  Minister 
may  have  upstaged  them.  Protest  organizers  should  have  a 
tougher  time  rousing  the  rank  and  file  than  last  year,  when 
the  government  was  proposing  sweeping  reforms  of  public- 
sector  jobs.  This  year,  union  complaints  are  more  diffuse.  Af- 
ter the  hard  lessons  he  learned  last  year,  Juppe  stands  a 
good  chance  of  staying  one  jump  ahead  of  them. 

By  Stewart  Toy  in  Paris 
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If  500,000  new  members  doesn't  say  quality  health  care  to  you, 
perhaps  you  should  get  24,000  second  opinions. 


If  you  asked  Blue  Cross  about  health  care,  we'd  tell 
you  we  provide  the  best  coverage  in  die  business. 

But,  since  our  point  of  view  is  admittedly  biased, 
perhaps  you'd  appreciate  someone  else's. 

Like,  say  more  than  half-a-million  Californians. 

After  all,  in  die  past  four  years,  more  people  have  joined 
the  CaliforniaCare*  HMO  from  Blue  Cross  of  California 
than  any  odier  health  plan.  Some,  because  it  delivers 
quality  coverage  at  an  affordable  price.  Odiers,  because 
Blue  Cross  has  been  a  trusted  name  for  nearly  60  years. 


But,  as  it  turns  out,  most  people  like  CaliforniaCare 
because  so  many  of  California's  finest  doctors  do  - 
24,000  in  total  -  ad  of  whom  you'll  find  in  our  HMO 
provider  network. 

So  if  you're  looking  for  a  good  health  plan,  we  think 
you've  found  it.  And  there  are  plenty  of  Californians 
out  diere  who  agree. 

For  more  on  California's  fastest  growing  HMO,  call 
your  broker  or  local 
Blue  Cross  sales  office. 


Blue  Cross  of  California 


Who  else? 


is  a  n^'islcn-<l  in.ii  h  ul  tin-  Blue  Cross  Association  and  Blue  Cross  ol  California  is  an  independent  licensee  of  Die  Blue  Cross  Association.  K'  is  a  rcuislrrcil  mark  ol  ttelihnnl  Health  Networits  li 
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For  a  free  copy  of  our  GSM  booklet  please  call  1-800-431-2345.  Or  you  can  visit  our  website  at  www.ericsson.se/systems/gsm. 
Ericsson  Inc.,  740  East  Campbell  Road,  Richardson,  TX  75081. 


SOON,   PEOPLE  WILL  BE 
USING  THEIR 
WIRELESS  PHONES  FOR  SURFING 


Using  a  wireless  phone  to  surf  the  Internet      documentation  whether  they  are  travel- 


might  not  be  as  far-out  as  it  sounds.  It's 
possible  right  now. 

You  can  get  an  update  on  the  latest 
stock  prices.  Or  the  low-down  on  the 


ling  in  Shreveport  or  Sri  Lanka. 

The  ability  to  transmit  high-speed  data 
is  a  major  reason  why  operators  prefer  gsm 
to  certain  newer  wireless  standards  that  are 


weather.  Check  the  news  headlines.  Or      as  yet  struggling  to  transmit  voice. 


catch  up  on  business  news  that  could 
really    affect    the  company's 
bottom  line. 

gsm,  the  global  standard  for 
mobile  communication,  and  the 
basis  for  new  and  exciting 
personal  communication  ser- 
vices, is  poised  to  go  wide-band 
(64  kb/s  and  more).  So  you'll  also 
be  able  to  conveniently  access  graphics 
and  moving  images. 


gs 

GSM  900.  DCS  1800 
AND  PCS  1900 
ARE  IMPLEMENTATIONS 
OF  THE  GSM  STANDARD 
ON  DIFFERENT 
FREQUENCY  BANDS. 


Whether  the  data  is  continuous  (as 
with  video),  or  forwarded  in 
bursts  (as  with  E-mail),  gsm 
will  enable  the  millions  of 
subscribers  to  use  their  wire- 
less phones  as  electronic 
couriers,  delivering  messages, 
documents  and  even  complex 
graphic  files  at  incredibly  high  rates. 

And  because  it's  digital,  it  allows  opera- 
tors to  squeeze  many  more  users  into  the 


Simultaneously,  users  who  wish  to      same  radio  spectrum. 


access  their  internal  business  informa- 
tion and  office  lan  will  be  able  to  use 
their  own  Intranet.  This  will  help  them 
easily  access  presentation  material,  and 


All  this  makes  gsm  the  perfect  way  to 
receive  and  send  information.  Whether 
you  are  working  in  a  car  or  relaxing  on  a 
beach,  enjoying  the  sun,  sand  and  surf. 


GSM.  The  standard  that  sets  the  standard. 
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SCORING:  Salaries 
can  top  $1  million 


an 


SOCCER 


GOODBYE  HOODLUMS, 
HELLO  BIG  MONEY 

Corporate  cash  and  fat  contracts  change  soccer  forever 


It  began  with  champagne.  At  an 
evening  gathering  in  Amsterdam  in 
mid-August,  the  captains  of  Dutch 
industry,  including  Philips  President 
Jan  Timmer  and  ABN  amro  Bank  Chair- 
man P.J.  Kalff,  celebrated  the  inaugu- 
ration of  the  $145  million  Amsterdam 
Arena.  After  cocktails  and  dinner,  the 
executives  got  down  to  business — 
watching  a  soccer  match  between  Ajax 
and  Milan  AC,  two  of  Europe's  top- 
ranked  teams. 

The  Italians  whipped  the  locals,  3-0. 
No  matter;  the  Dutch  bigwigs  inside 
their  corporate  boxes  still  enjoyed  the 
action.  And  who  wouldn't,  given  their 
luxurious  suiToundings?  Until  now,  most 
European  soccer  matches  have  been 
played  in  cramped,  outmoded  stadiums. 
The  new  Amsterdam  facility,  modeled 
on  Toronto's  Skydome,  features  a  re- 


tractable roof,  well-appointed  business 
boxes,  gourmet  restaurants,  and  slick 
souvenir  shops.  "This  is  the  first  stadium 
in  Europe  to  bring  business  and  enter- 
tainment together — just  like  in  Ameri- 
ca," boasts  arena  executive  Ronald  van 
der  Aart. 

As  a  new  European  soccer  season 
opens,  the  game  long  regarded  as  a 
working-class  pastime  is  taking  on  the 
trappings  of  big- 
league  U.  S.  sports, 
where  players,  own- 
ers, agents,  broad- 
casters, and  adver- 
tisers come  together 
in  a  giant  business. 
Skyrocketing  sala- 
ries,   battles  for 
broadcast  rights, 
huge  merchandise 


"Soccer  has  changed 
more  in  the  last 
year  than  in  the 
previous  hundred" 


deals,  ever-more-gran 
diose  stadiums,  strifi 
between  players'  union!  .re 
and  owners,  a  growing 
gap  between  rid 
teams  and  poor  ones 
these  factors 
changing  the  game 
just  as  they  trans 
formed  Americai 
baseball  and  basket 
ball.  Says  Ted  vai 
Leeuwen  of  the  Dutcl 
magazine  Voetbal  In 
ternational:  "Socce 
has  changed  more  i 
the  last  year  than  i; 
^fefc»i       I  the  previous  hundred. 

The  arrival  of  soc 
^^■^HL       cer's  Big  Business 

ij^     is  part  of  the  wave  o: 
Wf*     deregulation  sweepin 
itmmk  Europe.  Dozens  of  ne 

digital-TV  sports  chan 
I  nels  are  using  sporti 
programming  to  wi; 
dominance  over  the  oli 
state-controlled  broadcasters.  The  end  o: 
most  restrictions  on  transfers  is  fueling 
an  escalation  of  salaries  and  prompting 
player's  to  change  teams  in  droves.  Th< 
result  is  a  competitive  free-for-all  similai 
to  what  is  happening  to  Europe's  airlin 
and  telecom  industries. 
REVENUES  SOAR.  Although  numbers  foi 
all  of  Europe  are  hard  to  come  by,  th( 
signs  point  to  a  new  era  of  prosperity 
for  soccer,  which  most  Europeans  cal 
football.  If  you  add  up  all  of  Europe's 
soccer  leagues,  the  total  take  is  now  al 
least  $1.6  billion,  rivaling  America's  fa- 
mously successful  professional  basket- 
ball business. 

In  Britain  alone,  the  22  teams  in  tht 
Premier  League  had  average  revenue  o! 
$23  million  each  in  the  1994-95  season 
Soccer  consultants  Deloitte  &  Touch 
figure  revenue  has  been  growing  fo 
British  clubs  at  20%  a  year.  The  Unior 
of  European  Football  Assns.  (UEFA 
thinks  the  best  Continental  teams  sho\*| 
a  similar  performance.  And  such  figures 
don't  include  thfj 
rich  harvest  of  ac 
revenues  and  pay 
TV  fees  broadcaster 
are  reaping  frorr 
televised  games 
For  the  1998  Work 
Cup,  organizers  art 
estimating  the  cu 
mulative  tv  audi 
will  approach 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT. 


DECISIONS  ARE  TOUGHER. 


IME  IS  CRITICAL 


;ESOURCESARE  LEANER. 


,ND  THE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAR  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 
at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


fM 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright©  1996  by  SAS  Institute  Inc 


Sports  Business 


35  billion — twice  the  size  of  the  audience 
for  the  Atlanta  Olympics. 

Of  course,  Europeans  have  passion- 
ately followed  professional  soccer  for 
decades.  But  such  popularity  did  little  to 
enhance  commercial  prospects.  Not  long 
ago,  fans  clogged  small  stadiums  where 
barbed-wire  fences  wrere  designed  to 
wall  in  hooligans.  Clubs  made  their  mon- 
ey on  ticket  sales  and  on  fees  they  col- 
lected by  selling  players  to  richer  teams. 
The  movement  of  players  was  strict- 
ly limited,  though,  and  the  players 
themselves    took    home  modest 
salaries.  Europe's  public  broadcast- 
ers paid  little  for  soccer  rights  and 
only  showed  the  sport  occasionally. 
"When  I  was  growing  up,  the  sport 
was  more  a  hobby  than  a  business," 
recalls  Rob  de  Leede,  36,  of  the  Roy- 
al Netherlands  Football  Assn. 

That  stalled  to  change  in  the  mid- 
1980s,  when  Canal  Plus,  France's  first 
independent  pay-TV  network,  set  out 
to  replicate  the  success  of  televised 
sports  in  the  U.  S.  Today,  soccer  con- 
tinues to  be  Canal  Plus's  most  valu- 
able programming  asset.  "More  than 
half  our  subscribers   watch  the 
games,"  says  Charles  Bietry,  the 
company's  director  of  sports.  British 
Sky  Broadcasting,  which  is  40%- 
owned  by  Rupert  Murdoch's  News 
Corp.,  has  followed  a  similar  strategy, 
with  tremendous  success. 
A  FRENZY.  This  year,  the  media  boom 
in  soccer  has  exploded  with  the  ad- 
vent of  digital  television,  the  tech- 
nology that  will  allow  pay-TV  com- 
panies such  as  Canal  Plus,  BSkyB, 
and  Gei-many's  Kirch  Group  to  beam 
hundreds  of  channels  into  homes. 
Soccer  games  can  fill  those  channels, 
so  Eiu'ope's  media  heavies  are  raising 
bids  for  broadcast  rights  to  unheard- 
of  levels.  Earlier  this  summer,  Ger- 
many's Leo  Kirch  paid  $2.36  billion 
for  world  rights  outside  North  Amer- 
ica to  the  2002  and  2006  World  Cup. 
This  June,  BSkyB  renewed  its  contract 
with  the  English  Premier  League  for 
$955  million,  four  times  what  it  paid  in 
1992.  A  new  Dutch  channel,  Sport7,  is 
paying  $648  million  for  national  soccer 
rights — six  times  what  the  previous 
broadcaster  had  paid.  In  Spain,  a  bid- 
ding match  between  Canal  Plus  and  An- 
tena  Tres  has  produced  a  bonanza  for 
the  country's  clubs.  Last  year  they 
earned  $48  million  from  TV  rights.  This 
year  it's  $272  million. 

More  than  $6  billion  has  been  shelled 
out  for  broadcast  rights  in  the  past 
four  years,  and  the  TV  companies  have 
to  earn  back  those  fees.  On  Sept.  3, 
Canal  Plus  launched  a  pay-per-view 


system  for  matches.  Individual  games 
will  cost  $10,  and'  French  soccer  offi- 
cials hope  that  by  yearend  1997  an  av- 
erage of  100,000  viewers  per  game  will 
be  paying. 

Adding  to  soccer's  frenzy  this  year 
is  the  sudden  mobility  of  the  best  play- 
ers. Until  last  December,  the  system 
held  down  player  prices  by  sharply  lim- 
iting their  movement  between  teams. 
But  the  cartel  broke  dowm  after  a  dis- 

The  Forces  Reshaping 
Soccer 


THE  MEDIA 


Private  broadcasters — BSkyB  of  Britain, 
Canal  Plus  of  France,  Kirch  Group  of 
Germany,  Mediaset  of  Italy — are  now 
paying  billions  for  television  rights  to  the 
game  and  are  using  soccer  to  build  am- 
bitious digital  networks. 


THE  PLAYERS 


Thanks  to  a  court  ruling  in  1995,  re- 
strictions on  acquiring  nonlocal  players 
have  dropped  dramatically.  The  result: 
an  escalating  star  system,  with  the  best 
players  going  to  the  highest  bidder. 


THE  CORPORATIONS 


As  teams  rebuild  stadiums  for  greater 
safety  and  comfort,  corporations  are  dis- 
covering the  entertainment  and  sponsor- 
ship value  of  soccer. 


THE  MARKETERS 


Disney,  Adidas,  and  other  marketing  lead- 
ers are  forging  close  bonds  with  soccer 
to  score  big  with  merchandising  tie-ins. 

DATA:  BUSINESS  WEEK 

gruntled  Belgian  player  named  Jean- 
Marc  Bosman  won  a  landmark  suit  be- 
fore the  European  Court  of  Justice 
against  uefa. 

Until  the  lawsuit,  teams  could  field 
only  three  nonlocals.  But  European 
Union  players  no  longer  can  be  counted 
as  foreigners.  And  at  the  end  of  his 
contract,  a  player  becomes  a  free  agent 
and  can  sign  with  any  team.  Until  now, 
clubs  could  block  these  departures  or 
insist  on  big  fees  before  allowing  them. 
As  a  result  the  number  of  cross-border 
moves  has  soared  along  with  salaries.  A 
record  32  French  players  transferred 
abroad  before  the  start  of  this  season. 
To  hold  onto  players,  Amsterdam's  Ajax 
has  had  to  double  its  spending  on  wages 


from  last  season.  Now,  top  players  com 
mand  annual  salaries  of  $1  million  oil 
more.  In  a  landmark  transaction.  New) 
castle  United  paid  $23  million  this  sum 
mer  to  buy  English  striker  Alan  Shear) 
er  from  the  Blackburn  Rovers.  This  sun 
went  mostly  to  the  Rovers,  while  Shear! 
er  got  a  hefty  bonus. 

A  push  to  sell  team  merchandise  re 
fleets  the  new  commercial  aggressive 
ness  at  many  clubs.  Manchester  Unitec 
has  increased  its  merchandising  in 
come  from  $3.1  million  to  $37  millior 
in  four  years.  Ajax,  managed  by  for 
mer  consultant  Maartin  Oldenhof,  is 
opening  up  souvenir  stores  through- 
out the  Netherlands — and  even  plans 
to  sell  the  team's  red-and-white  shirts 
over  the  Internet.  "Ajax  represents  a 
terrific  brand,"  Oldenhof  says. 

Given  the  scale  of  soccer's  com- 
mercialization, you  would  think 
everyone  would  be  profiting  hand- 
somely. That's  not  true.  Sure,  Canal 
Plus  and  BSkyB  reap  big  profits 
from  soccer  broadcasts.  And  accord- 
ing to  Deloitte  &  Touche,  Britain's 
Premier  League  earned  $10  million  in 
the  1994-95  season  on  revenues  of 
$500  million.  But  the  country's  three 
lower  divisions  recorded  losses  of  $32 
million  on  revenues  of  $225  million. 
The  spike  in  salaries  since  the 
Bosman  ruling  threatens  to  aggra- 
vate these  losses. 

NO  HOOLIGANS.  Violence  represents 
another  serious  threat  to  the  sport. 
Deadly  disasters  occurred  at  Brus- 
sels' Heysel  Stadium  and  at  Hills- 
borough in  the  1980s.  Since  these 
tragedies,  clubs  have  spent  millions 
beefing  up  the  police  presence  and 
replacing  dangerous  standing  places 
with  safer  all-seated  environments 
The  formula  helped  keep  this  sum- 
mer's Euro  96  Championships,  held  in 
Britain,  hooligan-free. 

Further  commercialization  of  the 
sport  may  lower  the  chances  of  hooli- 
ganism further.  "This  is  the  best  way  I 
know  to  entertain  clients,"  says  Jan 
Koopman,  senior  executive  vice-presi- 
dent for  abn  amro  Bank,  as  he  sips  a 
glass  of  champagne  before  the  Ajax-Mi 
lan  match.  Plenty  more  corporate  cus 
tomers  are  sure  to  find  the  soccer  teams 
they  like.  But  other  clubs  will  suffer 
from  a  lack  of  sponsorship.  Some  will 
probably  even  disappear,  as  the  partici- 
pants of  Europe's  favorite  game  learn 
firsthand  the  risks  and  rewards  capital- 
ism brings  to  sports. 

By  William  Echikson  in  Amsterdam, 
with  Heidi  Dawley  in  London,  Monica 
Lanier  in  Rome,  and  Andrew  Robinson 
in  Madrid 
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xo  SOME  small  PACKAGE  carriers, 
it  V  a  LABEL. 


IDENTIFICATION  NUMBER 


XO  RPS,  it 's  a 
TOTAL  INFORMATION  SYSTEM. 


Where's  my  package? 

With  RPS  bar-code 
'echnology,  you  can  trace 
every  single  package 
throughout  the 
entire  delivery  process. 
For  free. 


What  am  I  saving? 

Time  and  money 
Time  saved  on  your 
loading  dock. 
Money  saved  with  RPS 
pricing.  Our  bar  code 
is  even  free. 


Who  signed  for  it? 

RPS  tells  you  by  phone, 
fax,  mail  —  even  by  EDI 
(MIS  people  love  this). 
Get  the  name  and  time 
of  delivery  on  the  day 
of  delivery. 


ABC 

San  Antonio.  TX  78205 


li 

A  Caliber  System  Company 


What  next? 

Use  RPS  MULTICODE 
as  your  electronic  packing  list. 
With  more  information  in 
one  label  than  25  linear 
bar  codes,  MULTICODE  will 
allow  you  to  trace  your 
packages  by  UCC  code  or 
purchase  order  number. 


What  about  last  week? 

The  RPS  itemized  invoice 
has  it  all.  How  many  packages. 
Where  they  went.  What  they 
weighed.  What  they  cost. 
And  more. 


If  your  carrier  doesn't  give  you  a  system  like  this,  call  1  -800-ROADPAKS  (762-3725) 
and  get  the  information  you  need  for  every  shipment  you  make. 


Delivering  more  than  your  package. 


People 


EXECUTIVE  SUITE 


CRUNCH  TIME 
AT  QUAKER  OATS 

CEO  Smithburg  has  to  solve  the  Snapple  mess-and  fast 


Nearly  20  years  ago,  fast-track 
Quaker  Oats  Co.  exec  William  D. 
Smithburg  was  content  to  borrow 
his  boss's  Colorado  townhouse  for 
ski  trips  with  the  eclectic  group  of 
friends  he  calls  the  A-Team.  These  days, 
the  group  still  skis  together,  but  its 
trips  have  become  more  daring.  Instead 
of  riding  the  chairlifts  at  Vail,  the  A- 
Team  helicopters  to  remote  peaks  in 
British  Columbia. 
And  while  these  old 
buddies  are  careful 
not  to  get  too  com- 
petitive, the  gung-ho, 
58-year-old  Smith- 
burg usually  takes 
the  lead.  "There's 
some  pride  in  keep- 
ing at  the  front,  and 
he's  out  front,"  says 
Chicago  ad  man  and 
A-Team  member  F. 
Byron  Nahser. 

If  only  Smith- 
burg's  business  were 
as  responsive  as  his 
tiiisty  "fat  boy"  skis. 
Early  in  his  15-year 
career  as  chief  exec- 
utive, Smithburg 
took  Quaker  on  a 
perfect  run  with  the 
acquisition  of  Gato- 
rade.  But  in  his  zeal 
to  repeat  that  tri- 
umph on  a  grander 
scale,  he  bought 
Snapple  Beverage 


ing  to  build  looms  large.  He's  not  ruling 
out  any  options.  "I  know  the  many  ways 
a  chief  executive  can  build  value,"  he 
says.  "I've  never  run  away  from  a  chal- 
lenge, and  I'm  not  running  away  from 
this  one." 

Under  pressure,  Smithburg's  mercu- 
rial leadership  style  has  been  thrown 
into  sharp  relief,  especially  his  tendency 
to  run  hot  and  cold  in  his  feelings  to- 


and  I  was  rolling  up  my  sleeves  a  lot,: 
he  explains.  For  his  part,  Marineau  says 
he  "walked  away"  from  Quaker  because 
there  was  room  at  the  top  for  only  one 
executive,  and  "Bill  is  pretty  firmly  im 
planted  as  ceo." 

As  Snapple  has  continued  to  tank 
Smithburg  has  changed  course  more  fre- 
quently.  Earlier  this  year,  he  ditched 
most  of  his  Snapple  management  tearr 
and  turned  to  an  outside  consultant 
Tom  Pirko  of  Bevmark  Inc.,  for  key  ad- 
vice. In  midsummer,  he  dropped  his  plan 
to  make  Snapple  break  even  for  the 
year,  opting  instead  for  a  $40  million 
giveaway  aimed  at  reviving  sales  at  the 
cost  of  operating  losses.  The  restless 
energy  he  once  lavished  on  visible  pub- 
lic roles,  such  as  fundraising  since  1988 
for  Republican  Vice-Presidential  nomi- 
nee Jack  Kemp,  is  now  turned  inward 
as  he  delegates  less  than  ever.  But  far 
from  keeping  a  low  profile  while  under 
siege,  he  is  facing  off  with  critics,  in- 


Snapple  has  come  to  preoccupy  the  $6  billion  company, 
and  morale  has  suffered  as  a  result 


Co.,  dragging  Quaker 
over  a  cliff.  At  $1.7 
billion,    the  check 
Smithburg  signed  for  Snapple  in  late 
1994  was  about  $1  billion  too  much. 

Even  as  other  heads  have  rolled,  the 
board  of  directors,  mindful  of  Smith- 
burg's past  success,  has  given  him 
chance  after  chance  to  dig  out.  So  far; 
though,  he  hasn't  revived  Quaker's  mori- 
bund stock,  and  he  could  be  running 
out  of  time.  A  breakup  of  the  company 
that  Smithburg  has  spent  30  years  help- 


SM1THBURG  HANDS  OUT  FREE  SAMPLES  IN  CHICAGO 


ward  subordinates.  Last  October,  he 
cast  off  well-liked  President  and  Chief 
Operating  Officer  Philip  A.  Marineau, 
the  heir  apparent  he  had  groomed 
through  23  years  at  Quaker.  According 
to  Smithburg,  "tough  chemistry"  devel- 
oped when  he  began  taking  over 
Marineau's  operational  duties  as  Snap- 
pie's  problems  mounted.  Marineau  "was 
not  accomplishing  his  personal  goals, 


eluding  those  who  believe  he  should  be 
long  gone.  "I'm  the  right  person  be- 
cause I  know  what  to  do,"  he  insists. 
"Snapple  has  to  be  improved,  and  I'm 
ready,  willing,  and  able  to  do  it." 

Most  painful  for  the  proud  Smith- 
burg, perhaps,  is  the  drubbing  his  image 
has  taken.  Relentless  media  scrutiny  of 
Snapple  has  overshadowed  his  carefully 
cultivated  civic  leadership  roles  and 
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Protection 


What  are  your 
chances  of  losing 
everything  on 
your  computer? 

Has  your  screen  ever  frozen? 

Have  you  ever  lost  a  file? 

Does  your  screen 
blink  for  no  reason? 

Have  you  ever  had  an 
application  quit  unexpectedly? 

Have  you  ever  been  unable  to 
open  a  file? 

Have  you  ever  been  unable  to 
save  a  file? 

Have  you  ever  been  unable  to 
find  a  file? 

Have  you  ever  had  a  printing 
problem? 

Have  you  ever  gotten 

an  unintelligible  error  message? 

Has  any  of  this  ever  happened 
at  the  worst  possible  moment? 

Chances  are  good. 


Any  time  something  out  of  the  ordinary 
occurs  on  your  computer,  it  could  be 
a  sign  it's  being  pushed  to  its  limits. 
Every  time  you  add  new  software  and 
files,  you're  eating  up  disk  space.  The 
more  you  add,  the  more  you'll  see 
annoying  glitches,  and  the  more  your 
documents  will  be  at  risk  from  crashes. 
Fortunately,  Norton  Utilities"  reduces 
that  risk  dramatically.  Critical  to  your 
computer's  well-being,  it  automatically 
protects  your  whole  system, 
manages  valuable  disk  space, 
and  even  recovers  lost  files 


1 

liprcompirtinji;  after  a  crash.  Installed  in 
minutes,  Norton  Utilities  maintains  a 
constant  vigil,  automatically  correcting 
problems  before  they  affect  you.  And 
preventing  your  precious  information 
from  disappearing  in  a  blink  of  a  screen. 


Norton  Utilities  ► 
Norton  Utilities  is  absolutely 
critical.  It  automatically  finds 
and  corrects  problems  while 
protecting  your  whole  system. 
It  will  even  manage 
valuable  disk  space 


MacUser 


NORTON 
UTILITIES 


lilt 

i9s s  and  track  down  lost  files 
if  your  system  crashes. 
To  purchase,  visit  your  local  software 
reseller  or  call  1-800-822-6417  ext.  9NA3. 
For  more  information,  visit  us  on  the 
Web  at  www.symantec.com.  Available 
for  Windows  and  Macintosh  platforms. 

Protect  yourself. 
Protect  your  friends. 


SYMANTEC. 


irton  Utilities  is  a  registered  trademark  of  Symantec  Corporation  All  other  brand  names  or  trademarks  are  property  of  their  respective  owners 
996  Symantec  Corporation.  All  rights  reserved-  In  Canada,  call  1  -800-365-864 1  In  Australia,  call  2-879-6577.  In  Europe,  call  31-71  -3531 1 1 


People 


eroded  memories  of  his  early  success 
transforming  Quaker  from  an  over- 
diversified  hodgepodge  to  a  consumer- 
marketing  innovator.  After  evolving 
gracefully  in  his  first  decade  as  ceo 
from  flashy  boy  wonder  to  seasoned  ex- 
ecutive, Smithburg  has  become  the  goat 
who  gave  Wall  Street  a  new  phrase  for 
a  bad  deal — "a  Snapple." 
TOO  COMPLACENT?  Like  a  headache 
that  won't  go  away,  Snapple  has  come 
to  dominate  his  life.  Online,  cyber  critics 
weigh  in  on  investment  guide  Motley 
Fool's  message  boards,  blithely  fore- 
casting, as  one  put  it,  Smithburg's  "last 
gasp  before  his  much-deserved  fall."  In 
conference  calls,  analysts  burned  by  his 
earlier  rosy  projections  pepper  him  with 
barbed  questions  about  the  $600  mil- 
lion beverage  brand.  His  peers  are  talk- 
ing about  it,  too.  "He's  a  very  good  guy, 
but,  my  goodness,  they  paid  $1.7  billion 
for  something  that  at  its  best  was  worth 
$700  or  $800  million,"  sighs  John  D. 
Bowiin,  president  of  Kraft  Foods  Inter- 
national. Recently,  when  Smithburg  ar- 
rived at  his  father's  93rd  birthday  party, 
the  retired  railroad  executive  wanted 
an  update  on — what  else?  "Even  my 
dad,"  Smithburg  laughs.  "He  says: 
'What  are  you  doing  with  Snapple?' " 


Yet  Smithburg  shows  little  evidence  of 
wear  and  tear.  His  boyish  good  looks 
remain  intact,  and  his  trademark  sus- 
penders are  stretched  taut  over  the 
muscular  shoulders  he  has  developed 
from  years  of  tournament  handball.  "It's 
amazing  to  me  how  well  he's 
taking  these  attacks,"  says  Illi- 
nois Governor  Jim  Edgar,  a 
close  friend.  Critics  believe 
Smithburg  has  a  reason  to  be 
upbeat — a  supportive  board. 
While  Smithburg  defends  it 
as  "a  good  board"  that  closely 
monitors  Quaker,  and  it  has 
withheld  bonuses  for  him  and 
other  top  executives  because 
of  Snapple's  woes,  others  see 
problems.  The  directors'  av- 
erage tenure — 15.4  years — has 
made  them  far  too  complacent, 
contends  Anne  S.  Hansen, 
deputy  director  of  the  Council 
of  Institutional  Investors.  "If  there  was 
a  lot  of  fresh  blood  on  that  board, 
everybody  wouldn't  have  been  looking 
at  the  company  with  the  same  eyes," 
she  says.  Not  one  of  Quaker's  eight 
outside  directors  would  comment  for 
this  story. 

Still,  even  a  faithful  board  can't  save 


Smithburg  from  the  consequences  (iaii 
Quaker's  stock  price,  which  has  falle'V* 
10%  since  just  before  the  acquisition 
even  as  the  Standard  &  Poor's  500-stoc  f  A I 
index  has  climbed  41.5%.  As  investor 
have  lost  faith,  Snapple  has  preoccupie  uthei 


William  D. 
Smithburg 


1938,  on  Chicago* 
North  Side.  Emerji 
unscathed  from  c 
hood  bout  with  pc  ^  - 

Tpide 

BS  in  economics 
marketing,  DePau 
versity,  1960 

MBA,  Northwestei 
University,  1961 


the  $6  billion  company,  and  morale  haoie 
suffered.  Former  executives  say  somecipal 
thing's  got  to  give.  "Given  the  choicde 
between  breaking  up  the  company  an  jrg  h 
being  canned,  he'll  break  up  the  compaiatpt 
ny."  predicts  one  veteran.  Smithburg  Diffi 
who  owns  1.3  million  shares,  is  met) 
stranger  to  sales,  spin-offs,  and  otheiife 


lakeups,  having  divested  retail,  toy, 
id  pet-food  operations  during  his  time 
i  ceo.  Will  he  spin  off  Snapple  to 
lareholders,  perhaps  under  the  wing 
booming  Gatorade?  He  won't  say.  But 
!  may  have  tipped  his  hand  as  to  tim- 
g:  A  few  weeks  ago,  he  asked  Quaker 
mior  Vice-President  and  Director 
ut  her  C.  McKinney,  the  company's 


CAREER 


fter  five  years  in 
;ing,  joins  Quaker 
frozen-waffle 
nanager 

ecomes  executive 
;sident  of  U.S. 
products, 
s  biggest  business 
amed  CEO, 
:s  business  to  fast- 
grocery  maker 

0.2  executive,  to  postpone  a  long-an- 
iipated  retirement  for  one  year.  In- 
fers predict  that  any  scheme  Smith- 
irg  hatches  will  be  completed  within 
at  period. 

Difficult  as  it  may  be  to  salvage  a 
ctory  for  shareholders,  Smithburg's 
tckground  suggests  he  won't  surrender 


easily.  Growing  up  in  a  quiet  Chicago 
suburb,  Smithburg  contracted  polio  at 
age  seven.  He  says  he  remembers  how 
his  heart  sank  when  he  heard  doctors 
tell  his  parents  he  would  never  walk 
again.  But  the  virus  did  no  permanent 
damage,  and  physical  therapy  put  him 
back  on  his  feet  within  weeks.  The  ex- 
perience left  him  a  fitness  fanatic.  "As 


PERSONAL 


Twice  married;  three 
children  ages  8,  26,  and 
30 


INTERESTS 


Handball,  skiing,  and 
mountain  biking;  the 
Chicago  Bulls;  staunch 
Republican  and  long- 
time supporter  of  sup- 
ply-sider  Jack  Kemp 


soon  as  I  started  to  walk  and  run  again, 
I  said,  T  have  to  stay  healthy' "  he  re- 
calls, "and  it  just  became  part  of  my 
life."  During  his  long  term  as  ceo,  that 
passion  has  shaped  Quaker,  too.  The 
company's  extensive  fitness  programs 
include  a  heavily  subsidized  health  club 
in  its  Chicago  tower,  and  it's  a  rare  day 


when  Smithburg  misses  a  turn  at  the 
treadmills  and  exercycles.  Quaker's 
product  line,  too,  increasingly  empha- 
sizes low-fat  foods  for  healthy  lifestyles. 

Smithburg's  career  got  off  to  a 
bumpy  start  when,  defying  his  father,  he 
quit  his  first  job  after  college  on  the 
third  day  to  attend  Northwestern  Uni- 
versity's business  school.  In  1966,  with 
an  mba  and  five  years  of  ad  agency  ex- 
perience— at  Leo  Burnett  and  McCann 
Erickson — under  his  belt,  he  joined 
Quaker  as  brand  manager  for  frozen 
waffles.  "I  was  tired  of  being  a  profes- 
sional recommender,"  he  says.  "I  wanted 
to  be  where  the  purse  strings  are."  Ear- 
ly on,  he  impressed  his  production-mind- 
ed bosses  by  pleading  for  stepped-up 
marketing  expenditures  even  as  com- 
modity costs  soared. 

Smithburg's  finest  hour  also  depended 
on  defying  skeptics.  After  becoming  ceo 
in  1981  and  chairman  two  years  later, 
he  went  after  Stokely-Van  Camp  Inc., 
topping  Pillsbury  Co.'s  $62-per-share  bid 
with  a  $77  offer  his  own  investment 
banker  considered  too  steep.  Wall  Street 
and  the  press,  including  business  week, 
bashed  the  deal.  But  Smithburg  had 
done  his  homework.  Stokely  had  $123 
million  in  cash  from  a  divestiture  made 
just  before  the  bidding  war,  and  Smith- 
burg soon  sold  off  $70  million  in  periph- 
eral assets  to  defray  much  of  the  $238 


1983  Named  chairman, 
buys  Stokely-Van  Camp, 
largely  for  Gatorade 
1986  Buys  Anderson 
Clayton  to  build  pet-food 
business 

1990  Spins  off  last 
nonfood  holding,  Fisher- 
Price  toys 

1994  Buys  Snapple,  sells 
pet  foods  months  later 


Today,  students  and  business  people  alike  need  the  power  to  exceed  expectations  in  order  to  succeed  in  life.  And  the  Apple'"'  Power  Macintosh'"  7600 
gives  them  a  foundation  for  innovative  solutions.  With  the  power  to  upgrade  to  faster  processors,  the  Motorola  PowerPC  604™  RISC  micropn  cessi  >r 


can  easily  accommodate  power-hungry  multimedia  applications.  With  features  like  built-  in  video  input  capability,  high- resolution  graphics  and  CD-quality  stereo  sound, 
the  Power  Mac  7600  jump  starts  the  imagination.  From  multimedia  computers  to  automotive  sensors,  Motorola  powers  innovative  solutions  that  enable  your  success. 


Visit  us  at  http://www.motorola-powered.com/orcall  1-800-521-6274  (Ref.  #796). 


M)  MOTOROLA 

Semiconductor  Products  Sector 


What  you  never  thought  possible 


People 


million  price.  Most  important,  he  recog- 
nized the  potential  in  Gatorade,  a  sport 
drink  meant  to  replenish  lost  salts  and 
fluids,  then  a  $(J0  million  brand.  "I'd  been 
drinking  Gatorade  myself,  and  I  knew 
the  product  worked,"  he  says.  Today, 
with  $1  billion  in  sales,  Gatorade  holds 
80%  of  the  growing  sport-drink  market. 

If  he's  so  smart,  how 
did  he  trip  up  so  badly 
with  Snapple?  Overcon- 
fidence  played  a  part. 
Success  with  Gatorade 
persuaded  Smithburg 
he  had  a  knack  for  the 
beverage  business.  In 
fact,  his  lack  of  experi- 
ence with  Snapple's  sys- 
tem of  independent  dis- 
tributors led  to  crucial 
miscalculations.  More 
surprising  for  a  sup- 
posed marketing  whiz,  he  underesti- 
mated how  Snapple's  advertising  had 
run  out  of  steam.  When  he  failed  to 
quickly  fix  distribution  woes  and  restore 
marketing,  the  brand  collapsed  in  its 
first  summer  under  Quaker.  "Things  got 
out  of  hand  before  he  could  get  his  arms 
around  it,"  explains  Robert  Brockway, 
president  of  Canada  Dry  of  Dela- 


ware Valley,  a  top  Snapple  distributor. 

Besides  misreading  the  growth  poten- 
tial, Smithburg  might  have  chased  Snap- 
ple for  the  wrong  reasons.  Though  he 
denies  it,  investors  suspect  he  was  aim- 
ing to  make  Quaker,  a  hotly  rumored 
acquisition  candidate  for  much  of  the 
previous  decade,  less  vulnerable  to  a 

WEIGHED  DOWN  BY  SNAPPLE 


DATA;  BLOOMBERG  FINANCIAL  MARKETS 

takeover.  Others  believe  that,  just  as  he 
eventually  sought  thrills  beyond  the 
slopes  of  Vail,  Smithburg  grew  bored 
with  Quaker  and  sought  the  excitement 
of  a  splashy  deal.  It's  no  secret  that  he 
loves  to  hang  out  with  basketball  star 
and  Gatorade  spokesman  Michael  Jor- 
dan, hobnob  with  Republican  politicos, 
and  act  as  elder  statesman  on  industry 


issues  such  as  nafta.  Sure,  Snapple  wasp^ 
falling  apart  when  he  bought  it,  but  it-— 
had  a  sexy  aura  he  found  lacking  in  pet 
food — the  mature  but  moneymaking  unit 
he  divested  to  help  pay  for  the  acquisi- 
tion. Pet  food,  he  says,  "was  a  dead,  flat  \  z 
business  with  five  or  six  big  companies  I  a 
beating  their  brains  out  in  it."  Smith-  jh 
burg  was  certain  that  ■ 
once  in  his  hands,  Snap-  I 
pie  would  would  regain  j 
its  sizzle  in  no  time. 

While  he's  a  proven  qj-q] 
survivor,  Smithburg's  _J 
future  is  by  no  mean 
secure,  as  he  admits:  "I 
I  don't  deliver  and  suc- 
ceed and  produce,  the: 
clearly  I  don't  deserveM) 
long  term  to  be  in  this  g 
job."  Many  sharehold- 
ers still  consider  him  I  of 
the  best  chance  Quaker  has  to  pull  itself 
out  of  its  current  hole.  As  money  man- 
ager and  Quaker  investor  Donald  A, 
Yacktman  puts  it:  "This  isn't  a  case 
where  a  guy  has  gone  from  a  genius  to 
a  dummy.  Who's  better  at  running  the 
company?"  It's  a  question  that  should  be 
answered  definitively  within  a  year. 
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By  Greg  Bums  in  Chicago  m 


Environment 


3LLUTION 


lOING  GREEN  WITH 
.ESS  RED  TAPE 

Dmpanies  are  volunteering  for  tougher  standards 


Iuality  Chemicals  Inc.  in  Tyrone, 
Pa.,  a  maker  of  herbicides  and 
other  specialty  chemicals,  used  to 
spend  half  a  million  dollars  a  year 
lcking  3,000  gallons  of  hazardous 
iste  a  day  to  a  disposal  site  hundreds 
miles  away.  Now,  the  company  spends 
j  of  that  to  dispose  of  the  waste  right 
the  plant.  In  a  test  project,  it  injects 
me  gas  that  breaks  down  contami- 
nts  so  the  waste  can  be  poured  into 
3  sewer — legally. 

Treating  waste  on-site  makes  good 
siness  sense.  But  Quality  Chemicals 
ght  never  have  had  the  idea  to  try 
mation  without  the  prodding  of  new 
ernational  standards  for  environmen- 


tal bookkeeping.  The  standards, 
which  are  entirely  voluntary,  are 
paving  the  way  to  a  new  era  of 
environmental  cleanup.  Rather 
than  replacing  state  and  nation- 
al environmental  laws,  they  aim 
to  make  environmental  manage- 
ment a  top  priority  throughout 
the  ranks  of  participating  com- 
panies. Certified  companies 
might  win  a  partial  respite  from 
intrusive  governmental  policing  " 
at  the  same  time  they  clean  the  envi- 
ronment and  maybe  even  save  money. 

The  so-called  ISO  14000  standards  re- 
quire participating  companies  to  keep 
track  of  their  raw  material  use  and  their 


OZONE  LAYER:  Quality's  waste  is  treated  on-site 


generation,  treatment,  and  disposal  of 
hazardous  wastes.  The  standards  don't 
specify  exactly  how  much  they're  al- 
lowed to  emit.  They  were  devised  by 
the  Geneva-based  International  Orga- 


Powered  By  motorola. 


Interaction  is  fundamental  to  life.  And  these  days,  everyone,  from  home  businesses  to  huge  corporations,  is  surfing  the  Internet  to 
catch  the  latest  wave  of  information.  That's  why  it's  imperative  for  internet  access  products  to  be  easy  to  install,  use  and  manage. 
The  Cisco  1000  series  routers  put  the  world  at  your  fingertips  powered  by  the  high-performance,  low-cost  Motorola  QU1CC "' 
(68360)  microprocessor.  From  network  routing  systems  to  interactive  video  conferencing,  Motorola  powers  innovative  solutions  that  enable  your  success. 
Visit  us  at  http://www.motorola-powered.com/  or  call  1-800-521-6274  (Ref.  #396). 

M)  MOTOROLA 

Semiconductor  Products  Sector 

What  you  never  thought  possible." 


Money  Making 
Discovery  for 
Sales  Executives! 

Imagine  finding  a  hidden  universe 
with  thousands  of  emerging  private 
companies  --  where  27%  expanded 
employment  by  an  average  of  24%  from 
a  year  ago!  These  companies  created 
more  than  new  jobs  —  they  created  a 
demand  for  almost  every  kind  of 
business  product  and  service 
everything  from  office  equipment  to 
disability  insurance  to  real  estate. 
A  little  known  sales  tool  that  tracks  these 
companies  is  making  money  for  sales 
executives  who  use  it.  Called  the 
CorpTech  Directory,  it  gives  you  the 
name,  geographic  location,  and  growth 
rate  for  45,000  companies,  plus  names, 
titles  and  responsibilities  of  their 
150.000  key  executives. 
"If  direct  marketing  is  part  of  the  mix 
and  technology  companies  are  prospects, 
I  can't  imagine  a  better  tool  than 
CorpTech.  It  is  quality  information  that 
pinpoints  the  industry,  products  and 
people  I  need  to  reach."  Scott  Trudo, 
Case  View  Software. 

Need  some  help  identifying  your  high- 
tech prospects?  Order  your  1996 
CorpTech  Directory  today  —  now  also 
available  on  CD-ROM.  For  FREE 
information  package,  call  1-800-333- 
8036. 


The  Medicine  Label... 
Your  Road  Map  to 
Good  Health 


It  tells  you  everything 
you  need  to  know  about 
taking  medicine,  when, 
how  much  and  how 
often  It  even  tells  you 
whi.-  you  shouldn't  be 
taking  this  medicine. 


lust  as  you  wouldn't  dn    across  the  country 
without  consulting  a  road  i    ip,  yt  u  should  never 
take  medicine  withou  first  •  iding 
the  label — your  road  map  to  gi>  health. 

A  message  from  the  Council  on  Fi.  nil)  Health 
For  the  Council's  free  brochure  on  i        ig  the 
medicine  label,  send  a  self-addressed,  iped 
envelope  to:  Council  on  Family  He. 
225  Park  Avenue  South.  Suite  170l 
New  York,  NY  10003 


Environment 


nization  for  Standardization  (iso),  whose 
members  include  business  and  govern- 
mental standards  groups,  iso  is  best 
known  for  a  set  of  quality  standards 
called  iso  9000  that  are  in  place  at 
110,000  manufacturing  sites  worldwide. 
On  Sept.  3,  iso  published  the  portion 
of  the  environmental  standards  govern- 
ing what's  called  the  Environmental 
Management  System  (table). 
FEWER  INSPECTIONS.  Today,  environ- 
mental agencies  around  the  world  rely 
on  "command  and  control,"  telling  com- 
panies how  to  stay  clean  and  punishing 
those  that  go  astray.  Such  regulations 
often  have  the  unintended  effect  of 
encouraging  compa- 
nies  to  walk  a  fine 
line,  pursuing  only 
the  bare  minimum 
cleanup  required  to 
comply.  Adopting  new 
technologies  to  get 
extraclean  can  simply 
tie  companies  up  in 
red  tape.  The  com- 
mand and  control  ap- 
proach also  requires 
frequent,  exhaustive 
inspections  that  are 
costly  for  both  regu- 
lators and  the  compa- 
nies they  target. 

ISO  14000,  in  con- 
trast, requires  com- 
panies to  prepare  a 
plan  for  ongoing  im- 
provement in  their 
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ENVIRONMENTALLY 
CORRECT 


away  from  regulation  but  away  from 
command  and  control,"  she  says. 

By  outperforming  current  epa  pollu- 
tion standards  and  by  complying  with  ! 
ISO  14000,  Lucent  Technologies  Inc. 
hopes  to  persuade  the  epa  to  stretch!  • 
out  the  time  between  inspections  and  ' , 
give  quicker  modifications  of  permits 
for  air  and  water  discharges.  The  reg- 
ulatory agency  is  allowed  to  make  such  10th 
exemptions  under  Project  XL,  part  of  e]P 
the  Clinton  Administration's  "reinvent- 
ing government"  initiative. 

Such  an  exemption  could  be  a  big 0| 
cost-saver.  Lucent's  semiconductor  plant  i  t 
in  Allentown,  Pa.,  makes  as  many  as  iarpi 
50  manufacturing- 
process  changes  per 
year,     and  almost 


ISO  14000  is  the  umbrella  label 
for  a  slew  of  voluntary  stan- 
dards intended  to  get  businesses 
to  be  clean  and  green.  Some  of 
the  areas  they  cover: 

ENVIRONMENTAL  MANAGEMENT 
SYSTEM  Requires  documenta- 
tion of  resource  use,  pollutant 
output,  and  a  plan  to  improve 
performance  in  both  areas. 

ENVIRONMENTAL  PERFORMANCE 
EVALUATION  Specifies  guidelines 
for  outside  auditors  to  use 
in  determining  whether  compa- 
nies deserve  ISO  14000 
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environmental   per-    ???2„^J?[!l   mental 


formance.  To  stay 
certified,  companies 
must  be  inspected 
regularly  by  private 
outside  auditors.  Any 
company  caught 
cheating,  of  course, 
would  be  liable  for 
severe  punishment 
by  regulators.  Advo- 
cates envision  a  dis- 
tant future  when 
Environmental  Protection  Agency  reg- 
ulators could  simply  drop  by  a  company 
site  occasionally  to  check  the  ISO  14000 
paperwork. 

Partially  freed  from  policing,  the 
epa  would  be  able  to  devote  more 
time  to  things  that  it  now  ignores, 
such  as  targeting  the  many  small  pol- 
luters that  currently  fall  below  its 
threshold  of  scrutiny.  Mary  McKiel, 
director  of  the  agency's  standards 
network,  sees  regulators  being  trans- 
formed from  punishing  bosses  to  um- 
pires that  intervene  only  when  some- 
thing goes  wrong.  "This  isn't  a  move 


ENVIRONMENTAL  LABELING  Stan- 
dardizes what  it  means  to  be 
"recyclable,"  "energy  effi- 
cient," or  "safe  for  the  ozone 
layer." 

LIFE-CYCLE  ASSESSMENT  Evalu- 
ates the  lifetime  environmental 
impact  from  manufacture,  use, 
and  disposal  of  a  product. 

DATA  INTERNATIONAL  ORGANIZATION  TOR  STANDARDIZATION 


every  one  requires  afnc 
permit  modification 
"Negotiating  a  permit 
can  take  hundreds  of 
thousands  of  dollars," 
says  Ted  D.  Po- 
lakowski,  environment 
and  safety  officer  for 
Lucent's  microelec- 
tronics group. 

Detractors  worry 
that  a  company  in  an 
country  with  weak  omp 
environmental  laws 
could  use  its  ISO  14000 
certification  to  gain  an 
edge  against  compa- 
nies from,  say,  the 
U.  S.,  where  environ 
laws  are 
tougher  and  compli 
ance  with  iso  14000  is 
thus  more  expensive. 
"The  downside  is  that 
it  could  become  con- 
torted," says  Daniel 
C.  Esty,  director  of 
the  Yale  Center  for 
Environmental  Law 
&  Policy. 

Certification  under 


ISO  14000  isn't  cheap. 
A  manufacturing  plant  with  about  3,000 
employees  might  pay  $200,000  up 
front — mainly  in  employees'  time.  Most 
of  the  companies  considering  certification 
are  big  global  manufacturers,  such  as 
Lucent,  Hewlett-Packard,  and  IBM. 
Smaller  companies  are  less  enthusias- 
tic. Still,  the  need  for  changes  in  how 
the  environment  is  protected  is  obvi- 
ous. Says  the  epa's  McKiel:  "Laws  aren't 
enough.  Companies  have  to  believe  it 
is  a  business  decision  to  be  environ- 
mentally conscious."  ISO  14000  may  help 
them  embrace  that  belief. 

By  Lisa  Sanders  in  New  York 
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you  develop  technology, 
ou're  sure  to  have  the  kinds  of  problems  that  only 
'STL  testing  can  help  you  solve. 

olutions  that  will  help  you  to  lower  technical  support 
)sts,  avoid  unexpected  incompatibilities  and  unfulfilled 
<pectations  and  achieve  and/or  confirm  higher  levels  of 
raphic  and  audio  performance. 


i  other  words,  NSTL's  independent  testin 
elps  you  to  repeal  Murphy's  Law. 


d,  if  you  want  to  improve  your  market 
ig,  enhance  your  product  designs, 
larpen  your  competitive  edge. .  .and 
take  sure  your  products  do,  in  fact, 
ve  up  to  all  your  advertising  claims. . . 
id  all  your  customers'  expectations 
.come  to  NSTL. 


THE  LATEST  METHODOLOGIES 
THE  SAVVIEST  ENGINEERS 


>ur  state-of-the-art  multimedia  testing  laboratory  -  one 
f  18  controlled-access  labs  -  is  dedicated  to  testing  func- 
onality,  compatibility,  performance,  and  usability  across 
mltiple  platforms.  In  fact,  no  multimedia  test  suite  is  as 
:>mprehensive  as  ours.  And  our  street-savvy  testing  en- 
ineers  know  how  to  find  problems  you  never  knew  you 
ad... before  your  customers  find  them. 

CUSTOMIZED  TESTING  WITH 
PLUG-IN,  PLUG-OUT  EASE 

/e  have  Macs,  all  of  the  popular  desktop  PCs,  multimedia 
otebooks,  2x  to  8x  internal  and  external  CD-ROM  drives, 
ESA  and  PCI  video,  SCSI,  IDE  and  PCMCIA  controllers, 
1PEG,  and  a  Brobdingnagian  library  of  CD-ROM  titles. 


So,  we  can  test  at  any  stage  of  product  develop- 
ment on  dozens  of  configurations  with  plug-in, 
plug-out  ease.  And  world-class  accuracy  and  relia- 
bility. Quickly.  Hassle  free. 

That's  because  at  NSTL  everything  is  up  and  run- 
ning. Ready  to  be  configured  to  duplicate  your 
environment  and  solve  your  problems.  At  a 
moment's  notice. 

NSTL  can  test  our  [multimedia] 
programs  on  very  short  notice  and  with 
quick  turnaround.  And  they've 
uncovered  problems  that  we  didn't 
catch  after  our  oion  inhouse  testing. 
Their  understanding  of  multimedia 
technology  and  the  end-user  market 
have  helped  us  deliver  stronger  bug- 
free  programs."  David  Harmon, 
Manager  of  Technology  and 
Development  Support,  Dis- 
covery Channel  Multimedia. 

Now  it's  your  turn. . . 
Build  customer  confidence.  Sharpen  your 
competitive  edge.  Let  customers  know  that  your 
products  have  passed  rigorous,  independent  tests 
that  verify  their  "as  advertised"  compatibility  and 
functionality. 

CALL  1-800-220-NSTL  to  request 
our  brochure  or  a  proposal  detailing  the  scope,  pricing, 
and  scheduling  of  confidential  product  testing  services, 
and/or  to  arrange  a  tour  of  our  laboratories. 

Do  it  right  now  and  we'll  send  you 
a  FREE  copy  of  the  PC  Digest  issue 
on  multimedia  notebooks. 
No  risk.  No  obligation. 


NATIONAL  SOFTWARE  TESTING  LABORATORIES 

A  Unit  of  Datapro  Information  Services  Group 
A  Division  of  The  McGraw-Hill  Companies 
625  Ridge  Pike,  Building  D,  Conshohocken,  Pennsylvania  1 9428    610-941-9600    FAX:  610-941-9952 
e-mail  info@nstl.com     World  Wide  Web  http://www.nstl.com 
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AUTOS 


BATTERIES 
NOT  INCLUDED 

This  electric  car  hardly  needs  'em-and  it  just  might  work 


Harold  A.  Rosen  hopes  to  be  the 
next  automotive  pioneer  to  fol- 
low in  the  footsteps  of  Henry 
Ford  and  Walter  Percy  Chrysler. 
Rosen's  idea  for  standing  the  auto  in- 
dustry on  its  head  is  a  remarkable  new 
electric  car  that  doesn't  need  a  trunk 
full  of  batteries.  Rosen  w^^mmmmm^ 
says  his  hybrid  gasuline- 
electric  car  would  be  al- 
most as  nonpolluting  as 
battery-powered  vehi- 
cles, get  twice  the 
mileage  of  Detroit's  fam- 
ily sedans,  and  outper- 
form most  spoils  cars. 

Eager  to  show  that 
his  brainchild  can  deliv- 
er on  those  promises, 
the  70-vear-old  inventor 


TESTING 

Harold  and  Ben 
Rosen  with  the 
Awheel  they  say 
will  power  their 
nonpolluting 
automobile 


recently  leased  a  Mercedes  E320.  His 
engineers  quickly  ripped  out  its  engine 
and  transmission  to  make  way  for  the 
Rosen  drive  train.  Only  after  it  was  too 
late  did  one  of  them  realize  that  Rosen 
might  have  a  problem  when  it  came 
time  to  return  the  car. 


HAROLD  A.  ROSEN 

AGE  70 

ACCOMPLISHMENTS  Led 


BENJAMIN  M.  ROSEN 

AGE  63 

ACCOMPLISHMENTS  Chair 


The  incident  may  smack  of  slapstic 
comedy — and  Rosen's  characteristicall 
rumpled  appearance  fits  right  in.  Bu 
Detroit  would  be  ill-advised  to  write  oi 
Rosen  Motors  as  some  crackpot  opera 
tion.  Next  month,  the  company  ha 
booked  time  at  Willow  Springs  Race 
way  near  Los  Angeles.  After  thre 
years  of  development,  Rosen's  first  hy 
brid  car,  a  1993  Saturn  that  Rosen  use 
to  drive,  will  strut  its  stuff.  The  Mer 
cedes — now  fully  paid  for,  incidentally- 
probably  won't  be  finished  in  time  t 
join  its  predecessor.  "We  were  ver 
naive  when  we  made  the  Saturn  ou 
first  car,"  says  Rosen.  "It's  light,  bu 
our  experimenta 
equipment  packed  i 
to  the  gunwales." 

The  upstart  com 
pany's  co-founders- 
Harold  Rosen  anc 
his  natty  kid  brothei 
Benjamin  M.  Rosen 
63 — sense  one 
those  rare  turning 
points  in  history 
Every  couple  of  decades,  Ben  Rosei 
notes,  technological  trends  and  societa 
forces  seem  to  create  windows  of  op 
portunity  through  which  tiny  companie: 
and  breakthrough  technologies  zoom  int( 
international  prominence. 

Ben  Rosen  knows  a  thing  or  two 
about  windows  of  opportunity.  He's 
venture  capitalist  who  bet  on  a  1982 
startup,  Compaq  Computer  Corp.  Twc 
years  ago,  Compaq  passed  ibm  and  Ap- 
ple to  become  the  world's  biggest  makei 
of  personal  computers — with  Rosen  stil 
at  the  helm  as  chairman.  "Who  would' ve 
thought  ibm  was  vulnerable — or  at&t?'' 
asks  Ben.  Now  he's  talking  about 
his  brother's  accomplishments.  Harold 
Rosen,  while  a  young  radar  engineer  at 
Hughes  Aircraft  Co.,  led  the  team  that 
built  the  first  geostationary  communica- 
tions satellite  in  1963.  at&t  had  previ- 
ously tried  a  different  approach.  But  its 
switchboards-in-space  were  put  in  a  con 
ventional  orbit,  and  because  they  cir- 
cled the  earth,  they  were  available  for 
just  a  few  hours  from  any  given  spot 
^^^^^^^m  Today,  a  flock  of  Rosen- 
inspired  "birds,"  most 
built  by  Hughes,  are 
parked  in  special  orbits, 
so  they  hover  motionless 


above  a  single  spot,  pro- 
development  of  the  first  "station-     man  of  Compaq  Computer.  viding  the  electronic 


ary"  communications  satellite. 

STYLE  Gets  weight  training 
from  a  former  American 
Gladiator,  Zap. 


STYLE  Reputation  for  bold, 
risky  moves.  Dapper  appear- 
ance. Like  his  brother,  a  cross- 
word puzzle  fan. 


pathways  that  enable 
phone  calls  and  TV  sig- 
nals to  hop  oceans. 

Next.  Rosen  Motors 
brashly  predicts, 
Harold's  latest  innova- 
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Thanks  to  Sprint  Business, 
we're  filling  offices 
across  the  country." 


-  Jane  Edwards, 
Kelly  Services 


"Keeping  track  of  over  600,000 
temporary  employees  wasn't  easy' 

Kelly  Services  has  to  till  positions 
quickly.  But  because  each  Kelly  office 
maintained  separate  files,  finding  the 
right  candidate  was  time-consuming 

"With  Sprint  technology,  we  can 
access  everyone  at  the  push  of  a  button." 

With  the  SprintNet"  Data  Network,  information  on 
every  employee  goes  into  a  database.  That  lets  Kelly 
staff  check  availability  instantly — and  quickly  find 
the  right  person  for  the  right  job.  They  can  even  access 
personnel  files  at  over  1,000  Kelly  locations  nationwide. 

"Our  business  has  grown  30%." 

Sprint  has  helped  Kelly  Services  assign  more  people  to  more 
jobs  in  half  the  time.  Which  has  given  Kelly  the  competitive 
edge  And  that's  a  nice  position  to  be  in.  Call  now 

We'll  help  your  business  do  more  business,  too. 

Call  Sprint  Business 

1800  816  REAL 

www.sprint.com 


g  I  • 

Sprint 


We  Help  Business  Do  More  Business 


Science  &  Technology 


tion  will  eventually  dominate  the  con- 
crete highways  on  earth — with  car  com- 
panies forced  to  buy  their  power-train 
technology  from  the  Woodland  Hills 
(Calif.)  upstart.  To  auto  makers,  that's 
heresy.  Engines  and  transmissions  are 
the  heart  and  soul  of  car  companies. 
Making  matters  worse,  the  Rosen  pow- 


chief  engineer  for  General  Motors 
Corp.'s  Corvette:  "I  don't  see  any  fun- 
damental reason  why  they  can't  do  a 
turbine-flywheel  hybrid  at  today's  au- 
tomotive pricing."  McClellan  is  a  con- 
sultant to  Rosen  Motors.  "We  think 
they've  picked  all  the  right  paths  to 
go,"  says  Vern  L.  Raburn,  ceo  of  Paul 


An  Electric  Car 
With  a  Kick 


GASOLINE  TURBINE 

generates 
electricity  for 
cruising  power 


FLYWHEEL  supplies  surge 
power  for  acceleration  and 
recaptures  energy  normal- 
ly lost  through  braking 


ELECTRONIC  CONTROLLER 

selects  the  blend  of 
power  for  optimum 
vehicle  performance 


ACCELERATOR 
PEDAL 

DATA  ROSEN  MOTORS  CORP 


BRAKE 
PEDAL 


HAND  LEVER 

for  choosing 
tween  park, 
and  reverse 


be- 
forward, 


DRIVE 
MOTOR 

transfers 
power  to 
the  rear 
wheel 


GEARBOX  keeps  a  constant  7.9 
to-1  ratio  between  the  speed 
of  the  motor's  rotating  shaft 
and  the  speed  of  the  wheel 


er  train  bears  little  resemblance  to  con- 
ventional engines  and  transmissions.  In- 
stead, it's  a  collection  of  motors  driving 
a  hybrid  electric-gasoline  schooner  that 
could  go  halfway  across  the  country  on 
one  tank  of  gasoline. 
NO  SMOG.  To  power  the  motors  that 
turn  the  wheels,  there's  a  turbine  engine 
like  the  ones  used  in  jet  planes.  But 
it's  puny.  It  generates  roughly  60  horse- 
power— just  enough  to  maintain  a  car's 
speed  on  relatively  flat  stretches.  And 
because  turbines  use  a  lean  fuel-air  mix- 
ture that  burns  at  a  lower  temperature, 
most  of  the  noxious  chemicals  that  eon- 
tribute  to  smog  don't  clog  the  exhaust. 

For  slam-back  performance,  the  tiu-bo- 
generator  is  coupled  with  a  flywheel. 
This  is  a  cylinder  made  of  reinforced 
composites.  It  spins  silently  at  very  high 
speeds  inside  a  vacuum  chamber.  Fly- 
wheels were  conceived  to  both  produce 
and  store  energy:  When  the  car  is  cruis- 
ing or  braking,  extra  energy  is  trans- 
ferred to  the  flywheel,  increasing  its 
speed.  Conversely,  when  more  power  is 
needed,  the  flywheel  switches  to  being  a 
generator  and  prof  luces  150  kilowatts, 
or  200  horsepower. 

Says  David  R.  McLellan,  a  former 


Allen  Group,  which  manages  the  in- 
vestments of  the  co-founder  of  Microsoft 
Corp. 

Harold  Rosen's  modified  Mercedes 
may  be  a  cornerstone  of  the  bridge 
to  the  future  the  Rosen  brothers  plan  to 
build.  With  its  normal 
engine,  it  does  0-to-60 
mph  in  6.7  seconds. 
Harold  expects  his 
drive  train  to  shave 
that  to  six  seconds  flat, 
giving  it  a  hotter-than- 
hot  edge.  The  Rosens 
figure  it  will  be  at  least 
five  or  six  years  before 
sales  take  off.  It  will 
take  time  to  convince 
auto  companies  to 
adopt  the  Rosen  pow- 
er train  and  then  a  cou- 
ple more  years  for  the 
technology  to  be  engi- 
neered into  production  models.  To  span 
the  gap,  the  Rosens  plan  to  customize 
1,000  or  more  luxury  cars. 

These  environment-friendly  "limited 
editions"  should  fetch  fancy  prices  from 
the  first-on-the-block  crowd,  garnering 
needed   revenue   for   the  privately 


So  far,  the 
Rosens  have 
briefed  10 
carmakers.  The 
reaction  has 
been  skeptical 


financed  company.  And  if  the  hybrid 
sell  as  well  as  the  Rosens  expect,  they 
could  also  be  powerful  tools  in  helping 
to  persuade  any  heel-dragging  auto 
makers.  "We'll  try  to  force  the  [envi 
ronmental]  issue,"  Ben  Rosen  says. 

Until  recently,  Rosen  Motors  has 
been  cloaked  in  secrecy.  While  mor 
than  a  dozen  compa 
nies  were  trumpetin 
their  battery-powered] 
cars  (page  16),  Rosen 
Motors  was  quietly 
operating  out  01 
the  Tarzana  (Calif.)) 
headquarters  building 
of  Capstone  Turbine 
Corp.,  which  will 
supply  turbines  td 
Rosen  Motors.  At  thd 
end  of  1994,  Rosen] 
Motors  moved  into] 
its  own  building  irj 
Woodland  Hills,  just] 
up  the  freeway  from| 
Los  Angeles. 

So  far,  the  Rose 
duo  has  briefed  10  U.  S 
and    European  aut 
makers.  The  reactio 
has  been  predictable 
"They're  skeptical,"  ad 
mits  Ben.  Consultant 
and  friends  have  als 
been  treated  to  pee 
at    the  technology 
They're  much  more  impressed,  and  per- 
haps a  little  less  dubious.  "The  wizardry 
is  not  in  a  single  breakthrough,"  saysj 
David  E.  Liddle,  ceo  of  Interval  Re 
search  Corp.,  a  company  that  develops 
promising  new  technologies.  "It's  in  the 
way  they  put  together 
a    number    of  very 
strong  ideas  that  re 
cently   have  beconu 
just  barely  possible." 

Underwriting  devel- 
opments involving 
whole  stew  of  various 
technologies  is  nevei 
cheap.   So   far,  Ben 
Rosen  has  personally 
sunk  $13  million  intc 
the  effort.  "It's  a  field- 
of-dreams  project,' 
shrugs  Ben.  "It's  some- 
thing we  both  thought 
had  to  be  done."  And 
he's  so  sure  the  auto  makers  will  eomf 
that  he's  ready  to  pony  up  the  $15  mil- 
lion more  he  figures  it'll  take  to  gel 
Rosen  Motors  to  the  point  where  out- 
siders would  be  willing  to  invest. 

By  Larry  Armstrong  in  Woodland 
Hills,  Calif. 
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oint,  click,  ship, 

rack,  confirm  rates, 

repare  export  documents, 

:hecl<  sales  in  Europe, 

anage  accounts  receivable, 

eorder  inventory, 

re-program  customer  orders,  etc. ..etc. ..etc... 


"it  seems  like  more  information  than  you've  ever  asked  from 
our  shipping  department,  well  that's  exactly  the  point.  Intro- 
ucing  UPS  OnLine."  Powerful  software  to  help  you  manage 
ot  only  your  shipments,  but  your  business  as  well.  From  track- 
lg  shipping  activity  by  department  to  tracking  product  sales 
y  market.  From  monitoring  inventory  to  managing  costs  and 
ash  flow.  The  truth  is,  to  keep  pace  in  business  you're  going 
)  need  more  and  better  information  instantly  at  your  fingertips. 
>ecause  these  days,  if  you  have  to  take  the  time 

999 

)  look  for  it  anywhere  else,  it's  probably  too  late, 
or  more  information  call  1-800-PICK-UPS,  or 
jok  for  us  on  the  Internet  at  http://www.ups.com. 


Now,  manage  your  business 
as  well  as  your  shipments 
with  the  touch  of  a  button 


ups 


/IOVING  at  the  SPEED  of  BUSINESS. 
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CHEMISTRY 


RESHAPING  THE  FUTURE 
OF  PLASTIC 

The  rush  is  on  to  cash  in  on  a  big  breakthrough  in  catalysts 


Since  the  1930s,  modern  plastics 
have  been  a  triumph  of  experience 
over  theory.  At  the  core  of  the 
huge  industry  are  critically  important 
chemicals  called  catalysts — witches' 
brews  that  guide  the  intricate  linking  of 
molecular  building  blocks  into  thousands 
of  different  plastics.  Until  now,  these 
catalysts  have  been  so 
poorly  understood  that 
new  plastics  have  come 
about  through  trial  and 
error — mostly  error. 

But  in  the  past  few 
years,  scientists  around 
the  world  have  cracked 
the  code  of  one  impor- 
tant class  of  these 
workhorse  molecules.  They're  called 
single-site  catalysts.  Now  that  chemists 
are  learning  how  to  fine-tune  them, 
plastics  manufactur- 
ers can  make  use  of 
inexpensive  precur- 
sors to  produce  plas- 
tics with  tailor-made 
as  toughness,  stretchiness 
ity  to  withstand  tem- 
perature extremes. 
Soon,  they  hope  to 
supplant  commonplace 
plastics  with  new  plas- 
tics that  are  light-ab- 
sorbing, electrically  conductive,  or  even 
magnetic. 

PATENT  PUNCH-UP.  Plastics  aren't  the 
only  frontier.  Single-site  catalysts  are 
grabbing  the  attention  of  chemists  for 
everything  from  fabrics  and  pesticides 
to  drug  design.  The  breakthrough  has 
sparked  a  patent  battle  involving  some 
of  the  world's  biggest  corporations. 
Exxon,  for  instance,  has  challenged 
patents  filed  by  Dow  Chemical,  Fina, 
and  one  of  its  own  former  scientists. 

Meanwhile,  the  fear  of  falling  behind 
has  been  driving  rival  companies  in- 
to technology  alliances.  Exxon  and 
Union  Carbide  agreed  in  August  to 
join  their  research  efforts,  just  days 
after  a  similar  deal  linked  Dow  Chem- 
ical and  British  Petroleum.  Other  major 
league  players  include  Germany's 
Hoechst  and  Japan's  Mitsui  Petro- 


chemical Industries  and  Mitsubishi 
Chemical  Corp. 

The  giants  initially  are  targeting  poly- 
ethylene and  polypropylene — plastics 
that  ring  up  sales  of  $43  billion  a  year  in 
everything  from  trash  bags  to  milk  bot- 
tles. Eventually,  single-site  catalysts 
could  make  all  kinds  of  plastics  better 


HOW  A  CATALYST  LINKS  MOLECULES 


This  computer-generated  image  shows  a  single- 
site  catalyst  and  the  metal  atom  inside  it. 
Catalysts  guide  the  assembly  of  simple  mole- 
cules such  as  propylene  into  long  chains  called 
polymers,  such  as 
polypropylene. 


SINGLE-SITE 
CATALYST 

properties  such 
,  and  the  abil- 

METAL  ATOM  IN 
CATALYST  THAT 
TRIGGERS 
REACTION 


and  cheaper.  They 
could  also  speed  the 
development  of  more 
environmentally  friendly  plastics  to  re- 
place chlorine-containing  plastics  that 
haiTn  the  ozone  layer.  Progress  with  the 
new  catalysts  represents  "the  most  sig- 
nificant polymer  catalyst  advancement  in 
50  years,"  says  John  J.  Murphy  of  Cat- 
alyst Group,  a  consulting  outfit  located 
in  Spring  House,  Pa. 

At  the  center  of  it  all:  colorful  pow- 
ders of  magenta,  pink,  lavender,  and 


orange  that  stitch  simple  molecules  int 
chains.  They  are  called  single-site  cat 
alysts  because  the  part  of  them  tha 
helps  form  molecules  into  chains  is 
single  metal  atom  at  their  core.  The 
encourage  the  molecules  to  attach  t 
one  another  in  a  highly  predictabl 
manner  (illustration).  Older  polyme 
catalysts  are  a  jumble  of  active  sites 
each  behaving  in  a  slightly  differen 
way.  As  a  result,  they  have  less  pre 
dictable  effects. 

Because  of  their  uniformity,  singl 
site  catalysts  can  be  used  to  constructPI 
plastics  with  ultraprecise  features.  ForM 
manufacturers,  that  means  a  plastia 
can  be  many  times  stronger  or  clearer! 
than  the  less  uniform  plastics  produced 
in  the  old  way.  Exxon  is  using  the  cat-f 
alysts  to  develop  plastic  for  bags  that! 
won't  tear  when  softened  by  the  sun— I 
ideal  replacements  for  fertilizer  bags] 
that  now  can  rip  open  and  spill  whei| 
moved. 

FABRICS,  TOO.  Then  there's  clothing! 
At  Stanford  University,  chemist  Robert! 
M.  Waymouth  has  devised  a  catalyst! 
that  could  lead  to  curious  new  fabrics! 
that  would  be  ideal  for  sports  enthusn 
asts.  Some  fabrics  might  go  into  out-l 
door  clothing  with  two  features  that] 
haven't  been  combined  before:  Tha 
clothing  could  wick  moisture  away] 
from  the  body  as  efficiently  as] 
polypropylene  and  yet  stretch] 
as  easily  as] 
PROPYLENE  Lycra. 
MOLECULE  The  new] 

single-site] 
catalysts  have  the  potential 
to  save  money  someday  bjj 
producing  high-tech  plastics] 
out  of  cheaper  ingredients,  id 
the  short  term,  however,  theiij 
cost  remains  an  obstacle.  Plas-[ 
tics  made  from  single-site  cata-l 
lysts  cost  2c  to  7c  a  pound  more] 
than  conventional  catalysts.  Use  of  sin-f 
gle-site  catalvstsj 
POLYPROPYLENE      adds  roughly  15%| 
CHAIN  to  the  cost  of  cer-l 

tain  polyethylene! 
products.  That's  a  problem  in  a  com-] 
modity  business,  especially  since  cus-j 
tomers  aren't  expressing  any  dissatis-^ 
faction  with  existing  products. 

But  that  hurdle  isn't  diminishing  the] 
enthusiasm  of  plastics  makers,  who! 
think  they  can  solve  the  cost  problemJ 
Judging  from  the  worldwide  wave  on 
investment  in  research  and  manufac-J 
turing  capacity,  single-site  catalysts! 
have  a  bright  future.  They  are  likely  to 
be  working  at  many,  many  sites  before 
the  decade  is  over. 

By  Gary  McWilliams  in  HoustorA 
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"A  CAPACITY  AND  TASTE 


OR  READING  GIVES  ACCESS  TO 


WHATEVER  HAS  ALREADY  BEEN 


DISCOVERED  BY  OTHERS... 


yy 


—  A.  LINCOLN 


We  make  sure  everything  you  read  from  us 
•     is  simple  and  clear. 


1996  Lincoln  National  Life  Insurance  Co.,  Fort  Wayne,  IN  46802 
3f  more  information,  call  1-800-4-L1NCOLN. 
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"DIGITAL  LIGHT 

PROCESSING 
KNOCKS THE 
PIXELS  OFF 

TRADITIONAL 

LCD  AND  CRT 

TECHNOLOGY." 

NewMedia  Magazine  5.13.96 
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Picture  a  new  technology 
A  TEXAS  INSTRUMENTS  TECHNOLOGY  that  captures  the  beauty  of 
digital  light.  20/20  contrast.  20/20  color.  20/20  clarity.  (And 
a  technology  you  don't  need  a  technician  to  control.) 

Now  imagine  all  this  technology  applied  to  your 
presentation.  For  the  first  time  your  screen  is 
as  clear  as  a  just-washed  window.  (There's  none 
of  the  usual  haze.) 
The  colors  of  the 
graphics  look  natur- 
al instead  of  like  the 
colors  of  a  cartoon. 
Your  PowerPoint* 
slides  appear  as 
sharp  as  35mm  film. 
From  almost  any 
viewing  angle.  Even 
if  you're  presenting 
in  a  well-lit  room. 


DLP  reflects  your  original  images  directly  to  a  screen  of  almost  any  size 
with  true  colors  and  crisp  data  and  video  images. 


Your  presentation  was  created  digitally. 
Edited  digitally.  And  stored  digitally. 
Now  there's  a  way  to  present  it  digitally. 

face  of  projection  technology."  From  the  same  advanced 
engineering  team  that  recognizes  the  point  of  a  new 
technology  is  not  to  make  you  spend  more.  But  to  let 
you  spend  about  the  same  and  get  more  picture. 

NewMedia  Magazine  also  says  "seeing 

is  believing."  And 
we  agree.  Digital 
Light  Processing 
is  featured  in  many 
state-of-the-art  pro- 
jection systems  from 
Davis,  Electrohome, 
InFocus  Systems, 
nView  and  Proxima 
at  a  dealer  near 
you.  We'll  send  more 
detailed  informa- 


You  are  imagining  digital  processing  applied  to  light, 
Digital  Light  Processing  "  (DLP™)  technology  created  by 
Texas  Instruments.  An  all-cligital  display  technology.  One 
that  NewMedia  Magazine  claims  "literally  changes  the 

Bctrohome; 


tion  when  you  call  1-888-DLP-BY-TI,  ext.  100.  Or  if  you 
prefer,  for  an  online  demonstration  of  TI's  perfectly 
digital  display  technology,  visit  http://www.ti.com/dlp 
on  the  Internet. 

PROXIMA 


Digital  Light  Processing  and  DLP  are  trademarks  of  Texas  Instruments  Incorporated. 
1  PowerPoint  is  a  registered  trademark  of  Microsoft  Corporation 

Davis.  Electrohome,  InFocus  Systems,  nView  and  Proxima  are  registered  trademarks 
i  1996  Tl 
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Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


CHIPS  THAT  PERSONALIZE  YOUR  PC 


SINCE  THE  1970S,  SCIENTISTS 

have  explored  the  idea  of 
"reconfigurable  computers." 
These  machines  would  have 
exotic  chips  that  could  adapt 
to  any  problem  at  hand  by 
rewiring  their  silicon  circuit- 
ry. The  idea  is  appealing  be- 
cause special-purpose  chips 
can  solve  problems  faster 
than  software  running  on 
ordinary  chips. 

In  the  1980s,  engineers 


took  their  first  crack  at 
changeling  chips  with  so- 
called  field-programmable 
gate  arrays,  fpgas  can  be 
rewired  over  and  over  elec- 
tronically, and  are  used  in 
telecommunications  and  oth- 
er industrial  electronics. 
Now,  the  technology  is 
poised  to  enter  the  con- 
sumer market. 

Next  month,  Metalithic 
Systems  Inc.  in  Sausalito, 


GIVING  NEW  LIFE 
TO  AGING 
NUCLEAR  PLANTS 


ft* 

N 

s 

flex  time:  Fortifying  /mils 


AFTER   YEARS  OF  NEUTRON 

bombardment,  the  steel  pres- 
sure vessels  in  nuclear  power 
plants  gradually  become  brit- 
tle. This  problem  forced  Yan- 
kee Atomic  Electric  Co.  to 
decommission  its  Rowe  pow- 
er plant  outside  Boston  in 
1992 — eight  years  before  its 
license  was  due  to  expire. 
Many  of  America's  72  other 
pressurized  water  reactors 
are  also  starting  to  show 
their  years. 

Engineers  at  Cooperheat 
Inc.  in  Piscataway,  N.J., 
think  they  can  rejuvenate 
these  aging  vessels,  which 
contain  the  reactors'  assem- 
blies of  fuel  and  control  rods. 
The  plan  is  to  anneal  the 


steel  vessel  walls  by  blowing 
in  superheated  air  from  gas- 
fired  burners. 

Last  month,  the  company 
and  its  collaborator.  Westing- 
house  Electric  Corp.,  tested 
the  approach.  Assisted  by 
Sandia  National  Laboratories, 
the  team  annealed  the  vessel 
of  the  never-completed  Mar- 
ble Hill  plant  near  Paynes- 
ville,  Ind.  The  test  won  a 
thumbs-up  from  the  Nuclear 
Regulatory  Commission. 

Other  electrical  annealing 
methods  have  been  used  in 
the  past.  But  Cooperheat's 
gas  approach  may  be  the 
simplest,  says  Sandia  senior 
technical  staff  member  James 
T.  Nakos. 


Calif,  will  launch  a  sound 
board  called  Digital  Wings 
that  uses  fpgas  from  Xilinx 
Inc.  in  San  Jose,  Calif.  Soft- 
ware in  the  chips  will  let 
the  user  create  and  edit  128 
audio  tracks.  It  will  give 
Windows  95  PC  users  the 
audio  synthesis  and  editing 
tools  of  a  professional  sound 
studio — all  for  about  $1,500. 
Eventually,  says  Metalithic 
President  Daryl  Eigen, 
users  will  be  able  to  up- 
grade the  chips  simply  by 


INNOVATIONS 


ft  When  they  are  stressed, 
people  often  experience  loss 
of  appetite.  Scientists  at 
Scripps  Research  Institute 
and  the  Salk  Institute  think 
the  cause  may  be  a  peptide 
they've  identified  in  the  brain. 
They  hope  to  make  it  into  a 
weapon  for  the  battle  against 
obesity.  Rats  whose  brains 
have  been  injected  with  the 
peptide  eat  significantly  less 
than  test  animals,  according 
to  a  report  in  the  latest  issue 
of  Science. 

■  Electronics  giant  sos-Thom- 
son  Microelectronics  is  mar- 
keting a  chip  that  will  pro- 
tect movies  on  digital  video 


downloading  software  from 
Metalithic's  Web  site. 

Smart  sound  boards  are 
still  a  far  cry  from  early 
ideas  of  reconfigurable  com- 
puters. The  military  is  still 
chasing  that  dream.  In  early 
September,  the  Defense 
Dept.'s  Advanced  Research 
Projects  Agency  awarded 
$2.35  million  to  chipmaker 
Zycad  Corp.  in  Fremont, 
Calif.,  to  develop  a  computer 
platform  based  on  its  pro- 
grammable chips. 


disks  (dvds)  from  casual 
home  copying.  The  device 
was  co-developed  with  Macro- 
vision  Corp.,  a  Sunnyvale, 
Calif.,  company  specializing  in 
video  and  audio  copyright 
protection.  The  SGS-Thomson 
chip  contains  Macrovision 
software  that  subtly  modifies 
video  signals  from  a  dvd.  On 
a  television  screen,  the  im- 
age will  appear  perfectly 
clean.  But  when  the  video 
signals  are  recorded  and 
played  back  on  a  video- 
cassette  recorder,  image  qual- 
ity will  be  so  degraded  that 
most  viewers  won't  want  to 
watch.  Twenty-nine  compa- 
nies have  licensed  Macrovi- 
sion's  technology. 


READY,  AIM,  ENTER  YOUR  PIN 


EACH  YEAR,  MORE  THAN  1,000  AMERICANS 

are  accidentally  killed  by  firearms.  Often, 
the  victims  are  children  who  play  with 
guns.  High-tech  solutions  are  in  the 
works,  such  as  "smart"  guns  that  fire  only 
when  the  owner  wears  a  ring  that  com- 
municates by  radio  with  circuitry  inside 
the  gun.  But  these  solutions  will  take 
time  and  could  cost  big  bucks. 

A  cheaper,  lower-tech  solution  will  hit 
stores  this  fall,  courtesy  of  saf  T  lok  Inc. 
in  Tequesta,  Fla.  It's  a  patented  combina- 
tion lock  that  fits  into  the  grip  of  a  hand- 
gun and  blocks  either  the  safety,  the  trig- 
ger bar,  or  the  hammer.  The  only  part 
that  shows  is  a  row  of  three  pushbuttons. 


For  a  com- 
bination of 
8-4-2,  you'd 
push  the  left 
button  eight 
times,  the  center  one 
four  times,  and  the  right 
one  twice.  With  practice, 
it  takes  six  seconds  or 
less  to  unlock,  even  in 
the  dark,  says  the  inventor,  saf  t 
lok  Chairman  Frank  W.  Brooks. 

To  install  the  lock,  which  costs  $130, 
owners  will  have  to  use  the  company's 
rubber-coated  grips,  but  no  other  alter- 
ations to  the  gun  are  necessary.  Peter  Coy 
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AND  EXPERIENCE  THE  ROAD  IN  A  NEW  WAY. 


Mitsubishi  sedans.  Three  expressions  of  fi 


Mitsubishi  is  making  major  news  for  1997.  We're  introducing  new  models  that  have 
never  been  seen  before,  and  we've  radically  improved  our  existing  vehicles  to  make 
them  better  than  ever.  Mitsubishi  is  setting  the  pace  in  a  new  age  of  consumer 
demand  with  a  new  generation  of  vehicles  engineered  and  designed  for  the  future. 
This  is  a  whole  new  era  for  Mitsubishi.  And  our  full  line  of  sedans,  sports  cars  and  sport 
utility  vehicles  stand  out  from  the  crowd  with  a  higher  level  of  energy  and  excitement. 

'Prototype  vehicle  shown 


)RKMANSHIP  AND  SUPERB  ROAD  MANNERS. 


THE  ALL-NEW  MITSUBISHI  DIAMANTE.* 
A  NEW  LEVEL  OF  LUXURY  AND  PERFORMANCE. 


The  Diamante  luxury  performance  sedan  demonstrates  Mitsubishi's  new 
outlook  on  premium  automobiles.  From  the  exquisite  workmanship  of 
ie  interior  to  the  chiseled  profile  and  world-class  aerodynamics  of  the  body,  there  is  quality 
every  detail.  Turn  the  ignition  key,  and  a  new  3.5-liter  210-horsepower  engine  and 
)phisticated  touring  suspension  provide  a  masterful  balance  of 
:le,  handling  and  power.  This  is  our  most  prestigious  sedan  yet. 


A 


MITSUBISHI 
MOTORS 


THE  NEW  MITSUBISHI  GALANT  MIDSIZE  SEDAN. 
FRIENDLY,  FAITHFUL  AND  FUN. 


For  1997,  our  new  Galant  is  even  more  reliable 
and  refined.  This  sophisticated  midsize  sedan  is 
a  perfect  example  of  Mitsubishi's  new  thinking.  Numerous 
engineering  advancements  reduce  noise  and  vibration. 
The  drivetrain  has  been  tuned  for  greater 
responsiveness  and  smoother  performance. 


Powerful,  refined 
and  thoroughly 
proven,  the  Galant's 
1 41  -horsepower' 
engine  provides 


solid  performance. 

And  subtly  aggressive  new  styling  makes  Galant  more  relj_ 


distinctive.  We  have  revisited  and  revised  key  technical 
components  to  make  Galant  exceed  the  highest  expectations. 


great  peace  of  mind 


*  1 38  horsepower  for  CA  Emissions  Vehicles. 


THE  ALL-NEW  MITSUBISHI  MIRAGE.1 
A  COMPACT  SEDAN  WITH  FULL-SIZE  REFINEMENT. 


The  all-new  Mirage  Sedan  is  an  integral  part  of  the 
Mitsubishi  lineup.  This  responsive  four-door  combines 
stylish  packaging,  thoroughly  tested  engineering, 
and  efficient  performance.  In  essence, 
the  Mirage  Sedan  takes  the  technical  savvy 


of  the  Diamante  and  the  sleek  styling  of  the  Galant  and 
distills  them  into  a  compact  shape  with  an  upscale  attitude. 


MITSUBISHI 
MOTORS 


Our  compact 
sedan  fs  big 
L    on  safety,  with 
I    standard  dual 
airbags**  and 
available  AB5 
on  LS  models 


^Prototype  vehicle  shown 


'Designed  to  supplement  the  3-point  lap/shoulder  safety  belts  Always  wear  your  safety  belt 


MlTSUBISh 
AN  AUTHENTIC  HIT  IN  170  CC 


THE  NEW  MITSUBISHI  MONTERO. 
WORLD-CLASS  LUXURY  ACCOMMODATIONS  TO  GO. 


j^Bflj    Mitsubishi  understands  that  excitement  is  where  you  find  it.  That's  why 
you'll  find  Monteros  confidently  roaming  the  continent  of  Africa,  the 
confines  of  Iceland  and  the  rock  of  Gibraltar.  In  fact,  in  over 
170  countries,  this  rugged  sport  utility  vehicle  has  become  hugely 
respected  for  its  world-class  four-wheel-drive  system  and  refined  character. 
And  with  its  stronger  new  3.5-liter  V-6  engine,  available  seven-passenger     f-^-S[    3-~  strength, 
seating  and  huge  cargo  bay,  Montero  can  handle  just  about  anything. 


DNTERO. 

ITRIES  NOW  HAS  A  SEQUEL 


THE  ALL-NEW  MITSUBISHI  MONTERO  SPORT' 
THE  FIVE-PASSENGER  BACKPACK. 


Boasting  an  authentic  off-road  heritage, 
Montero  is  a  perfect  role  model  and 
inspiration  for  the  all-new  Montero  Sport. 
Coming  soon,  this  versatile  five-passenger  Montero  will  take 
you  anywhere  the  action  is.  With  its  available  four-wheel  drive  and 
V-6  power,  Montero  Sport  reflects  the  durability  and  capabilities 
of  its  larger  sibling  in  an  affordable  new  size.  After  decades 
of  four-wheel-drive  experience,  the  Montero  and  all-new 
Montero  Sport  are  perfect  companions  for  a  road  less  traveled. 


INTRODUCING  ALLEGRA.  THE  NEW  PRESCRIPTION 
SEASONAL  ALLERGY  MEDICINE  THAT  LETS  YOU  GET  OUT  THERE. 


Experience  something  new  this  allergy  season.  So  you  can 
experience  more.  Because  this  season,  there's  Allegra. 

Only  you  know  how  miserable  your  seasonal  nasal  allergies 
can  be — and  how  some  medicines  can  make  you  feel.  That's 
why  Allegra  was  made  to  give  you  nondrowsy  relief  from 
symptoms  like  sneezing,  runny  nose,  and  water)',  itchy  eyes, 
but  lets  you  feel  like  yourself. 

In  fact,  in  tests  conducted  by  allergists,  drowsiness  in  people 
who  took  Allegra  was  similar  to  placebo  (sugar  pill),  1.3%  vs 
0.9%.  The  most  commonly  reported  adverse  experiences  for 


Allegra  and  placebo  are  cold  or  flu  (2.5%  vs  1.5%),  nausea 
(1.6%  vs  1.5%),  and  menstrual  pain  (1.5%  vs  0.3%). 

Plus,  Allegra  is  safe  to  take  as  prescribed — one  capsule, 
twice  a  day  for  people  12  and  over.  Most  important  of  all, 
its  effectiveness  doesn't  wear  off  as  the  day  wears  on. 

So  discover  what  it  takes  to  get  out  there  this  year.  Talk  to 
your  doctor.  Because  we  don't  need  to  tell  you  much  else 
about  Allegra*  The  relief  you'll  feel  says  it,  ahhh,  all. 

*  Please  see  additional  important  information  on  adjacent  page. 


This  alkrgy  season,  go  far  ahhhfield. 


Ahhh/Allegrai 


The  Corporation 


ALLEGRA™ 

(fexofenadine  hydrochloride)  Capsules 

60  mg 

INDICATIONS  AND  USAGE 

ALLEGRA™  is  indicated  for  ihe  relief  of  symptoms  associated  with 
seasonal  allergic  rhinitis  in  adults  and  children  12  years  of  age  and  older 
Symptoms  treated  effectively  include  sneezing,  rhinorrhea.  itchy 
nose  palaterthroat.  itchy,  watery  'red  eyes 
CONTRAINDICATIONS 

ALLEGRA™  is  contramdicated  m  patients  with  known  hypersensitivity  to 
any  of  its  ingredients. 
PRECAUTIONS 
Drug  Inte raction s 

In  two  separate  studies  fexofenadine  hydrochlonde  120  mg  rwice  daily 
(twice  the  recommended  dose)  was  co-admmistered  with  erythromycin 
500  mg  every  8  hours  or  ketocona20le  400  mg  once  daily  under  steady- 
state  conditions  to  normal,  healthy  volunteers  (n=24.  each  study)  No 
differences  m  adverse  events  or  QTc  interval  were  observed  when 
subjects  were  administered  fexofenadine  hydrochlonde  alone  or  in  combi- 
nation with  erythromycin  or  ketoconazoie  The  findings  of  these  studies 
are  summarized  in  the  following  table: 

Etlects  on  Steady-State  Fexofenadine  Pharmacokinetics 
After  7  Days  of  Co-Administration 
with  Fexofenadine  Hydrochloride 
120  mg  Every  12  Hours  (twice  recommended  dose) 
In  Normal  Volunteers  (n=24) 


(Peak  prisma 
concentration) 

+82°* 


AUC^-(0-12h) 
(Extent  of 
systemic  exposure) 
*l09°e 


erythromycin 
(500  mg  every  8  hrs) 

Ketoconazoie  +135%  +164% 

(400  mg  once  daily) 

The  mechanisms  of  these  interactions  are  unknown,  and  the  potential  for 
interaction  with  other  azole  antifungal  or  macrohde  agents  has  not  been 
studied  These  changes  in  plasma  levels  were  within  the  range  of  plasma 
levels  achieved  in  adequate  and  well-controlled  clinical  tnals  Fexofenadine 
had  no  effect  on  the  pharmacokinetics  of  erythromycin  or  ketoconazoie 
Carcinogenesis  Mutagenesis  Impairment  of  Fertility 
The  carcinogenic  potential  and  reproductive  toxicity  of  fexofenadine 
hydrochlonde  were  assessed  using  terfenadme  studies  with  adequate 
fexofenadine  exposure  (based  on  plasma  area-under-the-curve  [AUC] 
values)  No  evidence  of  carcinogenicity  was  observed  when  mice  and  rats 
were  given  daily  oral  doses  of  50  and  150  mg^g  of  terfenadme  for  18  and 
24  months,  respectively,  these  doses  resulted  in  plasma  AUC  values  of 
fexofenadine  that  were  up  to  four  times  the  human  therapeutic  value 
(based  on  a  60-mg  twtce-daily  fexofenadine  hydrochlonde  dose» 
In  m-vitro  (Bactenal  Reverse  Mutation  CHO  HGPRT  Forward  Mutation, 
and  Rat  Lymphocyte  Chromosomal  Aberration  assays)  and  in-vivo 
(Mouse  Bone  Marrow  Micronudeus  assay)  tests,  fexofenadine  hydrochlo- 
nde revealed  no  evidence  of  mutagenicity 

In  rat  fertility  studies,  dose-related  reductions  m  implants  and  increases  m 
postimplantation  losses  were  observed  at  oral  doses  equal  to  or  greater 
than  150  mg'kg  of  terfenadme;  these  doses  produced  plasma  AUC  values 
of  fexofenadine  that  were  equal  to  or  greater  than  three  times  the  human 
therapeutic  value  (based  on  a  60-mg  twee-daily  fexofenadine  hydrochlo- 
nde dose) 
Pregnancy 

Teratogenic  Effects:  Category  C.  There  was  no  evidence  of  terato- 
genicity in  rats  or  rabbits  at  oral  terfenadme  doses  up  to  300  mgftg; 
these  doses  produced  fexofenadine  plasma  AUC  values  that  were  up  to 
4  and  37  times  the  human  therapeutic  value  (based  on  a  60-mg 
twice-daily  fexofenadine  hydrochlonde  dose)  respectively 
There  are  no  adequate  and  well-controlled  studies  in  pregnant  women 
Fexofenadine  hydrochlonde  should  be  used  during  pregnancy  only  if  the 
potential  benefit  justifies  the  potential  nsk  to  the  fetus 
Nonteratogenic  Effects.  Dose-related  decreases  m  pup  weight  gain  and 
survival  were  observed  m  rats  exposed  to  oral  doses  equal  to  and  greater 
than  150  mg/kg  of  terlenadtne,  at  these  doses  the  plasma  AUC  values  of 
fexofenadine  were  equal  to  or  greater  than  3  times  the  human  therapeutic 
values  (based  on  a  60-mg  twice-daily  fexofenadine  hydrochlonde  dose) 
Nursing  Mothers 

There  are  no  adequate  and  well-controlled  studies  m  women  during  lacta- 
tion Because  many  drugs  are  excreted  in  human  milk,  caution  should  be 
exercised  v,hen  fexofenadine  hydrochlonde  is  administered  to  a  nursing 
woman 
Pediatric  Use 

Safety  and  effectiveness  of  ALLEGRA™  m  pediatnc  patients  under  the  age 
of  12  years  have  not  been  established  Across  well -com roiled  clinical  tnals 
in  patients  with  seasonal  allergic  rhinitis  a  total  of  205  patients  berween 
the  ages  of  12  to  16  years  received  doses  ranging  from  20  mg  to  240  mg 
twtce  daily  for  up  to  two  weeks  Adverse  events  were  similar  in  this  group 
compared  to  patients  above  the  age  of  16  years 
Geriatric  Use 

In  placebo-controlled  tnals.  42  patients,  age  60  to  68  years  received 
doses  of  20  mg  to  240  mg  of  fexofenadine  twice  daily  for  up  to  two  weeks 
Adverse  events  were  similar  m  this  group  to  patients  under  age  60  years 
ADVERSE  REACTIONS 

In  placebo-controlled  clinical  tnals,  which  included  2461  patients 
receiving  fexofenadine  hydrochlonde  at  doses  of  20  mg  to  240  mg 
twice  daily,  adverse  events  were  similar  m  fexofenadine  hydrochloride 
and  placebo-treated  patients  The  incidence  of  adverse  events 
including  drowsiness,  was  not  dose  related  and  was  similar  across 
subgroups  defined  by  age  gender  and  race  The  percent  of  patients 
who  withdrew  prematurely  became  of  adverse  events  was  2.2%  with 
fexofenadine  hydrochloride  vs  3  3%  with  placebo  AM  adverse  events 
that  were  reported  by  greater  than  i%  of  patients  who  received  the 
recommended  daily  dose  of  texofenaame  hydrochloride  (60  mg  twice- 
daily),  and  that  were  more  common  with  fexofenadine  than  placebo, 
are  listed  in  the  following  table 

Adverse  Experiences  Reported  in  Placebo-Controlled 
Seasonal  Allergic  Rhinitis 
Clinical  Trials  at  Rates  of  Greater  Than  1% 


xofenadme  60 
Twice  Daily 
(n=679) 


Twice  Daily 
(n=671) 
1  5% 

1  5% 


A&verse  Experience 
Viral  Infection  (cold,  flu) 
Nausea 
Dysmenorrhea 
Drowsiness 

Dyspepsia  1.3%  0  6% 

catigue  1  3%  0  9% 

Adverse  events  occurring  m  greater  than  1%  of  fexofenadine  hydrochlo- 

nde-treated  patients  (60  mg  twice  daily),  but  that  were  more  common  in 

•he  placebo-treated  group  include  headache  and  throat  irntation 

The  frequency  and  magnitude  of  laboratory  abnormalities  were  similar  in 

'exofenadme  hydrochlonde  and  placebo-treated  patients 
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lion  set  on  a  stone  pedestal.  Every  few 
minutes  the  lion 'will  drop  into  the 
ground;  on  the  casino  wall  behind  it,  a 
row  of  80-foot-tall  video  screens  will 
show  clips  of  upcoming  shows  and  MGM 
movies.  "The  old  lion  looked  cheap,  like 
papier  mache,"  says  Lanni.  "This  one 
is  going  to  be  awfully  hard  to  ignore." 

Rivals  could  say  much  the  same  for 
Lanni.  The  53-year-old  executive  knew 
high  rollers  from  his  18  years  at  Cae- 
sars, which  included  stints  running  the 
company's  casinos  in  Atlantic  City,  Las 
Vegas,  and  Reno,  Nev.  Living  in  the 
MGM  Grand  for  three  months  while  his 
family  relocated,  he  put  together  a  list 
of  23  things  that  needed  fixing — every- 
thing from  getting  out  of  the  money- 
losing  fight-promotion  business  to  cre- 


June  30,  the  casino's  take  jumped  a  thin 
over  the  year  earlier,  and  mgm's  guest; 
spent  an  average  of  $462  a  night,  up  fron 
$415  a  year  earlier.  That's  sent  operating 
cash  flow  way  up.  That,  plus  a  $328  mil 
lion  public  offering  that  Yemenidjian  en 
gineered  in  July,  has  allowed  MGM  to  re 
tire  $529  million  in  high-interest  deb 
slashing  interest  payments.  Altogethe 
Salomon  Brothers  analyst  W.  Brace  Tur 
er  estimates  1996  operating  earnings  w" 
nearly  double,  to  .$182.8  million,  on  rev 
enue  up  12^.  to  $807  million. 

Still,  Lanni's  winning  hand  hasn't  t 
en  hold  everywhere.  The  company's  firs 
venture  outside  Vegas,  a  97-room  hot 
and  casino  that  MGM  Grand  bought  fo 
$75.9  million  last  year  in  Darwin,  Aus 
tralia,  has  lost  $3.2  million  so  far  thi 
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J[    "BUT  INVESTORS 
"AROVEREXPANSION 


ating  clearer 
signs  to  direct  customers  to  the  casi- 
no's restaurants.  "What  the  place  need- 
ed was  someone  who  knew  every  last 
detail  about  running  a  quality  organiza- 
tion," says  Glenn  Schaeffer.  president 
of  rival  Circus  Circus.  "That's  Terry." 
IPO  PAYOFF.  With  Yemenidjian  by  his 
side,  Lanni  immediately  slashed  770  jobs 
from  mg.m  Grand's  bloated  payroll  and 
renegotiated  scores  of  contracts.  Sup- 
pliers got  less  money,  so  did  performers, 
such  as  Tom  Jones.  To  reduce  the  re- 
liance on  high  rollers,  Lanni  slashed 
house  credit  and  lowered  the  maximum 
bet.  He  also  lowered  table  stakes,  put 
out  more  quarter  slots,  and  improved 
the  food.  And  he  replaced  rooms  sold  by 
tour  groups  with  bookings  by  travel 
agents  and  individuals.  "Those  are  the 
folks  that  bring  along  their  credit  cards 
and  don't  expect  to  have  the  free  buffet, 
free  this,  free  that,"  says  Lanni. 

The  result:  For  the  quarter  ended 


year.  A  just-completed  renova- 
tion should  help,  but  investors  questior 
whether  it  was  a  wise  move.  Despite 
"a  lot  of  time  and  energy,  I'm  not  sure  1 
see  a  substantial  payoff,"  says  one. 

At  home,  too,  the  ante  is  up.  Vegas  is 
ever  more  crowded,  while  every  majoi 
casino  operator  is  clamoring  to  put  up  a 
new  joint  in  Atlantic  City.  Wall  Street 
is  increasingly  worried  about  overbuilding 
Last  week,  itt  Corp.'s  shares  dropped 
sharply  on  news  that  its  casino  expansion 
plans  would  dent  earnings.  Although  mgji 
shares  soared  from  $23  in  late  1995  tc 
$47  in  June,  they  are  now  around  $40. 
"This  is  a  pie  that  has  been  expanding 
and  expanding,  but  eventually  it  stops 
growing,"  says  gaming  consultant  Saul 
F.  Leonard.  As  he  rapidly  expands  mgm 
Grand's  burgeoning  casino  empire.  Lanni 
will  have  to  make  sure  he  gets  restau- 
rants— and  everything  else — right  the; 
first  time  around. 

By  Ronald  Graver  in  Las  VegaA 


LAWSON 

Software 


The  good  news  about  our  Web-deployable 
business  management  software  is,  you  can 
instantly  set  up  an  office  anywhere. 
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(The  bad  news  is,  we  mean  anywhere.) 


Suddenly,  no  potential  business  site 


is  too  remote,  no  expansion  plan  too  ambitions. 


By  offering  instantaneous  and  universal  access  to  critical 


financial  information  from  virtually  anywhere,  LAWSON  INSIGHT' 


Business  Management  System  enables  people  to  work  faster  and  smarter  no  matter 


where  they  are.  And  new  sites  ran  be  hooked  tip  in  minutes  (as  opposed  to  months  or  even  years) 


Fact  is.  our  financials,  human  resources,  procurement  and  supply  chain  process  suites  can  help  your  business 


grow  —  at  a  fraction  of  the  cost  of  expanding  your  current  network.  LAWSON  INSIGHT.  Because  the  future  can't  wait. 


Visit  us  at  www.lawson.com/insight  or  call  1-800-477-1357. 


ife  make  more 
ban  50  companies 
love  as  fast  as  a 
orsche. 


Deutsche  Telekom  has 
the  world's  most  advanced 
communications  super- 
highways. They  provide 
Porsche  and  many  other 
companies  with  turbo- 
charged  performance. 


Porsches  are  world-renowned 
for  their  speed.  The  same  is 
true  of  Porsche  AG.  It  was  one 
of  the  first  companies  to  use 
Datex  M,  Deutsche  Telekom's 
first  standardized  Asynchronous 
Transfer  Mode  (ATM)  service. 
Now,  Porsche  and  more  than 
50  other  German  firms  are  suc- 
cessfully working  with  this  high- 
speed data  transfer  service. 

From  drawing  board  to  pro- 
duction line,  Porsche  moves 
faster  on  Deutsche  Telekom's 
information  superhighways. 

Porsche  designers  work  interac- 
tively on  a  multimedia  basis  with 
their  international  colleagues 
and  production  specialists. 
Using  the  information  super- 
highway, they  can  speed  up 
data  transfer  of  computer 
simulations  in  order  to  optimize 
crash  behavior.  Significantly 
shorten  development  times,  too. 
Over  the  next  few  years,  Porsche 
suppliers  will  also  be  networked, 
to  help  them  exchange  the  in- 
formation necessary  to  develop 
and  produce  cars  simply  and 
quickly. 


Our  innovations  can  make 
your  company  faster,  too. 

Deutsche  Telekom  is  a  leade 
on  the  information  superhigh 
way.  Our  T-Net,  for  example, 
eludes  an  optical-fiber  netwoi 
with  the  broadest  coverage  ir 
the  world  as  well  as  more  ISDj 
lines  than  any  country  on  the 
planet.  We  have  ultra-modern 
international  network  infrastri 
tures,  from  underwater  cable 
to  satellites.  Our  multimedia 
solutions  have  provided  our  c 
ents  with  decisive  advantage 
over  their  competition.  Thank 
to  Global  One,  our  global  par 
nership  with  France  Telecom 
and  Sprint  Corporation,  we  ci 
offer  solutions  to  companies 
around  the  world. 

Profit  from  our  experience. 

Deutsche  Telekom  is  Europe 
No.1  telecommunications  cor 
pany.  We're  the  world's  No.  3 
network  operator.  We've  sper 
$  90  billion  building  state-of- 
the-art  infrastructures  since 
1 990,  which  makes  us  the 
world's  biggest  investor.  We'r 
in  multimedia,  on-line  service 
as  well  as  intelligent  networks 
and  service. 

Best  of  all,  we're  doing  it  all 
at  the  speed  of  a  Porsche. 

If  you'd  like  to  know  more 
about  Deutsche  Telekom, 
contact  us  by  fax  at 
++49  43116  93  225. 
Or  visit  our  Web  site  at 
http://www.dtag.de. 
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MAKEOVERS 


A  WAREHOUSE  FULL 
OF  WOES  AT  FLEMING 

A  restructuring  fails  to  turn  the  wholesaler  around 


It  was  a  rare  bit  of  good  news  for 
Robert  E.  Stauth,  chief  executive  of 
grocery  wholesaler  Fleming  Cos.  In 
June,  three  months  after  Fleming  was 
fined  $211  million  in  a  fraud  and  decep- 
tive practices  suit  filed  by  former  cus- 
tomer David's  Supermarkets  Inc.,  the 
decision  was  thrown  out.  A  new  trial 
was  ordered  when  it  was  discovered 
that  the  judge  once  had  financial  ties 
to  David's  founder. 

Yet  Stauth,  51,  will  need  more  glad 
tidings  than  that  in  the  months  to  come. 
With  the  independent  supermarkets  it 
supplies  under  attack  from  the  likes  of 
Wal-Mart  Stores  Inc.  supercenters,  Ok- 
lahoma City-based  Fleming  has  spent 
almost  two  years  changing  the  way  it 
prices  and  delivers  its  wares.  But  de- 


i  OF  DOLLARS 

™"E  SHRUNK 
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spite  the  ambitious  restruc 
turing,  Stauth's  troubles  ap- 
pear far  from  over.  Earnings 
and  sales  have  skidded.  And 
with  critics  complaining 
that  he  moved  too  far,  too 
fast,  Stauth  has  been 
forced  to  slow  his  program 
halfway  through. 
NOSEDIVE.  Clearly,  it  has 
been  a  rough  period  for 
the  nation's  largest  gro- 
cery wholesaler.  Al- 
though its  $1  billion  acquisition  of 
rival  Scrivner  Inc.  sent  sales  up  11%  last 
year,  to  $17.5  billion,  Fleming's  earnings, 
excluding  one-time  events,  tumbled  33%, 
to  $37.6  million.  And  in  1996's  first  half, 
profits  nosedived  an  additional  55%  on 


sales  that  we- 
off  6%.  Still,  an 
lyst  Wayne  J. 
Teetsel  of  bds  S 
curities  sees  t" 
start  of  a  tur 
around.  Excludi 
one-time  charge 
he  thinks  eamin 
will  hit  $50.8  millio 
this  year,  on  $16. 
billion  in  sales.  BT 
investors  seem  w~ 
The    shares  no 
trade  at  around  1 
down  from  a  high 
about  29  a  year  ag 
"This  reengineering 
strictly  defensive 
warns  analyst  Gar 
Giblen  of  Smith  Ba~ 
ney  Inc.  "It's  a  moir 
tain  of  investment  t 
prevent  a  sinking  of  th 
ship." 

Despite  the  problei 
he  faces  on  all  sides,  Stauth  brims  wit 
confidence.  "We  are  absolutely  on  th 
right  track,"  he  says.  Of  course,  stan 
ing  still  was  no  option.  Fleming  i 
creasingly  caters  to  a  dying  breed,  th 
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Mattress  company's  web  site  racks  up  652,461  hits. 


The  US/6000  Wel>  Server  Right  now,  thousands  of  people  ma)  be  headed  straighl  for  your 
web  site.  Fortunately,  with  the  RS/6000  web  server  you  can  keep  your  confidential  data  protected. 
You  wont  find  a  more  secure  web  server,  with  features  designed  to  help  your  business  safely  do  business 
on  the  Net.  For  the  latest  scoop,  call  I  800  IBM-2468,  ext.  FA055,  or  drop  b)  www.rs6000.ibm.com 
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Is  your  materials  management  process 
breaking  your  back? 


The  cost  of  acquiring  and  managing  your  MRO  (maintenance,  repair,  and  operating)  inventory  can  be  a  heavy 
burden  on  your  bottom  line.  But  we  can  lighten  the  load. 

We  can  provide  you  with  sophisticated  inventory  support  systems  and  virtually  millions  of  products,  enabling 
you  to  eliminate  most  of  your  other  MRO  suppliers  and  lower  your  total  costs. 

With  over  $700  million  in  inventory  at  349  branches,  we  make  it  possible  for  you  to  reduce  your  MRO  inventory 
by  as  much  as  60%.  And  our  advanced  electronic  ordering  systems-including  the  ability  to  order  online-together 
with  error-free  transactions,  can  significantly  cut  your  order  processing  costs. 

Additionally,  through  Grainger  Consulting  Services  and  Grainger  Integrated  Supply  Operations  (GISO),  we  can 
re-engineer  your  MRO  materials  management  process  to  make  it  more  cost-effective.  And  your  people  more  productive. 

If  materials  management  pressures  are  taking  you  away  from  your  core  activities,  talk  __«__«„ 
to  us.  We're  alr<  iady  helping  two  thirds  of  the  Fortune  100  be  more  productive.  We  can  do  the  GRAINGER 
same  for  you  too.  Call  1-800-905-3338  ext.  1657  to  see  how. 


tp://www  graniger  com 
1996  WW :  Grainger,  Inc 


Industrial  and  Commercial 
Equipment  and  Supplies 


It  s  Bigger  than  the  INTERNET 

It's  about  global  commerce.  And  building  a  company- 
wide  INTRANET.  It's  about  staying  competitive. 


With  total  access,  there  are  no  limits  to  where  you 
can  go...  or  who  you  can  do  business  with. 

U.S.  Robotics  provides  end-to-end  information  access 
solutions  for  every  level  of  your  organization  -  giving 
you  an  edge  on  the  competition. 

We  provide  the  technology  to  access  a  future 
without  limits. 


® 


Mobotics 

The  Intelligent  Choice  in  Information  Access 


NETWORK  SYSTEMS  DIVISION 

Offices  Worldwide 


NY  PRODUCTS  •  MODEMS  •  WIRELESS  ACCESS  •  SOPHISTICATED  NETWORK  MANAGEMENT 


©  1996,  U.S.  Rob. 
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nation's  small  independent 
grocers.  Effectively  a  mid- 
dleman between  shopkeep- 
ers too  small  to  run  their 
own  warehouses  and  giant 
manufacturers  who  prefer 
to  deal  directly  with  big 
buyers,  Fleming  stocks 
and  sells  everything  from 
shampoo  to  soda  pop. 

But  with  its  customers 
facing  a  competitive  on- 
slaught from  big  chains 
such  as  Kroger  Co.  and 
Wal-Mart,  the  entire  $200 
billion  grocery  wholesale 
business  is  under  intense 
pressure  to  deliver  cheap- 
er products.  At  the  same 
time,  manufacturers  such 
as  Procter  &  Gamble  Co. 
are  also  changing  the 
rules.  Wholesalers  such  as 
Fleming  traditionally  made  much  of 
their  money  by  pocketing  manufactur- 
ers' discounts  and  promotional  money 
rather  than  passing  them  on  to  retailers. 
Fleming,  like  others,  simply  charged  its 
customers  a  fiat  percentage  markup 
over  list  prices.  But  as  p&g  and  other 
manufacturers  increasingly  shift  to 


STEADY:  "We  are  absolutely  on  the  right  track,"  says  CEO  Stauth 


"everyday  low  pricing,"  they're  cutting 
back  on  costly  promotional  spending. 
That  has  cut  wholesalers'  meager  mar- 
gins. "It  doesn't  take  a  rocket  scientist 
to  figure  out  that  this  industry  has  to 
change  the  way  it  goes  to  market,"  says 
Victor  J.  Orler,  a  partner  at  Andersen 
Consulting. 


That's  exactly  wha' 
Stauth  is  trying  to  do 
Back  in  early  1995,  Flem 
ing  began  to  pass  along  al 
promotional  money  to  re 
tailers.  To  make  up  los' 
profits,  it  introduced  a  nev 
pricing  system  in  whicl 
it's  trying  to  charge  th< 
true  cost  of  handling 
transportation,  and  storing 
goods. 

CONFUSION.  In  theory,  thai 
should  make  for  more  effi 
cient  transactions.  Anc 
some  have  adapted.  Bj 
learning   to    order  ful 
truckloads,  for  example 
Ron  Brake,  co-owner  o: 
Portland  Food  4  Less  ii 
Oregon,  says  his  gross 
margin  is  up  from  10%  t< 
"  14%.  "You  know  exactl) 
what  you're  paying,"  he  says.  "There's 
no  hidden  agenda." 

Yet  others  argue  that  Fleming  has 
stumbled  badly.  Several  executives  close 
to  the  company  say  Stauth  didn't  get 
enough  input  from  customers  before 
abruptly  making  changes.  One  big  prob- 
lem: When  Fleming  eliminated  17  divi- 


STUDY  FINDS  INCREASE  IN 
COOKING  AMONG  SINGLE  MEN 


Smoke  alarm  company's  web  site  rings  up  267,521  hits. 


The  KS/6000  Web  Server  No  matter  what  kind  of  business  you're  in,  the  RS/6000"web 
server  makes  it  easj  to  take  advantage  ol  hot  new  opportunities  that  come  along.  That's  because  it 
comes  loaded  with  whatever  you'll  need  to  get  your  ueb  -il< ■  up  and  running  -  like  Netscape  or  IBM 
software,  for  all  the  news,  call  I  800  IBM -2408,  ext.  FA 055,  or  drop  by  www.rs0000.ibm.eom 


Solution*  Inr  .i  small  planet 
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WE  MAKE  ALL  OF  THE  ABOVE. 


With  sales  of  over  $5  billion, 
Tyco  International  manufactures 
a  diverse  array  of  products.  But 
our  history  of  enhancing  share- 
holder value  is  extraordinarily 
focused.  Anyone  who  bought 
Tyco  stock  in  1980  has  enjoyed 
an  annual  earnings  increase  of 


21%  —  compared  to  12%  for  the 
Dow  Jones  industrial  Average  and 
15%  for  the  Standard  &  Poor's 
SOO.  In  fact,  the  total  return  on 
Tyco's  stock  since  1980  beats  the 
S&P  SOO  by  more  than  2-1.  Of 
course,  past  performance  does 
not  guarantee  future  earnings. 


But  at  Tyco,  earnings,  growth 
and  performance  are  what 
we're  all  about.  To  find  out 
more,  please  write  PO  Box  497, 
Dept.  BW,  Exeter,  NH  03833. 

tuca 

mm  international  ltd. 


Unleashing  The  Power  Within 
http://www.tycoint.co 


Disposable  and  Specialty  Products  Kendall 'Armin' Ludlow  Flow  Control  Anvil/Canvil'WinnValves'Hindle  Valves'Neotecha'J.B-  Smith  TYC 
Fire  and  Safety  Services  Bunnell '  Ansul '  Mather  &  Piatt'  Mueller'  O'Donnell  Griffin'Total  Walther'Wormald'Thorn  Security  Earth  Tech  f 

Electrical  and  Electronic  Components  Allied  Tube  &  Conduit'  Simplex  Technologies 'Tyco  Printed  Circuit  Group  NYSE 


From  the  23rd  century. 


EPSON 


Photo  Quality 


With  720  x  720  dpi  your  documents 
won't  just  be  smart,  they'll  be  brilliant 


The  future  is  looking  bright.  Brilliant,  actually, 
with  the  EPSON  Stylus,. Color  500  ink  jet  printer. 
Imagine.  720  x  720  dpi  tor  true  Photo  Quality 
color.  Laser-quality  black  text.  Dazzling  color 

printing  at  fast  print  speeds  on  virtually  any  media.  And  simple  start-up  with 
our  Easy  Setup  software.  With  our  free  a  ward -winning  (loaded  with 

full-version  Adobe  and  Sierra  software),  you  can  create  striking  presentations 
and  reports  for  work.  Or  birthday  cards  and  banners  for  fun.  All  with  a  two-year 
warranty  for  just  $289  (not  bad,  since  the  Color  Pak's  worth 


Laser  v 
Quality  ^up. 


Black  text  that 
won't  break  up- 
even  when  it's 
blown  up.  See? 


CALL  1  800  CO  EPSON 


ASK  FOR  OPERATOR  3100 


up  to  $299  alone).  Visit  us  at  http://www.epson.com  for  even  more  reasons  why  the 
EPSON  Stylus.  Color  500  is  truly  ahead  of  the  competition.  And  ahead  of  its  time. 


YOU'VE  GOT  TO  SEE  IT  IN 


I  COLOR 


Get  Online  and 
get  In  Touch! 

Visit  Business  Week  Online's 

Small  Business  Center  on  America  Online 


Business  Week  Online's  Small  Business  Center  is  a  place  where  small-business 
owners  and  entrepreneurs  can  find  hard-to-get  news  and  information  important 
to  their  needs.  All  the  stories  and  Special  Reports  about  small  business  that  have 
appeared  in  Business  Week  since  January,  1994,  are  available-including  the 
Enterprise  editions.  But  that's  just  the  beginning.  There's  plenty  more  to 
explore-and  to  do: 


DOWNLOAD 


ATTEND 


specially  scheduled  online  conferences  featuring  experienced 
entrepreneurs  who  can  answer  your  questions.  I  I  on  the 

message  boards.  Exchange  ideas  with  your  colleagues  and  find  out  what  works 
for  them,  and  what  doesn't.  I  I  easily  to  World  Wide  Web  sites  for 

small  business  flagged  by  BW  as  best  bets-or  to  many  other  sites. 

transcripts  of  past  online  conferences  about  small  business 
and  other  relevant  subjects.  |  I  with  Business  Week  editors. 

KlfflHT?hlM<l  Use  BW  Online's  Small  Business  Center  in  the  way  that 
works  best  for  you  and  your  business. 

From  the  Business  Week  Online  main  screen,  click  the  BW  Plus!  button, 
then  select  BW  Online's  Small  Business  Center  from  the  list  of  BW  Plus!  choices. 
For  online  events  about  small  business  and  entrepreneurs,  check 


BW  Online's  Conference  Calendar  (via  the  Talk  &  Conferences  screen.) 
See  you  online! 
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f  P/7l4^fVC<'  For  a  free  trial  diskette  including  10  free  hours  on  AOL 
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sion  presidents  running  its  regiona 
warehouses,  longstanding  customer  ties', 
were  hurt.  Admits  E.  Stephen  Davis  > 
executive  vice-president  for  operations; 
1  "That  caused  more  confusion." 

One  confused  customer  is  Steve  Flem- 
ing, son  of  an  ex-chairman  of  Fleming 
and  owner  of  two  San  Antonio  grocery 
stores.  He  complains  that  the  new  prici 
ing  system,  based  on  dozens  of  variables 
such  as  the  amount  of  time  goods  an; 
stored,  is  too  complex.  Costs  have  in] 
creased,  he  says:  "The  program  is  a 
nightmare." 

Stauth's  critics  also  fear  the  company 
lacks  the  managerial  firepower  to  pull 
off  a  transformation.  Fleming's  president! 
and  ceo  since  1993,  Stauth  has  spent: 
most  of  his  30-year  career  at  the  compa- 
ny. Although  he  has  recruited  outsiders1 
for  5  of  the  top  10  jobs — including  Pres-j 
ident  William  J.  Dowd,  a  veteran  oi 
Kraft  Foods  Inc. — one  vendor  complains 
that  "he  kept  too  many  of  the  old  guard' 
lower  in  the  ranks.  Nor  has  the  David's" 
suit  helped.  The  former  Texas  customei 
sued  Fleming  in  1993,  accusing  Fleming 
of  driving  it  to  the  brink  of  bankruptcy 
by  systematically  overcharging.  Stauth 
admits  the  accusations  have  scared  off 
new  customers. 

slow  GOING.  In  the  meantime,  Flem- 
ing's biggest  rival,  Supervalu  Inc.,  is 
pressing  its  advantage.  It,  too,  is  making 
changes,  but  ceo  Michael  W.  Wright  is 
going  slow.  Supervalu  tested  a  new  pric- 
ing structure  with  100  stores  around 
Denver  first  and  will  now  roll  it  outj 
across  the  Midwest.  "We  want  to  make 
sure  [retailers]  are  comfortable,"  he 
says. 

With  problems  piling  up,  Stauth  has 
slowed  his  makeover  midstream.  After  in- 
troducing the  new  pricing  and  reorganizing 
management  at  17  regional  warehouses, 
Stauth  has  hit  the  brakes  on  Fleming's 
other  16.  He  says  it  will  be  no  later  than 
the  end  of  1999  before  the  entire  company 
moves  to  the  new  structure. 

That's  a  long  way  off — and  Wall 
Street  appears  to  be  tired  of  waiting. 
"I  think  they  can  pull  it  off,  but  it's  a 
question  as  to  the  timing  and  the  ex-j 
pense,"  warns  Ronald  J.  Buck,  a  debt 
analyst  with  Standard  &  Poor's.  Still; 
the  ever-sunny  Stauth  insists  the  moves 
will  soon  translate  to  the  bottom  line. 
His  long-term  goal:  at  least  a  1%  re-j 
turn  on  sales,  which  Fleming  last  ap-' 
proached  in  1992.  "We're  ahead  in  paying 
down  debt,"  he  says,  "and  we  have  half 
the  company  reengineered.  I  don't  think 
we  have  to  be  apologetic."  Maybe  not.! 
But  the  time  for  accolades  has  not  yetl 
arrived,  either. 

By  Wendy  Zellner  in  Oklahoma  City\ 
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DIAN  WELLb  Palm  bpnngs  Lantornia 


ONE  OF  THE 

VIEWS  FROM  OUR 

PRESTIGE  CLASS 

]UST  CLOSE  YOUR 

airlines  reserve  for  first  class 
passengers  It's  just  one  more 
pleasant  surprise  you'll  find 
on  Korean  Air,  and  one  more 
reason  you  should  fly  with  us. 


EYES 

If  your  view  in  Prestige  Class 
seems  just  a  little  more  expansive 


than  what  you're  used  to,  it 
may  be  the  full  50  inches  of 
uninterrupted  space  you  are 
stretching  out  in.  Or,  the  fact 
you  are  seated  in  an  area  other 


KSREAN AIR  BEYOND  YOUR  IMAGINATION 


Special  Report 


MAKING 
MONEY  ON 
THE  NET 

Believe  it  or  not, 
it  can  be  done-as  scores 
of  "Netrepreneurs" 
have  discovered 


For  something  that  was  supposed  to  be  the  next  gold 
rush,  the  Internet  sure  seems  disappointing.  True,  com- 
panies such  as  Netscape  Communications  Coip.  that  sell 
the  technology  for  setting  up  shop  on  the  Internet's 
World  Wide  Web  are  doing  a  land-office  business — and  making 
immense  paper  fortunes  in  a  bull  market  dazzled  by  the  Web. 
But  it's  damned  hard  to  find  any  of  the  prospectors  who  use 
those  tools  actually  hitting  pay  dirt — by  selling  merchandise 
and  information  or  running  advertisements  on  the  Internet. 

The  horror  stories  of  money-losing  Web  ventures  are  every- 
where— including  high-profile  fumbles  by  some  of  the  biggest 
names  in  media  and  communications.  Don  Logan,  ceo  of  Time 
Inc.,  last  year  complained  publicly  that  Pathfinder,  Time  Warn- 
er's glitzy  Web  site,  gives  "new  definition  to  the  term  black 
hole."  Since  then,  Pathfinder  has  gotten  new  management,  a 
facelift,  and  a  plan  to  begin  charging  for  some  content.  Now 
Time  Warner  executives  say  the  site  will  generate  profits 
ahead  of  schedule.  Meanwhile,  at&t,  as  part  of  an  overhaul  of 
its  Web  strategy,  ended  up  killing  an  ambitious  "Health  Site" 
before  even  finishing  testing.  MCI  Communications  Corp.'s  In- 
ternet shopping  mall  failed  to  lure  tenants  and  is  shuttered. 

No  wonder  the  question  being  asked — ever  more  ner- 
vously— by  bankers,  entrepreneurs,  investors,  and  corporate 
executives  is:  Can  you  make  money  on  the  Net? 

Surprise.  The  answer  is  yes.  Not  a  lot  of  money  yet,  mind 
you.  And  the  number  of  losers  still  exceeds  the  number  of 
moneymakers  by  more  than  2  to  1.  But  it  turns  out  that 
while  the  corporate  giants  have  been  thrashing  around  noisi- 
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Net  merchants 
Vl|  jrif  this  year  will 
hawk  some 
$518  million 
worth  of  goods,  from  CDs 
to  computers.  Total  cyber- 
sales  could  swell  to  $6.6 
billion  by  2000,  figures 
Forrester  Research. 


For  now,  most  con- 
tent on  the  Net 
is  free.  Still,  sales 
of  subscription 
services  on  the 
Web  will  hit  $120  million  this 
year,  says  Jupiter  Communica- 
tions. By  2000,  the  number  is 
expected  to  be  $966  million. 


jsto*^    The  Net  is 

emerging  as  a 
*#  medium 
uniquely  suit- 
ed for  advertisers  looking 
to  reach  target  customers 
directly.  Spending  on  Web 
ads  will  hit  $312  million  this 
year,  growing  to  $5  billion  by 
2000,  Jupiter  figures. 


ly  in  cyberspace,  showing  how  not  to  make  money  on  the  Net, 
scores  of  entrepreneurs  have  been  quietly  tinkering — creating 
new  business  models  for  retailing,  marketing,  publishing,  and 
advertising  that  work  for  them  and  could  perhaps  point  the 
way  to  an  Internet  payoff.  This  first  wave  of  profitable  com- 
panies is  proving  that  electronic  commerce  can  work,  that  you 
can  sell  ads  on  the  Web,  and  that — at  least  sometimes — people 
will  pay  for  online  information.  "Companies  that  are  offering  a 
unique  business  proposition  on  the  Web  can  and  will  be  suc- 
cessful," says  analyst  Betty  Lyter  of  Montgomery  Securities. 

Just  ask  Jason  Olim.  With  twin  brother  Matthew,  he  found- 
ed Net  startup  CDnow  Inc.  from  the  basement  of  then-  parents' 
Ambler  (Pa.)  home.  Jason  Olim,  a  jazz  fan  frustrated  by 
skimpy  selections  in  music  shops,  came  up  with  the  idea  of  a 
cyberstore  that  could  offer  every  jazz  album  made  in  the 
U.  S.  and  20,000  imports.  The  beauty  of  it:  no  brick-and-mor- 
tar  costs  and  no  inventory.  Shoppers  place  their  orders  with 
CDnow  (cdnow.com),  which,  in  turn,  contacts  distributors.  Most 
disks  are  delivered  to  the  customer's  door  in  24  hours.  Add  in 
advertising  revenues,  and  CDnow  expects  to  hit  $6  million  in 
sales  in  1996,  triple  last  year's  revenue,  with  18%  operating 
margins.  Says  Jason  Ohm:  'We're  dancing  as  fast  as  we  can." 
"THIS  THING  IS  ON  FIRE."  In  Corona  Del  Mar,  Peter  Ellis  was 
nearly  wiped  out  by  the  deep  California  recession  of  the 
early  1990s.  He  lost  $15  million  when  he  was  forced  to  sell 
off  or  close  16  auto  dealerships.  But  last  January,  he  was 
back  in  business — on  the  Net.  Auto-By-Tel,  his  new  compa- 
ny, makes  money  by  selling  sales  leads  to  auto  dealers  across 
the  country.  For  a  monthly  subscription  fee  of  $250  to  $1,500, 
dealers  get  the  names  of  Web  surfers  who  have  checked  in  at 
autobytel.com  and  decided  to  buy — at  the  listed  "no-hag- 
gle" price.  Some  1,400  dealers  use  the  system,  and  at  the  cur- 
rent growth  rate,  Ellis  says  he'll  turn  a  profit  on  $6.5  million 
in  revenues  this  year.  "This  thing  is  on  fire,"  he  says. 

In  Silicon  Valley,  veteran  entrepreneur  Jerry  Kaplan  thinks 
he  has  the  right  formula  this  time.  His  previous  startup,  a 
maker  of  handwriting-recognition  software  called  Go,  went 
south  in  early  1994.  In  July,  he  launched  onsale,  an  online 
computer  auction.  For  a 
growing  audience  of  comput- 
er-savvy consumers,  bidding 
in  the  twice-weekly  sale  has 
become  a  ritual — part  bar- 
gain hunting,  part  entertain-  ,  , 
ment.  By  August,  each  auc-  RUge  lOSSeS  at 
tion  was  bringing  in  an  m.  TT,  , 
average  $445,000,  putting  the  1  ime  WaiTier  S 
company  on  an  annual  run  ...  t\  ±i  n  i 
rate  of  $45  million.  What's  glllZy  rathnnder 
more,  onsale  (onsale.com),  11T  ,  , 

with  10%  to  20%  gross  prof-  Web  site-nave  SO 

it  margins,  has  been  prof- 
itable since  January.  Says 
Kaplan:  "I'm  becoming  the 
P.  T.  Barnum  of  cyberspace." 

Olim,  Ellis,  and  Kaplan 
are  not  the  only  "Netrepre- 

neurs"  who  are  making  it  on  the  Web.  In  a  June  survey  of 
1,100  Web-based  businesses  conducted  by  market  researcher 
ActivMedia,  31%  claimed  to  be  profitable,  with  28%  more 
saying  that  they  will  be  in  the  next  12  to  24  months.  Those 
surveyed  accounted  for  $130  million  in  Web  revenues  in  June 
alone.  "This  reflects  the  average  company  on  the  Net  rather 
than  the  large  companies  you  read  about,"  says  ActivMedia 
senior  research  analyst  Harry  Wolhandler. 

And  the  ranks  of  profitable  companies  could  soon  swell  dra- 
matically as  Web  pioneers  gain  more  experience.  It's  only 
about  two  years  since  companies  began  doing  business  on  the 
Net  at  all,  and  the  vast  majority  of  the  estimated  250,000 


Horror  stories 
-such  as  the 


far  grabbed  all 
the  attention 


Whmn  nothing. I 
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The  hottest  stores  on  the  Web  provide  customers  not 


commercial  Web  sites  now  op- 
erating have  less  than  a 
year's  experience.  "Step 
back,"  says  Lyter  of  Montgomery  Se- 
curities. "Most  companies  don't  reach  profitability  in  the  first 
six  months  or  even  the  first  year." 

So,  what  is  the  magic  formula  that  the  successful  pioneers 
have  discovered?  In  business  week  interviews  with  35  oper- 
ators of  profitable  Web  sites  and  an  additional  15  that  expect 
to  be  in  the  black  in  the  next  3  to  12  months,  a  surprising  pic- 
ture emerges.  These  companies  haven't  invented  unique  types 
of  businesses — they're  doing  what  everyone  else  on  the  Net  is: 
selling  products,  selling  advertising,  and  selling  information. 

But  with  a  difference.  For  one,  instead  of  plowing  huge 
sums  into  their  sites,  most  are  operating  on  tiny  budgets. 
That  has  forced  them  to  focus  on  how  to  reach  and  serve 
their  customers,  rather  than,  say,  pumping  money  into  fancy 
graphics  that  look  good  " 
in  management  meet- 
ings but  wind  up  slow- 
ing down  Web  sites 
and  turning  off  con- 
sumers. "We've  had  a 
focus   on  controlling 
costs,    which  others 
haven't   had   to  do," 
says  Jason  Olim.  "It's 
simply  the  discipline  of 
having  to  be  profitable 
to  survive." 

Even  more  impor- 
tant, the  successful  Web 
players  are  not  simply 
replicating  existing  busi- 
nesses in  the  new  on- 
line medium  but  are 
taking  full  advantage  of 
the  unique,  interactive 
nature  of  the  Net.  For 
example,  the  hottest 
stores  on  the  Web  don't 
just  provide  convenience 
and  low  prices — al- 
though those  are  essen- 
tial ingredients,  too. 
Across  the  board,  suc- 
cessful Web  merchants 
have  created  virtual 
"communities."  At  their 
sites,  like-minded  cyber- 
nauts  congregate,  swap 
information,  buy  some- 
thing, and  come  back 
week  after  week.  A  flair 
for  such  community- 
building  helped  make 
bookseller  Amazon.com 
Inc.  a  standout  on  the 
Web  (box).  Says  founder 
Jeff  Bezos:  "This  is  the 
secret  weapon  of  an 
electronic  merchant." 

Above  all,  the  suc- 
cessful Web  trailblazers 
share  the  ability  to 
adapt — to  scrap  what's 


not  working  and  improvise  a  new  business  plan  on  the  fly. 
is  increasingly  common,  in  fact,  for  Web  businesses  to  wind  1 
with  hybrid  strategies:  Online  stores  end  up  taking  ads;  pui 
lishers  go  into  retail  sales  and  are  looking  for  ways  to  g 
subscription  revenue.  InfoSeek,  which  is  now  the  No.  1  a 
vertising  venue  oh  the  Web,  for  example,  set  out  to  si 
hard-to-find  information  across  the  Net  (page  114). 

GolfWeb  is  another  example  of  how  hybrid  strategies  a 
evolving.  The  site  was  started  in  1994  by  Ed  Pattermann,  fq 
mer  manager  of  Internet  commerce  at  Sun  Microsystei 
Inc.  GolfWeb  went  after  advertising  first  because,  he  says, 
was  the  easiest  model  to  get  to."  It  began  posting  everythii 
anyone  ever  wanted  to  know  about  golf — 35,000  Web  page 
including  reports  on  19,000  courses  at  golfweb.com.  GolfWi 
has  attracted  advertisers  such  as  Bank  of  America,  Lexi  g' 
AT&T,  Buick,  and  Callaway  Golf.  They  pay  $30  to  $40  per  1,0 
"impressions,"  counted  as  each  time  an  ad  is  viewed.  Pattern 


BOOKSELLING 


A  Literary  Hangout-Without  the  Latte 


■  t's  hard  enough  for  independent  book 
I  stores  to  compete  with  megastore  chains 
I  such  as  Barnes  &  Noble  on  terra  firma,  so 
how  can  they  possibly  do  it  in  cyberspace? 
"We're  never  going  to  have  sofas;  we're  nev- 
er going  to  have  lattes,"  says  Jeff  Bezos,  the 
founder  of  Amazon.com,  the  most  popular 
bookstore  on  the  Net. 

So  how  does  Amazon  draw  in  hundreds  of 
thousands  of  visitors  each  day?  For  one,  bib- 
liophiles can  choose  from  a  selection  of  1.1 
million  books — more  than  five  times  the  in- 
ventory of  typical  stores.  It  also  discounts, 
up  to  30%  on  best-sellers.  But  what  really 
packs  them  in,  and  keeps  them  coming  back, 
is  a  feeling  of  "community"  that  Bezos,  a  for- 
mer hedge-fund  manager,  has  created.  People 
come  not  only  to  buy  books  but  also  to  hang 
out.  "The  No.  1  thing  we  work  on  is  mak- 


AMAZON'S  WARES:  Bezos  tries  to  create  "a  fun  place  to  be" 


ing  the  store  a  fun  place  to  be,"  Bezos  says. 

In  lieu  of  sofas  and  steaming  Joe, 
Amazon.com  creates  a  special  ambiance  by 
having  authors  drop  by  electronically  to  post 
comments  about  their  books — while  readers 
are  encouraged  to  post  reviews,  even  if 
they're  pans. 

And  Amazon  caters  to  its  cyberguests. 
Customers  who  fill  out  a  profile  are  alerted 
via  E-mail  to  new  books  on  their  favorite 
subjects  or  authors.  Soon  to  come:  forums 
where  reader's  can  discuss  books  with  au- 
thors, and  a  chat  capability  that  will  let 
browsers  in  the  science-fiction  section,  for  ex- 
ample, talk  to  other  sci-fi  fans. 
PLOWING  BACK  PROFITS.  So  far,  the  formula 
is  working:  Sales  are  jumping  by  34%  a 
month,  with  44%  coming  from  repeat  cus- 
tomers. Bezos  won't  talk  totals,  but  insiders 
peg  the  annual  sales  at  $17 
million.  And  Bezos  was  oper- 
ating in  the  black  just  six 
months  after  hanging  out  his 
shingle  in  July,  1995.  Soon  af- 
ter, though,  he  decided  to 
plow  back  those  earnings  and 
grow  as  quickly  as  possible, 
before  the  inevitable  competi- 
tion from  giants  such  as 
Barnes  &  Noble. 

That's  fine  with  Kleiner 
Perkins  Caufield  &  Byers,  the 
Bay  area  venture-capital  firm 
that  invested  $8  million  in 
Amazon — the  single  largest 
check  kp  has  ever  written. 
Says  partner  John  Doerr:  "It's 
like  Deep  Throat  said:  'Follow 
the  money.'" 

By  Kathy  Rebello 
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i  convenience  and  low  prices-but  also  with  a  virtual  "community" 


iann  is  counting  on  ads  to  deliver  about  $400,000  in  revenue 
lis  year. 

Not  satisfied  with  that,  he's  pushing  hard  into  retailing 

id  offering  special  services  and  content  that  consumers 

in  buy  a  la  carte  or  through  monthly  subscriptions.  Pat- 

irmann's  virtual  ProShop,  which  opened  two  months  ago,  is 

ready  contributing  20%  of  revenues,  a  projected  $100,000  a 

;ar.  With  "premier  memberships,"  which  will  be  added  ear- 
in  1997,  Pattermann  will  throw  in  services  such  as 

andicapping  and  golf  games.  He  expects 

>rvice  and  subscription  fees  to  generate 

>me  40%  of  the  $4  million  he's  antici- 

iting  next  year.  Ads  will  be  35%  and 

itail  25%.  "We  really  think  we  have  the 

ght  formula,"  he  says. 

HILI  LOVERS.  For  now,  at  least,  the 

lost  promising  strategies  seem  to  re- 
Dive  around  retailing.  Net  merchants 

ill  sell  some  $518  million  worth  of 

Dods  this  year,  and  $6.6  billion  by 

le  year  2000,  says  Forrester  Re- 

;arch.  The  best-sellers?  Music  CDs, 

rline  tickets,  books,  and  other 

tiown  commodities  that  consumers  don't 

sed  to  sample  before  buying. 
Not  surprisingly,  computers  and  re- 
sted gear  are  huge  sellers  in  cyber- 

jace.  This  year,  $140  million  worth  of 

>mputer  products  will  be  sold  over 

le  Net,  according  to  Forrester.  Dell 

omputer  Corp.,  for  example,  just 

oened  its  Web  store  to  consumers  two 

lonths  ago  and  expects  it  to  sell  $20 

lillion  to  $30  million  worth  of  PCs  a 

uarter. 


Biggest  Ad  Sites 


NEWSPAGE 
ESPNET  SPORTZONE 
WEBCRAWLER 
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t  a  commodity  business  like  PCs  can  be 

recipe  for  Web  oblivion — which  is 
'hy  it's  more  common  to  find  online 
;ores  in  specialty  areas.  They  profit 
y  connecting  enthusiasts  with  new  or 
ard-to-find  items:  an  out-of-print  book 
r  a  rare  Italian  cheese  (page  118). 

There's  Hot  Hot  Hot,  for  example, 
he  tiny  Pasadena  (Calif.)  shop  was 
nown  locally  for  stocking  all  sorts  of  ex- 
tic  hot  sauces,  but  on  the  Web  it  has 
ecome  a  popular  destination  for  chili 
ivers  everywhere — all  because  one  day 
Ionica  Lopez  locked  herself  out.  While 
/Opez  waited  for  her  husband  to  bring  the  keys,  Thomas  A. 
oulanille,  president  of  a  Web-design  company,  arrived.  The  two 
Girted  talking,  and  soon  Hot  Hot  Hot  was  on  the  Web.  Today, 

offers  some  150  different  sauces  to  Web  siufei-s,  from  Satan's 
Revenge  to  Scorned  Woman.  The  site  (hothothot.com)  draws 
,500  visitors  daily,  and  Lopez  says  the  online  outlet  is  prof- 
able — and  generates  25%  of  sales.  "That  many  people  would- 
't  even  fit  in  our  shop,"  she  notes. 

It  takes  more  than  a  specialty  to  keep  the  cybershoppers 
oming,  though.  It  also  takes  cyber-merchandising.  Online 
lerchants  are  making  sure  then  shops  are  cozy  virtual  hang- 
uts  for  consumers,  but  they're  finding  that  contests,  give- 
ways,  and  "sweb-stakes"  also  keep  the  clientele  coming  back. 
Lmazon.com,  for  example,  has  a  quarterly  drawing  in  which 
he  winner  gets  a  free  book  a  week  for  a  year.  Smart  Games 
nc,  a  Marblehead  (Mass.)  startup,  offers  over  $50,000  in 


SITE 

REVENUES 
SECOND  QUARTER  1996 

NETSCAPI 

$7.75  MILLION 

INFOSEEK 

3.79 

YAHOO! 

3.70 

LYCOS 

2.55 

EXCITE 

2.39 

CNET 

2.08 

ZDNET 

2.07 

DATA:  JUPITER  COMMUNICATIONS 


cash  prizes  to  customers  who  score  well  on  its  SmaH  Games 
Challenge  cd-rom  game.  Its  web  site,  smailgames.com,  at- 
tracts some  500  people  a  day  who  download  a  demo  version  of 
the  game — helping  to  generate  $1  million  in  sales  of  the  CD. 

Increasingly,  however,  online  stores  are  counting  on  ad- 
vertising, too.  Traditionally,  advertisers  have  looked  for-  big  au- 
diences through  newspapers,  magazines,  or  television.  On  the 
Web,  they're  looking  beyond  such  "content"  providers  to  oth- 
er places  where  they  know  they'll  find  con- 
sumers. That's  why,  for  example,  CD- 
now  has  begun  running  ads  from 
Microsoft  Corp.  and  Lands'  End 
Inc.,  both  of  which  saw  how  much 
traffic  the  record  store  was  generat- 
ing, conow  says  ads  are  coming  in 
at  the  rate  of  $100,000  a  year. 
TV-SIZE  AUDIENCES.  At  this  point, 
however,  Web  advertising  doesn't 
amount  to  much.  In  1995,  according  to 
market  researcher  Jupiter  Commu- 
nications, ad  revenues  on  the  Inter- 
net totaled  $42.9  million — a  nit  com- 
pared with  the  $32.4  billion  spent  on 
tv  spots.  And  even  the  companies 
that  are  getting  the  most  ad  rev- 
enue   (table)    aren't  necessarily 
moneymakers.  InfoSeek,  the  popu- 
lar "search  engine"  site,  is  not  break- 
ing even  and  is  not  expected  to  in 
1997. 

The  ad  picture  could  improve  in 
short  order,  though.  With  the  popu- 
lation of  the  Web  swelling,  ads  are 
popping  up  everywhere,  and  rev- 
enue growth  is  accelerating.  "There's 
been  a  real  sea  change  over  the  last 
three  months,"  says  Daniel  A.  Stone, 
executive  vice-president  of  Turner 
Broadcasting  Sales  Inc.  Turner's  cnn 
Interactive,  one  of  three  cnn  Web 
sites,  now  gets  9  million  page  views 
a  week,  up  from  3  million  five 
months  ago.  "Revenues  and  the 
number  of  advertisers  have  been 
snowballing  ever  since,"  says  Stone, 
who  says  that  cnn  Interactive  will 
break  even  by  yearend. 

Market  researcher  Jupiter  says 
that  Web  ad  revenue  will  jump 
from  $71.7  million  in  the  first  six 
months  of  1996  to  more  than  $240  million  in  the  second 
half.  The  company  predicts  an  explosion  to  $5  billion  a  year 
by  2000.  Then,  it  figures,  50  million  people  will  be  connect- 
ed to  the  Net,  giving  advertisers  the  chance  to  reach  TV-size 
audiences. 

But  media  giants  may  not  get  the  biggest  share  of  this  pie. 

On  the  Web,  advertis-   

ers  have  a  much 
greater  capacity  to  aim 
then  messages  at  peo- 
ple they  know  are  buying — those  looking  at  car  reviews,  for  ex- 
ample. That's  why,  for  instance,  sites  such  as  ZDnet,  a  popular 
destination  for  computer  shoppers,  are  commanding  top  dollar — 
upwards  of  $100  per  1,000  impressions,  vs.  $30  per  1,000  on 
more  mass-market  sites  such  as  Pathfinder. 

Happy  Puppy,  the  Web's  No.  1  game  site  is  a  happy  ben- 


1.40 
1.34 
1.23 


Special  Report 


BUSINESS  WEEK  /  SEPTEMBER  23,  1996  107 


Microsoft 


ft 


GREEK  NAME 

OF  LETTERS 

■alpha 

beta 

gamma 

delta 

epsilon 

digamrna 

upsilon 

zeta 

eta 

theta 

iota 

kappa 

lambda 

mu 

nu 

xi 

omkron 


u_ 


E  i 


5  the  button  into 


HI 


torn  Network 
perties  diak 
ion  Shell  4. 
t  must  be  lo% 
:>ads  If  it  is  I 
appings  and;  * 
dows  95  Re* 
ccessible  wr« 
sure  the  clie*  «  ,J 

re  login  scn£ 
nch  versions?  m.  j 
ry  on  the  Ncl  ** 
3.  Your  netvtf 
lone  for  Wir, 
lso  check  the  *  '*» 
ar  programs;, 
ion  reported; 


I 

v 

I- 


iNp://www 


itlp://www3ts 
__iKp://wwwy 
gBUiittp://cedi."" 

*iKp://cedi.~ 
itlp://umbr 
.  iUp://www 

accei€nUp;//140 

accek-,^p//vvww 
accotnNp://www 

AccralWP://wala 
Ai«p://wata 

accuSttp:/?www 

ACE  HSttp://www 

acetanttp;//www 


I 


ri 

i  irk 

...  .  A*  1 


+  '  _=J 

mmmmmmr 


Where  do  you  want  to  go  today! 


4    «    3  « 

.M  in  II*  m«  ■■  1 1  III.  II  HH.HI .  U  I.    .  I  .. . . .  ■  H 


p — p 


Acha«lP:/7wwW(i 

Acheson, D 
Achilles 
acid  rain 

acid  rock 
acidophilus 
acids  and  bs 
ACLU 
Acmeists 
acne 
Acoma 
Aconcagua 


a  Cj 


mmmjfmmm 


•J 


"4*  turn 


!  * 


t'* 


Special  Report 


eficiary  of  this  trend.  It  got  started  18  months  ago,  when 
three  developers  decided  to  market  their  games  by  putting 
demo  versions  on  a  Web  site.  It  quickly  mushroomed,  and 
cybernauts  visiting  happypuppy.com  can  now  sample  all 

the  popular  games 
That  makes  the 
site  a  mecca  for  ad- 
vertisers pushing 
everything  from  games  to  mtv  to  Sunny  Delight  juice. 
Happy  Puppy's  ad  sales  have  been  growing  by  35%  a 
month  since  May,  and  executives  expect  operating  profits  by 
October. 

Tripod  Inc.  attracts  advertisers  by  roping  in  GenXers  at  its 
tripod.com  site.  The  Williamstown  (Mass.)  startup  offers  tips  on 
everything  from  writing  a  resume  to  personal  finance  for 
members  of  the  1 8- to-34-y ear-old  crowd,  a  group  that  includes 
an  estimated  40%  of  Web  surfers.  Founder  Bo  Peabody,  25, 
says  the  precisely  tailored  "content"  has  attracted  some  90,000 
registered  Tripod  members — and  a  slew  of  advertiser's.  Ads  ac- 
count for  95%  of  revenues,  which  have  reached  $500,000  so  far 


PUBLISHING 


Will  Cyber-Readers  Pay  for  the  Privilege? 


■  t  might  be  the  biggest  media 
I  event  of  the  year,  at  least  for 
I  those  who  buy  their  ink  by  the 
barrel.  On  Sept.  21,  The  Wall  Street 
Journal  will  begin  charging  for  an 
electronic  version  of  the  daily  paper 
it  now  posts  on  the  World  Wide  Web, 
at  wsj.com. 

Publishers  and  "content  providers" 
everywhere  will  be  watching  for  one 
thing:  How  many  of  the  650,000  peo- 
ple who  have  taken  advantage  of  a 
free  trial  offer  for  the  Wall  Street 
Journal  Interactive  Edition  since 
April  will  stick  around?  Indeed,  will 
Web  surfers,  who  are  used  to  free- 
bies,  pay  up?  "If  it  turns  out  we  can't 
generate  a  lot  of  online  subscriptions, 
then  a  lot  of  other  companies  will 
have  to  reexamine  their  plans,"  says 
wsj-i  editor  Neil  Budde. 
moving  CAUTIOUSLY.  If  there's  one 
publication  that  can  get  consumers  to  change 
their  ways,  it  should  be  the  Journal.  Many  of 
its  1.9  million  readers  charge  their  subscrip- 
tions to  their  employers,  and  the  Journal  has 
put  lots  of  extras  into  its  online  product.  In 
addition  to  everything  found  in  the  U.  S.  and 
international  print  editions,  there  are  frequent 
updates,  detailed  company  reports,  and  a  cus- 
tomized "Personal  Journal,"  which  gives  sub- 
scribers tailored  news  and  stock  quotes.  "If  we 
wanted  to  give  it  away,  it  would  be  a  different 
product,"  says  Tom  Baker,  business  director 
for  the  35-employee  Interactive  Div. 

But  even  the  Journal  is  proceeding  with 
caution.  The  switch  to  paid  subscriptions  has 
already  been  pushed  back  from  its  original 
date  of  July  31,  and  the  company  is  giving 
away  free  subscriptions  to  users  of  Microsoft 


On  the  Web,  advertisers 
-^X"  can  target  people  they 

know  are  real  prospects 
-from  car  buyers  to  GenXers 

this  year.  In  the  last  quarter  of  this  year,  Peabody  expects 
revenues  of  $650,000,  which  will  put  him  in  the  black.  "Here 
are  out  in  the  woods  with  a  business  model  that's  actu; 
working,"  he  marvels. 

The  promise  of  reaching  hot  prospects — not  just  consum 
who  might  possibly  be  in  the  market — is  persuading  more 
more  major  advertisers  to  put  money  into  Web  ads.  Toy 
Motor  Corp.  is  one  such  company.  It  runs  banner  ads 
sites  ranging  from  Parent  Soup  (parentsoup.com)  to  ESP] 
SportZone  (espn.com).  And  when  a  consumer  clicks  on  the 
and  is  sent  to  the  carmaker's  own  Web  site,  Toyota  wastes 

~  time  trying  to  turn 
quiries  into  sales.  "1 
vertising  is  going  to 
come  transaction 
says  Russell  Colli 
president  of  Fattal 
Collins,  a  Marina 
Rey  (Calif.)  unit 
Grey  Advertising  I 
"The  lines  between 
vertising  and  mark 
ing  and  retail  trans; 
tions  are  going 
disappear.  The  Inten 
is  going  to  become 
channel  of  distributio 
Visitors  to  Toyot 
site,  for  example, 
order  interactive 
ROMs  that  show  off  t 
features  of  Toyota  m< 
els,  and  before  the  ( 
ROM  arrives  in  the  mi 
a  local  Toyota  deal 
will  call,  inviting  t 
Web  surfer  to  come 
for  a  test  drive.  Sa 
James  T.  Pisz,  natioi 
direct-response  mans 
er  at  Toyota  Mot 
Sales  USA  Inc.:  "We; 
done  with  researc 
We're  done  with  expe 
menting.  The  Web 
part  of  the  mainstrea 
at  Toyota." 

Not  many  big  advt 
tisers  have  reached  th 
point,  however,  ai 
that  means  few,  if  ar 
Web  sites  can  get  1 
on  ads  alone.  To  fill  | 
gap,  more  and  more  o 
line  businesses  are  tr 
ing  to  get  surfers 
pay  a  subscription  fq 
Of  all  the  busine 
models  for  the  Net. 
is    the  least 


TEST  CASE:  "If  we  wanted  to  give  it  away,  it  would  be 
a  different  product,"  says  the  Journal's  Baker 


Corp.'s  Internet  Explorer  browser  through 
yearend.  Even  the  new  rates,  $49  a  year,  or 
$29  for  subscribers  to  the  print  version,  are 
low,  compared  with  the  $164  a  year  that  print 
readers  pay. 

The  Journal  isn't  talking  about  early  re- 
sults. But,  since  Aug.  1,  when  wsj-i  readers 
were  required  to  register  and  provide  credit- 
card  information,  the  rate  of  new  readers 
coming  to  the  system — until  then  2,000  to 
4,000  a  day — dropped  by  more  than  half.  The 
goal  is  50,000  paying  subscribers  by 
yearend — a  modest  target,  but  enough  to 
make  the  wsj-i  the  Net's  top  subscription 
service.  "The  next  few  weeks  will  tell  the 
story,"  says  Baker.  The  whole  online  world  is 
watching. 

By  Amy  Cortese 
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Microsoft  software 
makes  the  chaotic 
organized,  the 
complicated  simple. 
For  example,  with 
a 

benevolent  Answer 
Wizard  guides  you 
gently  through  even  the 
most  challenging  tasks 
and  answers  questions 
you  type  out,  like, 
"How  can  I  print  this 
sideways?  Help  me." 

sets  up 
meetings  by  checking 
your  associates' 
calendars  through  e- 
mail,  so  you  don't  have 
to  play  phone  tag. 


Where  do  you  want  to  go  today? 


Microsoft 


helps  you 
find  and  organize 
everything  on  the 
World  Wide  Web  or 
your  company's 
intranet.  The 
Microsoft  Network,  lets 
you  customize  your 
home  page  so  that 
things  like  stock 
quotes,  sports  scores, 
or  weather  reports  are 
there  waiting  for  you 
when  you  log  on.  It  will 
all  make  sense.  It  will. 
You'll  see. 


©1996  Microsoft  Corporation  All  rights  reserved. 
Microsoft.  Where  do  you  want  to  go  today7  and  other  names 
referenced  herein  are  registered  trademarks  or  trademarks  of 
Microsoft  Corporation. 
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Almost  All  Computer  Companies 

Sell  Storage. 


The  most  competitive  companies  in  the  world  have  two  things  in  common.  They're  organizing  their  entire  business 
around  their  information,  doing  anything  and  everything  they  can  to  leverage  it  into  smarter,  more  powerful  decisions 
and  strategies. 

And  they're  recognizing  information  storage  as  business-critical  and  then  treating  it  as  a  separate  purchase.  In  other 
words,  buying  it  from  EMC,  the  world  leader  in  high-performance  storage  solutions.  Unlike  typical  computer  company 
storage,  EMC  intelligent  storage  lets  you  do  a  lot  more  than  just  store.  It  consolidates  all  your  information  and  keeps  it 


How  Come  The  Leader  In  Storage 
Doesn't  Sell  Computers? 


line  close,  immediately  accessible  across  the  entire  enterprise,  regardless  of  how  many 
ferent  computers  or  servers  are  involved.  Or  how  many  times  they  change. 

If  you'd  like  to  find  out  how  EMC  can  help  your  company  bring  products  to  market 
)ner,  respond  to  customers  and  new  opportunities  faster  and  give  indispensable  support 
your  overall  growth  and  profit  strategies,  call  1-800-424-EMC2,  ext  216.  Or  visit  us  at 
p :  //www.  emc  .com. 


EMC2 

THE  STORAGE  ARCHITECTS 


Free  To  Do  More, 


1C2  and  THE  STORAGE  ARCHITECTS  are  registered  trademarks  and  EMC  is  a  trademark  of  EMC  Corporation.  Other  trademarks  are  the  property  of  their  respective  owners. 

Outside  North  America,  call  (508)  435-1000  ©1996  EMC  Corporation.  All  rights  reserved 
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defined — and  the  one  most  fraught  with  risk.  At  the  heart  of 
the  Internet  culture  has  been  the  belief  that  "information 
wants  to  be  free,"  and  millions  of  Web  surfers  are  used  to 
pulling  down  everything  from  nasa  weather  maps  to  audio 
clips  from  Seinfeld.  That's  why  few  content  providers  have 

tried  to  collect  fees, 
and  the  total  revenue 
from  Web-based  sub- 
scription services  will 
be  just  $120  million  this  year,  according  to  Jupiter. 
GROWING  DEPENDENT.  Still,  a  few  pioneers  have  shown  that  if 
you  have  the  right  information,  the  customers  will  pay.  Silicon 
Valley's  Quote.com  Inc.,  for  example,  charges  subscription  fees 
ranging  from  $9.95  to  $42.50  a  month  for  active  investors  who 
want  instant  access  to  financial  analysis,  news,  and  research. 
Like  lots  of  Web  sites,  Quote.com  gives  away  time-delayed 
quotes.  But  the  additional  research  and  other  data  create  a 
compelling  bundle.  "People  grow  to  depend  on  the  service 
every  day,"  says  founder  Chris  Cooper.  "That's  ultimately  how 
you  get  people  to  pay  a  subscription."  In  March,  Quote.com 
was  taking  in  $73,000  a  month  and  turning  a  profit.  Since 
then.  Cooper  has  found  " 
advertisers  who  want  to 
reach  his  150,000  well- 
heeled  customers,  and 
the  additional  revenues 
are  expected  to  boost 
sales  to  more  than  $4 
million  for  the  year. 

Web  companies  mov- 
ing the  other  way — 
from  an  advertising- 
supported  model  to  a 
subscription/advertising 
mix — face  a  bigger  hur- 
dle. If  consumers  balk 
at  paying,  the  audience 
will  shrink  and  any 
gains  from  new  sub- 
scription revenue  may 
be  wiped  out  by  a  pos- 
sible falloff  in  ad  sales. 

But  the  pressure  to 
turn  Web  sites  from 
moneylosers  to  money- 
makers is  forcing  more 
companies  to  take  the 
chance.  This  fall,  there 
will  be  a  number  of 
high-profile  experi- 
ments. Time  Warner 
plans  to  start  charging 
for  Pathfinder  Personal 
Edition,  a  collection  of 
Pathfinder  material  cus- 
tomized for  each  sub- 
scriber. And  on  Nov.  1, 
Microsoft  will  begin 
charging  $19.95  for  a 
yearly  subscription  to 
Slate,  the  Online  maga- 
zine created  by  Michael 
Kinsley.  "Customers 
will  pay  for  good  con- 
tent," argues  Laura 
Jennings,  vice-president 
;  of  the  Microsoft  Net- 
work (msn).  "I  do  not 
think  advertising  is  the 


Though  advertisers  are 
^  rushing  to  the  Web,  ads  art 
not  "the  whole  answer,  at 
least  not  in  the  next  five  years," 
says  Microsoft's  Jennings 

whole  answer,  at  least  not  in  the  next  five  years.  So  I'm  a  b 
believer  in  subscriptions." 

While  former  New  Republic  editor  Kinsley  finds  out  if  c 
bemauts  will  pay  for  his  new  publication,  New  Republic  chai 
man  and  current  editor  Martin  Peretz  will  be  undertaking 
similar  experiment.  Along  with  James  Cramer,  a  hedge-fur 
manager  and  financial  columnist,  he's  launching  The  Street.cor 
an  online  publication  for  investors  that  promises  up-to-th 
minute  news  and  features — with  a  "slightly  irreverent"  ton 
It's  scheduled  for  a  late-October  debut,  and  the  founders  sa 


ADVERTISING 


The  Education  of  a  Web  Searcher 


nfoSeek  didn't  set  out  to  be  the  biggest 
advertising  venue  on  the  Web.  In  fact,  it 
didn't  even  think  about  ads  when  it 
began  in  January,  1994,  as  a  subscription 
service:  For  $9.95  a  month,  Internet  users 
could  browse  various  online  publications 
and  databases.  But  it  turned  out  few  were 
willing  to  pay,  so  InfoSeek  (infoseek.com) 
made  searches  free  and  kept  a  "profession- 
al" subscription  service.  That  was  killed 
last  month.  "You  have  to  continually  modify 
your  business  model  because  the  Internet  is 
just  getting  established,"  says  President 
and  ceo  Robert  E.  L.  Johnson  III. 

That  willingness  to  adapt  paid  off.  InfoSeek 
is  now  one  of  the  most  popular  free  "search 
engines,"  attracting  millions  of  surfers  looking 
for  goodies  on  the  Web — and  lots  of  advertis- 
ers hoping  to  reach  them.  Ad  revenue  was  $1 
million  last  year  and  leaped  to  $5  million  in 
the  first  half  of  1996.  Profits  are  a  different 


INFOSEEK'S  JOHNSON: 


story:  InfoSeek  spends  heavily  on  promotion 
to  attract  new  surfers,  including  $5  million  a 
year  for  a  coveted  slot  on  the  opening  screen 
on  Netscape  Communications  Corp.'s  home 
page.  So  far  this  year,  InfoSeek  has  racked  up 
$8.3  million  in  losses. 

Yet  the  company  continues  to  write  new 
rules  for  Web  advertising.  It  was  the  first  to 
charge  per  impression,  the  way  other  ad  me- 
dia do.  And  it  was  the  first  search  engine  to 
sell  ads  linked  to  the  keywords  that  surfers 
type  in.  If  you  search  for  "diamond,"  for  ex- 
ample, the  results  will  likely  come  back  with 
an  ad  from  a  jeweler.  InfoSeek  charges  adver- 
tisers $20  per  1,000  impressions  for  regular 
pages;  spots  linked  to  keywords  are  $50. 
DETAILED  DEMOGRAPHICS.  Now,  InfoSeek  is 
further  refining  its  technology  to  produce 
better  searches  and  more  targeted  ads.  It's 
using  new  software  to  track  where  a  cyber- 
surfer  goes.  That  helps  predict  what  a  con- 
sumer will  want  from  the  next 
search.  In  the  process,  InfoS- 
eek gathers  detailed  demo- 
graphic data  from  which  it  can 
build  lists  of  consumers  with 
specific  traits — and  charge  ad- 
vertisers a  premium  to  reach 
them. 

Eventually,  InfoSeek  will 
start  looking  less  like  a  search 
engine  and  more  like  an  intelli- 
gent clipping  service,  gathering 
information  tailored  to  each 
consumer.  It  figures  surfers 
might  pay  for  more  high-value 
data.  And  that  could  be  Info- 
Seek's  next  adaptation. 

By  Larry  Armstrong 
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The  new  numbers  are  in  on  e.Schwab™ 


Introducing  a  New 
Low  Commission  from  the 
Leader  in  Electronic  Brokera 


:e. 


Schwab  is  #1  in  automation. 


Smart  Money 

July  1996 


e.Schwab's  new  low  price:  $29.95. 

Now  an  e.Schwab  Online  Investing " 

account  is  an  even  smarter  decision. 
You'll  pay  just  $29.95  per  equity  trade  up 
to  1,000  shares  and  you'll  get  all  this: 

Confirmation 
of  market 
orders  in 
seconds. 
Charting  and 
graphing 
capabilities. 
Access  to 
news  and 
company 
reports. 


Get  complimentary 
e.Schwab  software 

when  you  open  your 
account.  Plus: 

•  One  company  report 

•  60  minutes  of 
access  time  to  S&P 
MarketScope® 

•  One  mont  h  of  Reuters® 
Money  Network 

It's  a  $  140  value. 


Schwab  executes  over 
one-third  of  the  entire  industry's 
retail  online  trades. 

When  Si  in  t  rtMonetj  magazine  rated  the 
major  discount  brokers  in  a  number  of 
categories,  Schwab  came  in  number  one 
in  automation.  That  means  you'll  have 
some  definite  advantages  with  Schwab. 

•  More  confidence:  Schwab  has  been 
a  leader  in  online  investing  for  over 
;i  decade. 

•  More  accessibility:  Our  system  has 
been  designed  for  high-volume  days 
when  the  market  is  moving  fast. 

•  Faster  service:  Our  goal  is  to  answer 
your  phone  calls  within  60  seconds. 


More  good  numbers 
on  e.Schwab 


$000 1  No  Schwab  charge  for 


connect  time. 


|  Open  your  account  by  December 
$QOOl  31,  1996,  and  you'll  never  pay  a 
J  quarterly  fee  for  the 
life  of  your  account. 


Open  your  account  now 

and  the  portfolio  management 
software  is  on  us.  Plus,  we'll 
waive  the  quarterly  fee. 

1-800-e-Schwab 


ext.  101 


http://www.schwab.com 


e.schwab 

online  investing  from  F Charles  Schwab 


©1996  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (9/96) 


*SmarlMoney  is  a  joint  venture  of  Dow  Jones  &  Co.,  Inc.  and  Hearst  Publications. 


What's  cooking?  Thanks  to  us,  thousands  « 

Want  to  play  a  big  part  in  this  picture?  Our  low  risk,  high  return  decision  supp* 

To  connect  with  Tail; 


How  to  jump  from  the  store  shelf  to  Jake's  pantry? 
Tandem  decision  support  solutions  help  ensure  you 
have  the  right  product  at  the  right  place  at  the  right 
time  —  without  increasing  your  inventory  costs. 


How  do  you  make 
the  right  calls  in 
Telco?  MaryAnn 
keeps  getting 
beeped  with  call 
waiting.  Maybe  it's 
time  to  move  her 
to  a  two- line 
upgrade.  Tandem 
decision  support 
can  help  you  get  a 
better  handle  on 
her  usage  so  you 
can  provide  prod- 
ucts and  services 
to  meet  her  needs. 


jsinesses  have  a  better  idea.  ^  TANDEM 

lutions  can  quickly  give  you  the  competitive  advantage.  Call  us  to  learn  more. 

puters  Incorporated  in  North  America,  call  1-800-NONSTOP  ext.  90.  Or  reach  us  on  the  Internet  at:  http://www.tandem.com 


Special  Report 


they  hope  for  500,000  subscribers  within  two  years.  Fees  have 
not  been  decided. 

Microsoft  will  take  another  stab  at  subscription  services  in 
October,  too.  That's  when  msn  reemerges  as  a  Web  service. 

For  programming  that 
ranges  from  Star  Trek 
and  Entertainment 
Tonight  to  all  sorts  of 
online  special-interest  sections,  the  software  giant  plans  to 
charge  $6.95  a  month  to  subscribers  who  have  their  own 
Internet  access.  But  customers  who  buy  Internet  service 
through  msn  will  pay  $19.95  a  month  for  20  hours  of  use — 
comparable  to  other  Internet  access  services  and,  in  effect, 
making  the  content  free. 

VIDEO-GAME  EXPERIMENTS.  The  most  widely  watched  test  will 
be  The  Wall  Street  Journal's.  On  Sept.  21,  the  newspaper's 
Interactive  Edition,  which  had  been  offered  since  April  for 
free  on  the  Web,  will  switch  to  subscription  (page  110).  "At 
this  point,  the  subscription  model  is  completely  unproven," 
says  Mark  Mooradian,  a  senior  analyst  at  Jupiter.  But,  he 
adds:  "If  anyone  can  do  it,  they  can." 

Meanwhile,  away  from  the  glare  focused  on  Microsoft  and 
the  established  media  companies,  there  are  lots  of  experi- 
ments in  subscription  Web  services.  Entertainment  compa- 
nies, including  MPath  and  Total  Entertainment  Network  (ten), 

plan  to  start  charging   

users  of  online  games  $2 
or  so  for  each  hour  of 
play — and  will  offer  vol- 
ume discounts  for  heavy 
users.  3DO,  a  maker  of 
video  games,  will  begin 
charging  $9.95  a  month 
in  October  for  access  to 
its  Medieval  game 
world,  Meridian  59.  Ge- 
nie Interactive  and 
Imagination  Network, 
which  was  recently 
bought  by  America  On- 
line Inc.,  also  will  launch 
subscription-based  en- 
tertainment sites  this 
fall. 

Little  by  little,  con- 
sumers are  expected  to 
become  more  accus- 
tomed to  paying  sub- 
scription fees — just  as 
they  have  made  the 
move  from  free  broad- 
cast tv  to  cable  service. 
Still,  the  Jupiter  re- 
searchers figure  that  by 
2000,  only  40%  of  Web 
surfers  will  pay  for 
such  services.  That  will 
keep  subscriptions  the 
least  likely  source  of 
revenue  on  the  Net — 
reaching  only  $966  mil- 
lion at  decade's  end. 

For  now,  however,  all 
the  multibillion-dollar 
markets  in  cyberspace 
are  only  a  speculative 
gleam  in  forecasters' 
eyes.  Before  they  be- 
come reality,  the  Net 


<^  Little  by  little,  consumers 
♦*  0  are  expected  to  become 
more  accustomed  to  paying 
subscription  fees-just  as  they 
moved  from  broadcast  to  cable  TV 

has  to  continue  to  evolve.  The  explosive  growth  of  electro 
ic  commerce  will  depend  on  better  payment  systems.  And 
huge  market  for  online  content  won't  be  practical  until  the  I 
ternet's  pipes  can  efficiently  deliver  the  sound,  video,  and  a 
imation  that  will  appeal  to  a  mass  audience. 

None  of  these  obstacles,  though,  is  likely  to  faze  the  clev 
entrepreneurs  and  businesspeople  who  already  have  fou 
ways  to  make  money  on  the  Web.  The  returns  may  be  me 
ger,  but  these  pioneers  aren't  a  bit  disappointed.  Just  ask  c 
now's  Jason  Ohm.  "At  10%-to-15%  growth  a  month?"  he  as 
in  exasperation.  "It's  easy  for  me  to  be  tired.  But  it's  hard 
be  disappointed." 

By  Kathy  Rebello  in  San  Mateo,  with  hairy  Armstrong 
Los  Angeles,  Amy  Cortese  in  New  York,  and  bureau  repo 


FOOD 


Italian  Sausage  that  Sizzles  in  Cyberspace 


Fi 


lor  years,  cus- 
tomers at 
Eastern  Meat 
Farms  would  ask 
the  owners  to  ship 
their  delicious 
sweet  sausages, 
hard-to-get  Cro- 
tonese  cheese,  and 
semolina  bread  to 
relatives  across 
the  country.  But 
the  owners  of  the 
Franklin  Square 
(N.  Y.)  Italian 
market  didn't 
think  there  was 
enough  volume  to 
justify  the  effort. 

Then  along  came  the  Internet,  and 
Salami.com  was  born.  Last  January,  owners 
Richard  Lodico  and  Vinny  Barbieri  put  up  a 
Web  site  from  which  they  offered  to  ship 
fresh  pastas,  cheeses,  meats,  and  breads  any- 
where. "The  parking  is  easy,  there  are  no 
checkout  lines,  we  are  open  24  hours  a  day, 
and  we  deliver  right  to  your  door,"  reads 
their  pitch  at  Salami.com's  site. 
TOKYO  PACKAGE.  You  couldn't  call  it  an 
overnight  sensation.  The  first  order  didn't 
arrive  until  February,  and  it  was  from 
Japan.  The  $69  in  shipping  costs  nearly  ri- 
valed the  $87  order  for  pasta.  "We  almost 
died,"  says  Lodico.  But  the  customer  let 
them  know  it  was  no  problem.  He  was  sav- 


LODICO  AND  BARBIERI 

part  of  the  business — 


ing  about  $150  not 
buying  the  Italian 
delicacies  locally. 

But  Lodico  and 
Barbieri  stuck  with 
it.  Today  they  do 
$8,000  a  month  on- 
line— a  fraction  of 
the  $6  million  vol- 
ume at  the  super- 
market but  a  part 
of  the  business 
that's  growing  and 
profitable.  Monthly 
Web  costs  are 
$1,800,  mostly  in 
fees  to  an  Internet 
service  provider. 
"It's  a  real  money- 
maker," says  Lodico.  "It's  really  catching  on." 

They  credit  much  of  their  Web  success  to 
using  the  same  principle  they  do  in  their 
brick-and-mortar  business:  First-class  cus- 
tomer service.  When  shoppers  place  orders, 
the  store  immediately  E-mails  back  confirma- 
tions. If  an  item  is  out  of  stock,  someone 
telephones  the  customers  to  let  them  know. 
Each  box  is  carefully  packed  with  styrofoam 
and  ice  packs,  and  sometimes  the  owners 
even  slip  in  gifts  of  balsamic  vinegar  and 
Italian  cookies  with  personalized  notes.  Says 
Lodico:  "We  talk  to  people  all  over  the  world 
now.  We  get  thank-you  cards.  I  like  it.  It's 
the  future."  Buon  appetito. 

By  Kathy  Rebello 


:  Salami.com  is  still  a  small 
but  growing  and  profitable 
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Technology  continuously  changes  the  way  we  do  business.  To  help  maintain  the  competitive  edge, 

business  professionals  are  constantly  looking  for  new  products  and  services. 
That's  where  the  Technology  Guide  steps  in.  This  advertising  directory  of  technology  marketers 
provides  both  readers  and  advertisers  with  invaluable  contacts— instantly. 

For  fast  response,  call  the  phone  numbers  within  each  advertisement,  mail  in  the  reader  response  card, 

or  use  the  toll  free  fax-on-demand  service. 


Toll  Free  Fax-On-Demand 

Immediately  retrieve  useful,  detailed  information  about  any  or  all  of  the 
Technology  Guide  advertisers— all  through  the  convenience  of  your  fax  machine. 
Call  800-217-3153,  then  enter  the  specific  access  code  below: 


1.  AG  Communications 

2.  APC 

3.  Auto-By-Tel 

4.  BroadVision 

5.  Camelot 

6.  Datamax 

7.  DataViz 


1001  8.  Interse 

1002  9.  ITT  Industries 

1003  10.  Laser  Substrates 

1004  11.  Microcom 

1005  12.  MobileData  Com. 

1006  13.  NetBase 

1007  14.  Omicron 


15.  Performance  Tech.  1015 

16.  Premenos  1016 

17.  Private  Industry  Council  1017 

18.  Reality  Interactive  1018 

19.  Verbatim  1019 

20.  Vision  Systems  1020 


Within  minutes,  your  requested  information  will  be  faxed  directly  to  you. 

Advertisers,  for  more  information  on  upcoming  Technology  Guides,  call  800-217-3071. 

Opportunities  still  available  for  1996: 


Issue  Oate 
November  25 
December  30 


Closing  Date 
September  30 
November  4 


Editorial  Reports  .   . 

Small  Business  Technology 

Yearend  Double  Issue/1997  Investment  Outlook 


ED!  over  the  Internet 


Premcnos  is  .1  worldwide  indus- 
try leader  of  electronic  commerce 
and  EDI  technology.  We're  also 
the  first  software  provider  to 
enable  low-cost,  high-speed  EDI 
over  the  Internet. 
Now  in  its  second  release,  the 
Templar   Suite  arms  your  business 


with  more  ot  the  proven  security, 
manageability  and  performance 
you  need  to  harness  the  most 
pervasive  network  available. 
To  sec  how  Templar  fits  your 
business  strategy,  simplv  call 
1 -800-480-4334  and  ask 
tor  your  tree  Executive  Overview. 


Premenos 


Business    Beyond  Barriers" 

wAvw.premenos.com 


Need  to  print  bar  code  labels? 

Demand 
Datamax. 


Datamax  knows  bar 
code  labeling  better 
than  anyone.  That's  why  Datamax  is  the 
first  choice  of  small  businesses  and  multi-nationals. 

Datamax  has  the  world's  largest  installed  base  of  thermal 
bar  code  label  printers.  The  industry's  broadest  product 
line.  And  the  world's  best  network  of  resellers  and 
systems  integrators  for  worldwide  service  and  support. 

From  compact,  transportable  printers  to  rugged,  industrial 
workhorses,  we  have  what  you  need  to  print  perfect  bar 
codes.  For  product  literature,  call  800/816-9549, 
ext.  300  or  fax  319/395-9719.  To  speak  with  a  Datamax 
representative,  call  our  sales  office  at  612/946-0026. 

DATAMAX 

7500  Flying  Cloud  Drive-Suite  655 
Eden  Prairie,  MN  55344 
http://www.datamaxcorp.com 


I: 


Everywhere,  everyday, 
every  time  you  make  a 
connection,  you're 
touched  by  Microcom. 

Microcom  is  an  industry  leader  in 
the  technological  development  and 
distribution  of  remote  access  solu- 
tions adopted  by  millions  of  users 
worldwide,  particularly  those  using 
the  Internet  and  corporate  intranets. 
Microcom's  numerous  innovations  in 
modem  technology,  network  man- 
agement, and  access  software  have 
opened  the  door  to  our  new  and 
exciting  partnerships  Staph  as 
Microsoft,  Netscape,  Cso  Systems, 
Bay  Networks,  Hewlett  Packard,  and 
Gandalf  Technologies. 

800-822-822' 

FMconnection:  1-800-285-2802 


All  the  Right  Connections. 


t  p  :  7  /  www  .  m  i  mjr-  ocom.com/ 


USA  (617]  551-1000  •  UK.  (44)  1  483  242  800  •  France  33  (1)  46  62  68  6%"  Singapore  (65)  348-6628  Australia  (612)  418-6688  • 
Germany  (49)  231  90  26  610  -  Japan  (81)  3  3278  1041  •South  Alrica  (27)  11  320  6889 
•  Latin  America  (9S4)  783-2497  •  Czech  Republic  (42)  49  541  0190 
©  Microcom,  Inc.  All  rights  reserved. 


vision  systems  inc. 
160  north  craig  St. 
Pittsburgh,  pa  15213 
phone:  412-621-8452 
fax:412-681-8128 
saies@visionsystems.com' 


specializing  in  business-driven  solutions 

i  ! 

secure  electronic  commerce 
online  commodities  trading 
sales  force  automation 
custom  intranet  solutions 
internet  integration 
world  wide  web  services 

www.visionsystems.com/bw/ 
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„  ONTHKINTFR^ 


Car  Buying  Pain  Relief 

Auto-By-Tel.  The  newest,  fastest,  most  hassle-free  way 
ever  invented  to  buy  a  new  car.  And  it's  FREE!  No  fees.  No 
clubs  to  join.  Not  just  a  "shopper's  guide"  or  directory. 

Visit  Auto-By-Tel  online  today.  Join  the  hundreds  of  thou- 
sands of  customers  who  have  saved  time,  money  -  and 
headaches  -  by  using  this  revolutionary  new  program! 


iittp ://ww w. autobytel . com  ^ 


LOW-COST  LOW-COST  «KWT 
EAR  BUYING  INSURANCE  FINANCING 


-  m 


USA  ▼CANADA 


Uso  on  America  Online,  Prodigy,  CompuServe  and  Microsoft  Network. 


©  1996  Auto-By-Tel  Corporatic 


roducts  let  you  mine  virtually  any 


type  of  information  fin  any  level  of 
detail  from  your  web  sites>, 

For  your  free  evaluati^,  just  v^o  to: 

www.interse.conn 

Seize  the  opportunity.  ML 
After  all,  your  most 
valuable  assets  belong  mm 
in  your  hands.  (PF' 

■ 

©  1996  Inters^  Corporation  All  rights  reserved.  Interse  is  a  registered  trademark  ' 
and  Interse  market  focus  and  the  Interse  logo  are  trademarks  ot  Interse  Corporation 


What  Could  Be  Better 

Than  Free  Long  Distance? 

Digiphone'"  Deluxe  is  voice  communications  software  that 
allows  you  to  talk  long  distance  for  free  over  the  Internet.  So 
what  could  be  better  than  that?  According  to  our  competitors, 
nothing.  But  to  us,  how  about  Voice  Encryption,  so  all  your 
calls  are  totally  private?  Or  Conference  Calling,  so  three  people 
can  talk  for  free  at  once?  Or  maybe  Netscape  Navigator'"  2.0 
bundled  in  the  box?  Digiphone  Deluxe  offers  this  and  more. 
So  while  the  competition  can't  do  much  better  than  free  long 
distance,  we  did. 


Digiphone  Deluxe. 

CALL  ANYWHERE. 
TALK  FOREVER. 
NEVER  PAY 
LONG  DISTANCE. 

Available  at:  Best  Buy, 
Computer  City,  Comp  USA, 
EggHead  and  other  major 
software  retailers. 
To  locate  the  retailer 
nearest  you  call, 

1-800-950-3341 

For  a  free  30  day  trial,  visit 
us  at  our  Internet  address, 
http://www.digiphone.com 


w 
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DiqiPhone 

wdeluxe 


DELUXE 

The  Complete  Internet  Phone  System 

(?Third  Planet  Publishing,  A  Subsidiary  of  Camelot  Corporation  (NASDAQ  Symbol  CAML) 


EXPAND  THE  POWER  OF  YOUR  NETWORK 


MPEG2 
VIDEO 

ATM 


®  AG  Communication  Systems 


1-888-888-A(5CS  www.agcs.<,om 


Be  More  Productive  on 
the  Internet  with  DataViz! 


WEB  BUDDY 

Your  Browser's  Best  Friend! 


for  Windows  95  &  Mac 


Take  Web  pages  &  sites  "To  Go"  down  to 
your  computer  for  "offline"  browsing  - 
anywhere,  anytime! 

Schedule  pages  &  sites  to  be  automatically 
"delivered"  from  the  web  to  you! 
Convert  Web  pages  &  graphics  for  use  in 
your  favorite  programs  (with  formatting  intact!) 
All  this  and  more  while  you're  in  your  favorite  browser! 


CONVEI 


for  Windows  3.1,  95  &  NT 


Solve  Your  E-mail  Enclosure  Problems  Now! 

•  Identifies  your  e-mail  enclosures  and 
the  programs  that  created  them. 

•  Gives  you  a  preview  of  the  files. 

•  Converts  the  files  to  your  favorite  program, 
with  all  formatting  intact  -  even  if  they're 
from  a  Macintosh! 

•  Translates  word  processing,  spreadsheet, 
database  and  graphic  files. 

For  More  Information: 
800-270-0030  ext.  151 

http://www.dataviz.com 


CONVErW 


DATA 


QIC  EXtra.  PROOF  ONCE 
AGAIN  THAT  BIG  THINGS 
COME  IN  SMALL  PACKAGES 

\ferbatim 


Your  best  defense  against  data  loss 
■rmation  about  the  OIC-EXtra  family  of  high  capacity 


The  PC  &  Mac  File  Compatibility  Specialists 


Branch 


&  Discover.., 
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a  new  interactive 
way  to  pick  the  best 
\job  applicants  with 


fork-Web!  # 


Work-Web   is  an  internet  employee  recruitment  service 

that  lets  you  post  job  openings,  advertise  opportunities  and  recruit 
the  best  candidates  available.  List  your  positions  -  locally  or 
nationally  -  in  a  secure  database  and  at  your  convenience. 

Visit  us  at:  http://www.work-web.com 

and  advertise  your  openings  today  or  call  us  to  set  up 
Work-Web  for  your  company. 

Discover  the  latest  in  a  no-cost  employee  recruitment  service! 

*  provide  your  company  profile  *  review  and  screen  resumes 

*  advertise  your  job  openings  *  easy,  accessible,  no-cost 

*  update  or  change  information  *  no  space  or  time  limits 


Council  of  Columbus  &  Franklin  County,  Ohio,  Inc. 
1  us  toll  free  at  1-888-WRKWEB1 


Visit  APCs  PowerPage™  at 
http://www.apcc.com 

...and  get  FREE  STUFF! 


American  Power  Conversion's 
interactive  PowerPage  "  *e^°v 
leads  you  to  clean  safe 
power.  Take  a  tour  of 
APCs  Corporate  head- 
quarters; download  infor-  a» 
mation  ranging  from  tech- 
nical specifications  to  cus- 
tomer endorsements  and 
photos;  and,  unravel  the  mys- 
teries of  power  protection. 


Dynamic,  interactive  features  tt,u 
and  links  to  other  exciting 

home  pages  make  PowerPage  one  of  the  hottest  pages  on  the 
World  Wide  Web.  Navigate  to  http://www.apcc.com  today. 


•  Want  a  FREE  t-shirt?  In  the  Free  Stuff  sec- 
tion, download  software  demos,  screen 
savers,  or  win  free  APC  prizes! 

•  Questions'  Shoot  into  ourTechnicaJ 
Support  section  and  get  your  answers  from 
our  on-line  support  staff. 


•  Lost?  "The  Look-UPS  ''  querying  tool 
makes  finding  the  right  information  a 
breeze. 

•  Not  sure  which  UPS  you  need'  Use  the 
Size-UPS u  tool.  The  Interactive  Dealer 
Locator  finds  the  APC  reseller  nearest  you. 


(800)800-4APC 

1 32  Fairgrounds  Road 

West  Kingston,  Rl  02892 


AMERICAN  POWER  CONVERSION 

http://www.apcc.com 
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Good  afternoon,  Harry.    How' d  you  know 

il  was  me'.' 


I  never  forget  a  voiceprint,  Harry. 
Not  since  I  got  ITT's  SpeakerKey,  the 
world's  best  voice  verifier. 

There  are  lots  of  people  out  there  with 
stolen  passwords,  Harry,  who  want 
access  to  your  computer  accounts. 

SpeakerKey  uses  your  own  voice  to  make  a 
positive  ID  -  just  like  using  your  own 
fingerprints  -  before  access  is  granted. 

You  can  use  your  own  voice  as  a  lifetime 
password,  Harry  -  you  won't  forget  it. 
And  SpeakerKey  can  sav  e  you  money  too. 

Call  SpeakerKey.  Tell  'em  I  sent  you. 
Have  a  nice  day  now. 

SpeakerKey   by  ITT  Industries 

(219)487-6321   -  (219)  487-6126  (fax) 
speakerkey@itt.com  -  www.speakerkey.com 
dial-in  demos:    (800)775-7515  /  (619)578-6423 


Why  voice 
verification? 


How  doe. 
it  work  '. 


What  else 


How  do  I  get 
more  info '.' 


Jim  Webber 

Executive  Director 


Allstate 
Ameritech 
Avon  Products 
Bell  South 
Coca  Cola 
GTE 

Home  Depot 
IBM 

Kraft  Foods 
Merck 

Morgan  Stanley 
Pfizer 

The  Prudential 
RR  Donnelley 
Warner  Lambert 
and  many  more 


Is  Your 
Company  Fully 
Exploiting  the  Net? 

Are  you  sure? 

The  best  way  to  realize  the  full 
potential  of  Internet  opportunities 
is  to  align  with  industry  leaders. 


Join  our  unique  membership  group  of 
100+  major  organizations  sharing  a 
common  goal:  improving  the  bottom-line 
contribution  of  information  technology 
through  a  leveraging  of  multi-company 
insights,  resources  and  buying  power. 

Don't  face  the  emerging  Internet  alone. 
Harness  it  with  the  help  of  the  world  s 
leading  companies.  Contact  Jim  Webber 
or  visit  our  web  site  for  complete  details. 


omicron 

The  Center  for  Information 
Technology  Management 

http://www.omicronet.com 
1-888-OMICRON 


four  $2.90  certified  mail 
Actually  costs  you 


BroadVision  Brings 


If  you're  handling 
your  certified  mail 
without  PostMaster 
for  Windows*  you 
really  are  wasting 
your  money,  by 
wasting  your  staff's 
productive  time. 

•  Postmaster  is  a  powerful 
single  or  multi-user  software 
system 

•  Performs  MAIL  MERGE  with 
WordPerfect™.  MS  Office,  MS 
Word  and  other  popular  Windows 
word-processing  programs 


•  Imports  addresses  from  existing 
databases 

•  Automatically  prints  all  Postal 
Service  required  documents 

•  Automatically  calculates  and  prints 
postage  and  fees 

•  Tracks  all  certified  mail 

1  Exports  costs  and/or  article  numbers 
to  individual  client  or  job  files 


e  PostMaster  softw  are  system 
nls  &  tracks  the  Laser  Certified  Mailer 
■liable  for  immediate  shipment  from 
ier  Substrates.  Inc. 

Unfi  The  Standard  In  Document  Technology 


or  a  free  30  day  evaluation, 
ill  toll  Free  1-888-727-2000 

llysi,  Available  Upnn  Rc.iiK'*t  WordPerfeu     a  register  trad' 


With  PostMaster, 
you'll  find  sending 


certified  mail  has  a 
'  never  been  easier.  <Jp 
quicker  or  less 
expensive. 

W 


C*C         ,„  the  Wet 


'By  1997,  software  products  like  BroadVision 
One-Tb-One"  will  transform  the  Web  from  an 
anonymous,  mass-surfing  medium  to  a  personalized 
digital  experience." — Forrester  Research,  Inc 


www.broadvision.com  -  ■* 


Foi  analyst  reports  on  BroadVision  from  Forrester 
Research,  Gartner  Group  and  Patricio  Seybold  Group 
call  BroadVision  at  1.800.406.9207 


■J&t 


BroadVision 

The  Om-Tc-Onr  Soft-wart  Compai 


The  Simplest,  Safest 
Way  to  Connect  Your  LAN 
to  the  Internet 


Hire  network  to  the  Internet  through  u  single  IP addrei 


Instant  Internet  provides: 

•  Robust  management  tools 

Ensure  productivity.  Tell  users  when  and 
where  they  can  and  cannoi  go  on  the  Internet 

•  Complete  security 

Keep  hackers  off  your  network 

•  Easy  install 

Plug-and-play  installation  without  any 
reconfiguration  of  your  LAN 

10%  0[I  800-784-4638 

^  performance  technology  www.instant.net 


I  he  NetBase  LookAT  Product  Suite  is  a  flexible, 
dynamic  resource  management  tool  for  Pricing, 
Budgeting  and  Allocation. 

■  Provides  oversight  of  company  resources  from 
bidding  through  project  completion 

■  Operates  on  Windows  and  Windows  NT 

■  Voice  enabled  version  available 

Spend  less  time  searching  for  and  gathering  data  and 
more  time  analyzing  accurate  and  timely  information. 


Look  us  up  on  the  web: 
http://www.4neti.3se.com. 

Microsoft 

NetBase  and  LookAT  are  registered 
trademarks  of  NetBase  Corporation. 
Microsoft,  Windows  and  Windows 
NT  are  registered  trademarks  of 
Microsoft  Corporation 


NetBase 

CORPORATION 

4443  Brookfield  Corporate  Drive 
Chantilly,  VA  20151 

Contact  NetBase  Corporation 

at  1-888-4-LookAT  (1-888-456-6528) 

or  (703)  814-4045. 


Applications 


The  RoadRunner's  unique 
combination  of  performance, 
configurability,  ease  of  use,  and 
in-vehicle  design  offers  the  ideal 
mobile  computing  solution  for  a  number 
of  applications,  including: 


Fire  Departments 
Law  Enforcement 
CDPD 

Public  Utilities 
Emergency  Management 
GPS 

Transportation 
Mapping 

Automatic  Vehicle  Location 
Office  In  the  Car 
Wireless  Data  Messaging 
Military 
Aviation 


Small  8x1 1  inch  size 
Temperature  Tolerant 
from  -20c  to  +85c 
Color  Touch  Screen  Display 
Metal  Casing 
Expands  to  32  MB  RAM 
Easy  Docking 


MDC 


MobileData 

10850  N.  24th  Avenue.  Suite  101 
Phoenix,  Arizona  85029 
FAX  (602)  678-4471 


Multimedia  for  the 
Business  World 


Reduce  Pollution 


El 


ISO  14000  Conformance  Series 
Pollution  Prevention 

•  develop  your  environmental  management  system 
•  identify  pollution  sources 
•  reduce  your  pollution  output 


Document  Quality  Improvement 


ISO  9000  Registration  Series 
•  educate  your  enterprise 
•  plan  your  system 
•  control  your  activities 
•  develop  your  documentation 


Meet  Customer  Requirements 


QS-9000  Compliance  Series 
•  analyze  your  business 
•  document  your  procedures 
•write  your  quality  manual 
•  audit  your  quality  system 


To  Order  or  For  More 
Information  Contact  Us: 
1-800-675-7789 
www.reahoois.com 


The  Workplace 


HONS 


iEADING,  WRITING, 

NO  REPLACEMENT  WORKERS 

eveland  is  taking  desperate  measures  to  keep  schools  open 


1  strike  was  possible,  and  all  the 
i  preparations  were  under  way.  Offi- 
leials  placed  advertisements  in  15 
tvspapers  in  Ohio,  New  York,  and 
nnsylvania,  recruiting  replacement 
rkers  at  a  rate  of  $175  a  day.  Would- 

strikers  were  told  their  health  in- 
■ance  would  be  cut  off  if  they  walked, 
jiagement  even  hired  a  private  se- 
ity  force  at  $65,000 
lay  to  take  pictures 

strikers  and  docu- 
:nt  any  violence  or 
/-breaking. 
Caterpillar  girding 
■  another  go-around 
th  the  United  Auto 
irkers?  Hardly.  That's 
w  Cleveland  kicked 

the  new  school  year, 
e  city's  public  schools 
fe  recruited  1,500  re- 
icement  teachers  to 
'  and  do  the  jobs  of 
I  4,500  who  could  go 

strike  Sept.  16.  Ac- 
i  illy  putting  so  many 
)lacements  to  work  in 
eg  classroom  would 
^resent  a  new  exper- 
ent  for  a  major  ur- 
n  school  district. 
EP  DEBT.  Cleveland's 
I  tit  is  over  officials'  con- 
ltion  that  winning  coll- 
isions from  teachers  is 
itral  to  fixing  the 
100I   system,  which 
:es  a  $23  million  oper- 
ng  deficit  this  year  be- 
ase  of  $20  million  in 
ending  for  court-ordered  desegrega- 
n.  "This  district  is  beyond  broke,"  says 
perintendent  Richard  A.  Boyd.  Adds 
Strict  negotiator  Martin  T.  Wymer: 
/e're  well  over  $150  million  in  debt  on 

operating  budget  of  $450  million.  You 
ildn't  run  a  business  that  way." 
Teacher  givebacks  are  only  part  of 

overall  plan  to  balance  the  system's 
dget,  says  Gilman  R.  King,  a  crisis 
inager  hired  by  a  group  of  Cleveland- 
sa  ceos  to  help  the  district.  King  is 
king  district  suppliers  to  cut  prices 


by  7%,  and  officials  also  are  hoping  vot- 
ers will  pass  a  property-tax  levy. 

Everyone  agrees  the  district's  aca- 
demic record  is  miserable  as  well.  Just 
7%  of  Cleveland  students  are  likely  to 
graduate  with  passing  marks  on  12th- 
grade  proficiency  tests.  District  officials 
blame  the  teachers'  contract.  In  news- 
paper ads,  they  argue  that  teachers 


teachers  blame  the  budget  mess  on  mis- 
management, property-tax  abatements 
which  have  cost  the  schools  tens  of  mil- 
lions in  revenue,  and  misplaced  priorities 
in  state  school-funding.  The  union  has 
offered  a  one-year  contract  extension, 
with  no  wage  increase,  and  $3.3  million 
in  health-care  and  other  savings. 
LOST  PAY.  Officials  are  able  to  take  a 
hard  line  in  part  because  a  federal  judge 
placed  the  Cleveland  district  under  state 
oversight  in  March,  1995.  So  state  offi- 
cials can  override  the  local  school  board, 
some  of  whose  members  oppose  re- 
placements. If  the  state  can  keep  school 
officially  open,  regular  teachers  won't 
ever  make  up  pay  lost  in  a  strike,  as 
they  have  in  the  past  by  working  make- 
up school  days. 

The  two  sides  avoided  a  walkout  on 
Sept.  4  with  an  agreement  to  extend 


MARCHING  TEACHERS: 

Can  1,500  subs  do  the 
work  of  It, 500  teachers? 


the  contract  for  an  addi- 
tional 10  days.  But  since 
then,  battle  lines  have 
hardened.  At  a  Sept.  8 
naacp  meeting  during 
which  members  en- 
dorsed the  teachers' 
cause,  Democratic  U.  S. 
Rep.  Louis  Stokes  and 
most  of  the  city's  black 
political  leadership,  with 
the  notable  exception  of 
Mayor  White,  blasted 
state  officials  for  taking 
a  hard  line  in  a  district 
that  is  70%  black. 

I,,    ,     ,      ,  School  officials  are 

What  the  district  wants,  ana  the  teachers  response:  alg0  ta^jng  neat  over 

PAY  Reduce  the  average  salary  of  $42,000  a  year.  The  union 
wants  to  extend  the  current  contract  for  one  year. 


HIGH  NOON  IN  CLEVELAND 


BENEFITS  Contribute  more  to  health  plans.  Teachers  agreed  to 
some  concessions  but  call  the  proposed  156%  hike  unreasonable. 

WORK  RULES  More  flexibility  with  hours  and  after-school  meetings. 
Teachers  say  they  are  already  flexible  and  no  changes  are  necessary. 

DATA:  BUSINESS  WEEK 

aren't  in  the  classroom  long  enough 
each  day,  are  too  difficult  to  fire  for 
underperformance,  and  should  take 
more  responsibility  for  student  achieve- 
ment. "This  contract  is  killing  our  chil- 
dren," Mayor  Michael  R.  White  said  in 
a  recent  TV  interview. 

Yet  the  contract  is  roughly  compara- 
ble to  those  of  other  districts  in  the 
area  and  around  the  nation.  "Every- 
thing they've  pointed  out  is  a  standard 
item,"  says  27-year  veteran  science 
teacher  John  Hummer.  For  their  part, 


hiring  Vance  Interna- 
tional Inc.,  the  security 
company.  Vance's  Asset 
Protection     Team  is 
anathema  to  unionists, 
who  recall  its  work  at 
Caterpillar  Inc.,  the  De- 
troit newspapers,  and 
other   labor  conflicts. 
Vance  specializes  in  photographing  pick- 
et lines — to  intimidate  and  provoke 
strikers,  say  unionists;  to  document  vi- 
olence, says  President  Charles  F.  Vance. 

Cleveland  teachers  say  students  will 
simply  be  warehoused  if  there's  a  strike. 
Boyd  acknowledges  that  there  will  be 
few  "embellishments"  but  vows  that 
learning  will  go  on.  There's  still  time 
for  a  resolution.  But  Cleveland  is  look- 
ing more  like  Caterpillar's  Peoria  than 
anyone  would  ever  have  imagined. 

By  Zachary  Schiller  in  Cleveland 
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Social  Issues 


WORKFARE 


IS  THIS  THE  WAY 
OUT  OF  WELFARE? 

Tulsa's  aggressive  program  is  getting  noticed  nationwide 


By  the  time  President  Clinton 
signed  a  bill  to  push  welfare  re- 
cipients onto  payrolls,  Sandra  Bar- 
nett  had  made  the  transition.  She 
had  dropped  out  of  school  in  seventh 
grade,  become  pregnant  at  age  17,  and 
begun  a  seven-year  dependence  on  the 
American  welfare  system.  Now,  the  30- 
year-old  single  mother  of  two  holds  a 
full-time  job  earning  twice  the  minimum 
wage.  "I  just  bought  me  a  brand-new 
home  and  a  convertible,"  she  says. 

Bamett  is  the  product  of  Tulsa's  ag- 
gressive welfare-to-work  program,  which 
has  become  the  centerpiece  for  a  state- 
wide project  and  a  beacon  for  cities  na- 
tionwide. The  nonprofit  operation,  called 
IndEx,  is  unique  in  that  it  is  ran  by  the 
private  sector.  It  expects  to  put  100  peo- 
ple on  payrolls  this  year — about  the  same 
number  as  in  its  first  three  years  com- 
bined. "We're  living  Clinton's  dream  down 
here,"  says  Wayne  Rowley,  the  human 
resources  coordinator  at  the  local  Cham- 
ber of  Commerce  who  masterminded 
the  program.  "I'm  no  flaming  liberal. 


But  this  makes  good  business  sense." 

Indeed,  this  is.  no  charity  project:  It 
was  always  about  doing  business. 
IndEx — short  for  Industrial  Exchange 
Inc. — began  in  1992,  when  Wal-Mart 
Stores  Inc.  asked  its  biggest  fishing-reel 
supplier,  Zebco,  to  make  rods  in  the  U.  S. 
at  prices  competitive  with 
Asian  makers.  Zebco  was 
based  in  Tulsa,  where  the 
economy  had  just  re- 
bounded from  a  bad  oil 
slump  and  labor  was  get- 
ting scarce.  Rowley  pro- 
posed a  deal:  manufacture 
fishing  rods  inexpensively 
with  recipients  of  Aid  for 
Families  with  Dependent 
( 'hildren  (afdc). 

The  chamber  rented  a 
small,  defunct  elementary  school  and 
tapped  the  Human  Services  Dept.  for  40 
clients.  The  YWCA  provided  day  care,  and 
the  city  threw  in  transportation.  The 
workers  assembled  fishing  rods  four 
hours  a  day  and  spent  another  four  hours 


improving  their  reading  abilities.  T 

were  sanctioned  for  showing  up  late  >• 

missing  work,  and  learned  a  slew  of  i  $ 

skills:  How  to  use  a  computer  or  beh  e;J 


pi 


it: 


"BOOT  CAMP": 

IndEx  offers 
job  survival 
skills  to 
Tulsa  welfare 
recipients 


For  ail  its 
success,  IndEx 
is  voluntary  and 
hasn't  tackled 
hard-core  cases 


on  a  job  interview;  how  not  to  hit  a 
low  worker;  how  to  dress.  They  wor 
out  problems  that  kept  them  out  of  wt 
from  day  care  to  drags.  "I  think  o 
kind  of  as  a  boot  camp,"  says  Tim  W< 
berry,  the  director  of  IndEx,  "It's 
about  changing  people's  attitudes." 

Participants  typically  spend  six  mor 
in  the  program,  receiving  only  then-  v 
fare  checks.  After  they  pass  tests 
everything  from  drag  use  to  attendar 
they  are  funneled  into  jobs,  often  as  U  'Of 
porary  workers  for  the  first  30  days.  ' 

employer  pays  Ind 
$6.50  an  hour  for 
temp;  IndEx  pays 
employee  $4.50.  The 
mainder  is  split  betw 
worker's  compensat 
and  the  program's  coff* 
Those  who  make  it  through  the  trial 
up  on  the  corporate  payroll,  earning 
average  of  $6.50  an  hour. 

IndEx  produced  a  quarter  million  r< 
for  Zebco,  but  proved  to  be  too  small  li 
meet  the  growing  demand.  So  Zebco  s 
contracted  the  work  to  an  Asian-owi 
startup  nearby  and  IndEx  diversified 
now  packages  toggle  switches  for  H 
Inc.,  produces  catalogs  for  Laufen  Int 
national  Ceramic  Tile,  and  assemb 
mailings  for  Communications  Graphi 
a  printing  company.  More  than  300  peo 
have  passed  through  so  far.  "About  h 
went  back  to  watching  As  the  Wo 
Turns,"  Rowley  says. 
"MORAL  obligation."  Programs  such 
IndEx  have  gained  attention  in  t 
weeks  since  President  Clinton  signed  t 
Welfare  Reform  Act,  forcing  welfare 
eipients  to  find  work  or  lose  benefits, 
accepting  the  Democratic  nomination  1 
week,  Clinton  declared  "a  moral  oblij 
tion"  to  move  America 
off  welfare  and  into  jo] 
calling  on  employers 
"try  to  hire  somebody 
welfare,  and  try  hard." 

Yet  critics  say  it  va 
cost  states  billions  of  d 
lars  to  comply,  and  ther 
no  safety  net  for  com 
less  recipients  who  will 
unable    to    land  jol 
LaDonna  Pavetti  of 
Urban  Institute  in  Was 
ington  says  her  research  shows  that  h 
the  people  on  the  dole  have  nev 
worked  full-time  and  are  burdened 
low  skills,  substance-abuse  problems,  a 
mental  or  physical  illnesses.  The  pre 
lem  is  so  bad  that  even  regions  with 
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!  right  ingredients — low  unemploy- 
nt,  a  robust  economy,  a  low  percent- 
>  of  welfare  families,  and  strong  in- 
ltives  to  work — are  struggling  to 
ink  their  welfare  rolls.  "Getting  people 
j  the  labor  market  is  going  to  be  much 
•der  than  people  expect,"  Pavetti  says. 
Iulsa's  5,008  welfare  cases,  for  exam- 
,  amount  to  only  1%  of  its  population, 
d  because  IndEx  is  voluntary,  it  has 
to  tackle  the  hardest  core  of  unem- 
yed.  Still,  the  welfare-to-work  process 
daunting.  Many  of  the  city's  welfare 
es  have  severe  learning  disorders,  psy- 
dogical  problems,  or  addictions, 
lere's  a  certain  segment  that  will  nev- 
ever  hold  a  job,"  says  Galen  Haydon 
;he  Job  Development  Service  of  Tulsa. 
Uf»  OF  FAITH.  But  for  every  one  of  the 
•d-core  unemployed,  there's  a  Carlos 
dth,  just  waiting  for  a  chance  to  make 
letter  life.  He  was  left  to  care  for  his 
)  young  children  when  his  wife  died  of 
ahol  abuse.  After  only  a  few  months 
welfare,  he  entered  the  IndEx  pro- 
tm.  "I  wanted  the  education,"  he  says, 
at  a  lot  of  people  there  didn't  care  if 
y  got  a  job."  He  earns  $6  an  hour 
v  making  placards  at  Nameplates  Inc. 
at's  double  his  welfare  check,  but  he's 
1  barely  getting  by,  now  that  he  has 
en  his  rent  and  food  expenses  off  the 
lulders  of  the  government. 
Nameplates  is  among  a  growing  num- 


A  POTENTIAL  MODEL 
FOR  WELFARE  REFORM 

IndEx's  track  record 
CREATED 

June,  1992 

PARTICIPANTS 

322 

DROPOUTS 

147 

NOW  WORKING 

175 

AVERAGE  HOURLY  WAGE 

$6.50 

AVERAGE  LENGTH  IN  PROGRAM 

6  months 

BIGGEST  CHALLENGE 

Work  ethic 

REMAINING  TULSA  WELFARE  LOAD 

5,008  families 


ber  of  employers  using  welfare  workers 
to  combat  a  labor  crunch  and  score  pub- 
lic relations  points.  Human  Resources 
Director  Carol  Koepernick  says  she  was 
skeptical  at  first,  because  many  afdc  re- 
cipients lack  a  solid  work  history.  But 
when  Tulsa's  unemployment  rate  sank 
below  4%,  she  tried  out  six  IndEx  temps 
and  hired  four.  Two,  including  Smith, 
worked  out.  "We've  had  as  much  suc- 
cess as  with  anybody  we  hire  for  entry- 
level  positions,"  she  says. 

Those  who  study  work-to-welfare  pro- 
grams say  that  overall,  IndEx's  track 
record  is  good.  The  program  is  so  highly 
regarded,  in  fact,  that  Oklahoma  is  con- 
sidering expanding  it  statewide.  "It's  one 
of  the  best  prototypes,"  says  Robert  Ivry, 
who  has  studied  a  number  of  programs, 
including  Tulsa's,  for  Manpower  Demon- 
stration Research  Corp.  in  New  York. 
"What  they've  done  can  be  transported 
to  other  urban  areas." 

Tine.  But  can  Tulsa's  tiny  project  be 
replicated  on  a  grand  enough  scale  to 
transfonm  millions  of  welfare  dependents 
into  working  class  citizens — even  in  the 
nation's  most  poverty-torn  cities?  "It  will 
be  very,  very  difficult,"  Ivry  concedes. 
Then  again,  all  mass  change  begins  with 
small  steps.  And  in  Oklahoma,  Sandra 
Barnett,  Carlos  Smith,  and  dozens  of  oth- 
ers have  already  taken  the  first. 

By  I.  Jeanne  Dugan  in  Netv  York 


Aspirin  company's  web  site  records  1,321,362  hits. 


He  RS/6000  Web  Server  Putting  your  business  up  on  the  Net  needn't  disrupt  your 
terprise.  That's  because  the  RS/6000"  web  server  works  with  your  existing  systems.  Its  award- 
aning  systems  management  capabilities  help  simplify  integrating  your  Internet  solution  into  your 
siness.  For  complete  details,  call  I  800  IBM-2468,  ext.  FA055,  or  drop  by  www.rs6000.ibm.com 
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olutions  for  a  small  planet 


A  long  term  leader  in^^^^^  I 7*  fne  automotive 
electronics  sector,  SGS-THOMSON  is  a  design  partner 
with  most  of  the  world's  leading  auto  makers.  The 
specially  designed  microchip  shown  here,  for  example 
is  a  fundamental  part  of  anti-lock  braking  systems  and 
combines  both  intelligence  and  power  stages.  It's 
devices  like  this  that  keep  the  automotive  industry 
moving  forward  and  ST  on  the  road  to  further  success. 


SGS "THOMSON       The  SGS-THOMSON  Microelectronics  Group  provides 

Service  and  Technology  throughout  the  world: 


You  Get  Along 
With  US  Very  Well 


We're  SGS-THOMSON  Microelectronics. 

We  make  the  microchips  that  make  your 
car  safer,  cleaner  and  more  comfortable. 

In  fact,  we  estimate  that  our  chips  are  in 
an  average  of  one  out  of  every  three  cars 
that  come  off  the  world's  production  lines. 

Our  Smart  Power  ICs,  for  example,  help 
make  sure  your  antilock  brakes  will  work 
when  you  need  them  while  our  VLSI  chips 
are  at  work  under  the  hood,  keeping  your 
engine  running  cleaner  and  more  efficiently. 
Designing  new  dedicated  smart  power  chips 
is  just  one  way  SGS-THOMSON  is  working 
in  close  cooperation  with  the  world's  leading 
automakers  to  bring  new  levels  of 
performance  through  electronics. 


Our  ability  to  work  with  partners  from  all 
industries  to  produce  differentiated  products 
sets  ST  apart  from  the  crowd.  Moreover,  it 
makes  us  one  of  the  most  consistent 
performers  in  the  microelectronics  industry. 

Again  last  year,  for  example,  our  net 
revenues  were  up,  this  time  by  34%  to 
$3,554  billion  with  earnings  up  from  $363.5 
million  to  $526.5  million.  And  our  second 
quarter  results  this  year  underline  our 
consistency  with  earnings  of  over  $1 76  million. 

We're  SGS-THOMSON,  a  force  to  count 
on  in  microelectronics. 

Contact  us  now.  We  think  you'll 
appreciate  what  we're  driving  at. 


Isn't  It  Time 
We  Met! 

Service  and  Technology 

Contact  SGS-THOMSON  on  these  fax  numbers:  The  Americas  +1617  2599442  STM 
Asia  Pacific  +  65  4820240  -  Europe  +  33  50402860  -  Japan  033  28041  31  |™J 
Visit  our  web  site  at  http://www.st.com  1  - s  ^= 

Australia,  Brazil,  Canada,  China,  France,  Germany,  Hong  Kong,  Italy,  Japan,  Korea,  Malaysia,  Malta,  Morocco, 
The  Netherlands,  Singapore,  Spain,  Sweden,  Switzerland,  Taiwan,  Thailand,  United  Kingdom,  U.S.A. 


Finance 


CREDIT  CARDS 


DUNNED  IF  YOU  DO, 
DUNNED  IF  YOU  DON'T 

GE  Capital  will  charge  users  who  pay  their  bills  on  time 

After  two  years  of  25% 
growth,  the  credit  card  in- 
dustry is  reeling  from  a 
one-two  punch  that  is 
putting  intense  pressure  on  prof- 
itability. Not  only  is  the  market 
saturated — there  are  over  1.2  bil- 
lion cards  in  use — but  issuers  are 
being  squeezed  by  two  very  dif- 
ferent kinds  of  cardholders:  those 
who  stiff  the  companies  through 
delinquencies  and  those  who  pay 
their  balances  before  the  inter- 
est clock  starts  ticking. 

ge  Capital  Services  struck  back 
on  Sept.  10  when  it  announced 
plans  to  charge  a  $25  annual  fee  to 
its  Rewards  MasterCard  customers 
who  pay  their  balances  in  full  each  ] 
month,  while  simultaneously  low-  " 
ering  the  interest  rate  from  17.1% 
to  11.9%.  The  fee  is  also  an  attempt 
to  compensate  for  the  cost  of  its 
cash  rebate  program.  For  example, 
those  who  charge  a  maximum  of 
$10,000  a  year  on  the  card  receive 
up  to  $140  back.  Some  20%.  of  GE 
Capital's  5  million  cardholders  will 
be  hit  with  the  additional  fee,  says 
Robert  B.  McKinley,  president  of 
ram  Research  Group  in  Frederick,  Md. 
"ge  doesn't  care  if  it  loses  this  20%  be- 
cause these  are  convenience  users  or 
cardholders  who  don't  charge  a  lot  and 
they  pay  it  off,"  he  says. 

The  number  of  users  who  pay 
promptly  has  been  steadily  rising  in  the 
industry  from  29%  in 
1990  to  36%  today, 
McKinley  adds.  And  the 
rise  in  prompt  payers 
is  dragging  down  per- 
formance. Convenience 
users  are  costing  bank- 
issuers  an  estimated 
$400  million  annually  in 
foregone  interest,  esti- 
mates James  J.  Daly, 
editor  of  the  Chicago- 
based  newsletter  Credit 
Card  Management. 

The  reimposition  of 
fees  comes  as  no  shock 


to  the  industry,  which  has  been  trying 
for  years  to  come  up  with  ways  to  gen- 
erate additional  revenue.  Bank  card  is- 
suers receive  76%  of  their  revenues 
from  finance  charges,  11%  from  the  in- 
terchange fees  paid  by  merchants,  4% 
from  late  fees,  4%  from  cash-advance 


CREDIT-CARD  USE  IS  SURGING  BUT  SO  ARE  DELINQUENCIES 


0l_ 


'91  '92  '93 
A  BILLIONS  OF  DOLLARS 


'96* 


'91  '92 
A  PERCENT 
DAW  THE  NILSON  REPORT 


charges,  and  the  rest  from  annual  aj 
other  fees,  according  to  Daly. 

But  some  of  those  revenue  sourc 
are  evaporating.  "If  it  is  a  no-annual- 
card,  that  leaves  two  sources  of  rt 
enue:  interest  income  and  interchang 
says  Sanford  C.  Bernstein  &  Co.  anal; 
Moshe  A.  Orenbuch.  "And  if  the  pers 
doesn't  borrow,  you're  down  to  just  oi 
interchange."  For  most  issuers,  into 
change  income  is  1.3%  or  1.4%.  "But 
you're  giving  customers  back  1%'  to  \ 
in  value  for  use  of  the  card,  it  is  virt 
ally  impossible  to  make  any  md 
ey,"  Orenbuch  adds. 

While  the  business  is  still  cq 
sidered  very  lucrative — about  3 
pretax  of  total  receivables  tfl 
year — it's  far  from  the  gravy  trg 
it  was  in  the  mid-1980s,  when  i 
turns  hovered  around  6%.  Indee 
David  Hunt  resigned  last  week 
president  of  at&t  Universal  Ca 
Services.  Performance  there  h; 
been  declining  due  in  part  to 
high    number    of  convenien 
users — 50% — relative  to  the  indi 
try  average  of  36%.  The  Univers 
card  had  stunned  the  industry 
1990  when  it  offered  charter  mei 
bers  a  lifetime  no-fee  guarantee. 
NO  GRACE  PERIOD.  While  no  oth 
credit  card  company  has  adopti 
ge's  approach,  there  is  reason 
expect  that  other  rebate  prograr 
such  as  General  Motors'  or  at&i 
Universal  Card  will  become  mo: 
restrictive.  But  because  compani 
need  to  differentiate  their  cards 
a  crowded  market,  it's  unlikely  su< 
freebies  will  be  eliminated. 

Instead,  companies  are  relying  (  4 
other  more  roundabout  strategic*) 
Many  are  shortening  the  grace  peri<  i 
from  25  or  30  days  to  20  days  to  g  *i 
customers  to  pay  up  more  quickly.  TT 
simplest  way  is  to  wipe  out  the  grace  p  ft 
riod  entirely,  charging  interest  from  tl  I 
date  of  purchase,  analysts  suggest.  "Tl  5 
problem  is  companies  will  probably  lot  jl 
the  more  profitable  car 
holders,"  McKinley  say 

Some  banks  are  tr  G 
ing  to  shift  convenienc  i 
users  from  credit  can  a 
to  debit  cards,  whi(  i 
deduct  the  eharg<  K 
from  customers'  checl  - 
ing  accounts  withi' 
days  of  the  transactio 
Quicker  payment  r< 
duces  costs  for  issuer; 

Meanwhile,  fees  ai 
being  charged  for  ever] 
thing  from  late  paymei 
to  basic  customer  se: 
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js  such  as  requests  for  additional 
ies  of  receipts,  statements,  or  balance 
rmation.  First  Premier  Bank  in  Sioux 
Is,  S.  D.,  tacks  on  50#  to  customers 
3  request  their  balance  more  than 
Another  ploy:  recalculating  interest 
y  instead  of  monthly.  This  can  in- 
ise  the  rate  by  about  20  basis  points. 
Vith  delinquencies  at  a  15-year  high, 
ks  are  keeping  an  eagle  eye  on  po- 
iial  credit  risks.  Even  here,  they  are 


being  blindsided  by  seemingly  credit- 
worthy, responsible  customers  who  sud- 
denly go  bankrupt.  To  reduce  losses, 
Capital  One  Financial  Corp.  monitors 
cardholder  credit  files.  If  payments  are 
falling  behind,  the  company  may  jack 
up  the  rate,  essentially  requalifying 
cardholders  every  three  to  six  months. 
McKinley  predicts  other  lenders  will 
soon  follow  suit. 

Still,  as  companies  try  to  shore  up 


profit  margins  in  the  face  of  ever-tight- 
ening competition,  they  are  slowly  real- 
izing the  credit-card  business  is  not  the 
slam-dunk  it  once  was.  In  fact,  McKinley 
reports  that  companies  are  looking  for 
executives  with  a  risk  management  back- 
ground in  anticipation  of  further  losses. 
The  industry  is  starting  to  play  defense. 

By  Kerry  Capell  in  New  York,  with 
Greg  Burns  in  Chicago  and  Tim  Smart 
in  Connecticut. 


CAN  THESE  UPSTARTS  KEEP  RESHUFFLING  THE  DECK? 


A. 
I 


merican  Express.  Citibank.  Dis- 
cover. First  Chicago.  Chase 
Manhattan.  For  years,  these 
"amiliar  names  have  dominated  the 
?ast  growing  credit-card  industry. 
But  since  the  early  1990s,  four  much 
.ess  familiar  names — First  USA, 
Capital  One,  Advanta,  and  mbna — 
mave  muscled  into  the  business  and 
ire  shaking  things  up.  Their  market 
share  has  grown  from  7.6%  in  1991 
:o  17.6%,  according  to  The  Nilson 
Report,  an  industry  newsletter. 
Unlike  the  banks,  these  so-called 
'monolines"  concentrate  almost 
exclusively  on  issuing  credit  cards. 
They  make  their  money  from  finance 
charges  and  fees  from  users  and 
merchants.  In  1993-1995,  First  USA 
Inc.'s  loans  rose  by  478%,  vs.  73% 
for  all  cards.  "This  is  a  growth 
industry,  and  it's  going  to  be  very 
good,"  says  George  A.  McCane, 
First  usa  senior  vice-president. 

But  as  competition  steps  up  and 
margins  tighten,  monolines  will  find 
their  torrid  pace  harder  to  sustain. 
In  pushing  for  rapid  growth,  they 
may  be  recruiting  lower-quality 
risks.  And  they  are  losing  some  of 
their  edge  in  technology,  which  has 
been  a  major  factor  in  their  ability  to 
pick  the  best  credit  risks.  The  mono- 
lines'  "charge-offs,"  or  bad  debts, 
once  far  below  the  other  players'  lev- 
el, are  nearing  the  industry  norm. 
"The  four  are  smarter  than  average," 
says  Paine  Webber  Inc.  analyst  Gary 
J.  Gordon.  "But  is  being  smarter 
than  average — in  an  industry  with 
rising  losses,  slowing  growth,  and  vi- 
cious competition — enough?" 
GROWTH  SPURT.  Dependence  on 
credit  cards  could  make  the  mono- 
lines  less  resilient  to  shocks  than  is- 
suers with  more  diversified  opera- 
tions. "They  are  very  good  because 
they  are  focused  on  one  business. 
But  that's  also  a  weakness,"  says 
Banc  One  Chairman  John  B.  McCoy. 
Another  potential  vulnerability  is 


their  practice  of  packaging  their  re- 
ceivables for  sale  as  securities.  In  a 
crisis,  the  monolines  could  be  forced 
to  take  back  the  receivables,  putting 
pressure  on  capital  and  reserves, 
says  Gerard  Klauer  Mattison  banking 
analyst  George  M.  Salem. 

First  USA,  mbna,  and  Capital  One, 
once  part  of  banks,  and  Ad- 
vanta, once  a  lender  to 
teachers,  began  their 
growth  spurts  in  the 
early  '90s,  as  many 
banks,  preoccupied 
with  real  estate 
loan  problems,  ne- 
glected their  card 
businesses.  Vir- 
ginia's Capital  One, 
Texas'  First  usa,  and 
Pennsylvania's  Advan 
ta  invested  in  sophis- 
ticated data  systems 
to  identify  creditwor- 
thy borrowers  and 
used  low  initial  "teas- 
er" interest  rates  to 
lure  their  card  bal- 
ances from  rivals. 


Leading  the 
Plastic  Pack 


Percentage  growth  of 
credit-card  receivables, 
1993-1995 


doctors  with  "affinity" 
cards. 

Their  daring  has 
paid  off.  As  of  June 
30,  The  Nilson  Report 
ranked  mbna  second, 
First  usa  fourth,  Ad- 
vanta eighth,  and 
Capital  One  ninth 
among  U.  S.  card  is- 
suers, in  an  industry 
in  which  size  brings  a 
decisive  cost  benefit.  Growth  may 
slow,  but  Thomas  K.  Brown,  an  ana- 
lyst at  Donaldson,  Lufkin  &  Jenrette 
Securities  Corp.,  sees  monoline  prof- 
its easily  increasing  by  more  than 
20%  this  year  and  next,  vs.  13%  or 
less  for  the  banks. 

But  meeting  these  forecasts  may 
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111 

WACHOVIA 

109 

AT&T  UNIVERSAL 

107 

INDUSTRY 
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be  tough.  More  Americans  with  low 
incomes  and  wallets  bulging  with 
cards  are  charging  more  and  then  go- 
ing bankrupt.  Since  up  to  half  of  all 
card  losses  are  driven  by  bankrupt- 
cies, which  surprise  the  wiliest  com- 
puter model,  it's  harder  for  even  the 
monolines  to  avoid  deadbeats.  "I'm 
not  seeing  anyone  with  measur- 
ably different  charge-offs. 
So  if  this  [period  of 
credit  woes]  goes  on 
awhile,  the  mono- 
lines  will  have 
some  earnings 
problems,"  says 
Banc  One's  Mc- 
Coy. Most  analysts 
see  industry  charge-offs  ris- 
ing into  1997. 

Not  all  is  gloomy. 
Sanford  C.  Bernstein 
analyst  Moshe  A.  Oren- 
buch  says  so  far  mono- 
lines  have  been  better 
at  dodging  bad  loans 
and  that  charge-offs  are 
starting  to  peak.  "We 
do  not  see  delinquen- 


DATA.  CAPITAL  ONE  FINANCIAL  C0KP 


Bruce  L.  Hammonds, 
executive  vice-president 
at  mbna.  Richard  D. 
Fairbank,  chairman  of 
Capital  One,  adds: 
"We'll  continue  to  stay 
below  the  industry's 
level  of  charge-offs." 
Profit  margins  remain 
strong  even  though 
they  have  naiTowed. 
And  the  monolines  may 
pick  up  some  business  as  some  re- 
gional banks  drop  out. 

Most  observers  see  the  monolines 
as  long-term  survivors  in  the  coming 
war  of  attrition.  But  with  most  of 
their  eggs  still  in  the  credit-card  bas- 
ket, they  have  little  room  for  error. 

By  Alison  Rea  in  New  York 
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The  net  is  not  sacred. 
Or  momentous. 

Or  to  be  spoken  of  in  hushed  tones. 
It's  been  around  since  1969. 
It's  no  longer  new  or  experimental. 
It's  just  practical. 


thenet.  isatoo  I.  com/useit 


HEWLETT5 
PACKARD 


HP  net  tools: 
end-to-end  net  products, 
services  and  support  such 
as  VirtualVault,  OpenView, 
Consulting  Practices, 
web  servers,  networked 
printers  and  more. 


Finance 


BANKING 


NO  DEPOSIT, 
NO  RETURN 

Citi  and  Pepsi  squabble  over  a  loan  gone  south  of  the  border 


Welcome  to  the  Latin  American 
debt  crisis  redux — or  at  least  a 
nasty  little  aftereffect  of  it. 
With  the  1980s  and  mid-1990s  crises 
still  being  felt,  Citicorp,  which  led  the 
world's  banking  community  into  Third 
World  lending  in  the  mid-1970s,  is  fight- 
ing to  recover  a  bum  $20  million  loan  to 
a  Mexican  soft-drink  bottler.  Normally, 
such  a  loan  by  the  nation's  second- 
largest  bank  wouldn't  make  much  of  a 
ripple  inside  or  outside  Citibank. 

This  was  no  ordinary  bottler,  how- 
ever. It  is  a  joint  venture  partly  owned 
by  PepsiCo  Inc.,  which  is  trying  to 
make  a  big  push  into  emerging  mar- 
kets, especially  Latin  America.  PepsiCo 
is  a  long-standing  Citicorp  client 
whose  chairman  and  former  ceo, 
Wayne  Calloway,  still  sits  on  the 
Citi  board  of  directors.  Calloway 
could  not  be  reached  for  comment. 
Pepsi  is  refusing  to  cover  not  only 
the  $20  million  Citi  loan,  which 


Bottle  Battle 


DEC.  1992  PepsiCo  acquires 
49%  of  its  Monterrey  bottler 
to  form  Embotelladora  Agral. 

1993  Citibank  Mexico  agrees 
to  lend  Agral  up  to  $20  mil- 
lion to  purchase  bottles.  Other 
lenders  agree  to  finance  a 
new  plant  and  equipment. 
Pepsi  launches  marketing 
blitz  that  soon  fizzles. 

1995  Mexico's  soft-drink 
market,  the  world's  second- 
largest,  shrinks  15%  after 
peso  devaluation. 

APR.  1996  Citicorp  Director 
Wayne  Calloway  steps  down 
as  CEO  of  PepsiCo,  but  will 
remain  chairman  until  1997. 

JULY  1996  Agral,  now  virtual- 
ly bankrupt,  defaults  on  $70 
million  in  bank  loans.  Pepsi 
refuses  to  cover  the  loan. 

DATA  BUSINESS  WEEK 


was  made  for  bottle  purchases,  but  an- 
other $50  million  in  credits  and  leasing 
agreements  extended  by  other  banks 
and  suppliers. 

COLA  WARRIORS.  Citi,  sources  say,  is 
furious  at  Pepsi.  The  bank  apparently 
believed  that  it  had  a  gentlemen's  agree- 
ment calling  for  Pepsi  to  stand  behind 
the  loan,  which  was  made  to  Embotel- 
ladora Agral  Regiomontana,  a  Monter- 
rey bottling  concern  in  which  Pepsi 
holds  a  49%  stake.  That's  not  the  way 
Manuel  Rubiralta,  president  of  Pepsi- 
Co de  Mexico,  sees  it.  "There  was  no 
gentlemen's  agreement,"  he  says.  A 
spokesperson  for  Citibank  in  New  York 
says,  "Our  relationship  with  Pepsi  is 


strong  and  we  expect  it  to  continues 
such."  Neither  party  in  this  rare  he;- 
to-head  confrontation  between  twof 
the  most  aggressive  multinations 
seems  ready  to  back  down. 

Agral,  which  defaulted  in  July,  is  t; 
latest  in  a  series  of  Latin  Pepsi  bk 
tiers  to  succumb  in  the  high-stakes  ©jj, 
wars  now  being  fought  between  Coijjfi 
Cola  Co.  and  Pepsi  in  fast-growilr; 
emerging  markets,  notably  Latin  Am* 
ica,  India,  China,  and  Southeast  As, 
Coke  is  winning,  outselling  Pepsi  3  tcl; 
outside  the  U.  S. 

Sources  say  Citibank  is  now  thre;* 
ening  to  suspend  financing  for  botfl 
inventories  at  three  other  Mexicl 
bottlers  if  they  don't  reach  an  agn- 
ment  over  the  Agral  debt,  a  devekl 
ment  that  would  further  undermi; 
Pepsi's  marketing  efforts,  which  are  '< 
ready  floundering  from  Patagonia  I 
the  Rio  Grande.  In  May,  Pepsi  toj£ 
over  Buenos  Aires  Embotelladoi, 
Pepsi's  main  South  American  bottl, 
which  defaulted  on  $75  million  in  loaj 
from  Citibank.  Pepsi  is  now  negotiatij 
with  creditors  to  restructure  the  coil 
pany.  And  last  month,  Pepsi's  anchr. 


MEXICAN  STANDOFF  Sources  say  Citi  is  threatening  t< 
suspend  financing  for  three  other  Pepsi  bottlers  if 
they  don't  reach  an  agreement  over  Agral 


MONTERREY:  Bottler  Agral  started  m 


er  the  peso  devaluation 


134  BUSINESS  WEEK  /  SEPTEMBER  23,  1996 


Apple  South,  Inc. 


$125,000,000 

'i  \%Senioi  Votes  due  2006 


J  V  Murpm  &  <  o  m  ini  as  lead  managa 
mi  tilts  issue 


JPMorgan 


ELECTRONICS 


Exide  Electronics 


$175,000,000 
Syndicated  t  'redit  Facilities 


J  V  Morgan  X  ( ..  arranged  these  fitaliuet 


J  P  Morgan 


Owens  4«  Minor,  Inc. 


$150,000,000 

ID  ,%  Senior  Subordinated  Votes  due  2006 


J  I'  norwan  &  f  'o  acini  tu  lead  manager 


JPMorgan 


INDSOR 


Windsor  Food  Company  Ltd. 


$79,000,000 

Syndicated  <  'redit  Facilities 


J V  Morgan  <v  ( '..  arranged  that  Jacililia 


JPMorgan 


The  AES  Corporation 


$425,000,000 
Revolving  <  'redit  Facility 

$225,000,000 

Non-Recourse  Bridge  Facility 


JV  Morgan  &  Co  arranged  these  Jacililia 


JPMorgan 


m 

The  AES  Corporation 


$250,000,000 

10', ,%  Senior  Subordinated  Votes  due  2006 


.IV  Morgan  &  Co  .,<..-./.«  kadn 


JPMorgan 


The  Stroh  Brewery  Company 


$250,000,000 
Syndicated  Credit  Facilities 


J  V  Morgan  &  Co  arranged  these  Jadtitust 


JPMorgan 


Rfntdn 

SMmrOri  and  GAS  COMPANY 

Kenton  Oil  and  Gas  Company 


SI25.000.000 

11%%  Senior  Notes  due  2003 


J  V  \l„r»,m  it  Co  acted  as  kadn 
„n  this  1-h  I  issue 


JPMorgan 


A  leader  in 
high  yield  and 
leveraged  finance. 


JPMorgan 


I.. .,q.. nil.. I  J  R 

lor  J.P  Morgan  &  Co  In 


s ,,  nulla  ..t  m..nl  OH)  e  J  I'  Morgan  i.  I 
wr.  Ir>  Member  SIPC.  J.R  Morgun  •  iht  mark  I 
nod  .in,l  f..r ...  ufokJurics  woiMwkfc 


Finance 


bottler  in  Venezuela  defected  to  Coke. 

Craig  E.  Weatherup,  ceo  of  Pepsi- 
Cola  Co.,  acknowledged  in  a  Sept.  9  let- 
ter to  bottlers  that  Pepsi  has  suffered 
operating  setbacks  in  a  number  of  mar- 
kets, especially  Latin  ones.  The  letter 
sought  to  reassure  bot- 
tlers, but  did  not  get  into 
the  issue  of  bank  loans  to 
creditors.  "I  think  there 
was  a  general  under- 
standing that  Pepsi  was 
behind  Agral,"  says  one 
creditor  close  to  the  situ- 
ation. "Sometimes  some- 
body's word  is  as  good  as 
something  in  writing." 

While  there  is  no  indi- 
cation that  Citi  and  Pepsi 
are  about  to  part  company  over  the  in- 
cident, the  matter  is  being  thrashed  out 
at  the  highest  levels  of  both  companies. 
If  in  fact  there  was  an  unwritten  as- 
surance or  gentlemen's  agreement,  this 
incident  surely  illustrates  the  hazards 
of  relying  on  them,  even  when  they  are 
made  by  a  bank's  largest  and  most 
creditworthy  customers. 
DESERT  STORM.  Pepsi's— and  Citi's— 
troubles  in  Monterrey  date  back  to  1993, 
when  Pepsi,  as  part  of  a  $750  million 
drive  to  boost  its  Mexican  market  share 
to  40%  from  25%,  launched  a  $60  million 
marketing  blitz  it  brashly  dubbed 
"Desert  Storm."  Mexico  is  the  world's 
second-largest  cola  market,  after  the 
U.  S.,  and  Monterrey  is  surely  one  of 
the  world's  piizes  in  the  global  cola  wars. 
Residents  of  Mexico's  arid  industrial  cap- 
ital consume  more  cola  per  person  than 
any  other  place  in  the  world.  But  for 
decades,  cola  meant  Coca-Cola  in  Mon- 
terrey, and  Pepsi  was  virtually  invisible. 

Pepsi  had  entered  the  Monterrey 
market  in  earnest  in  late  1992  when  it 
bought  a  stake  in  its  local  bottler  to 
form  Agral,  which  holds  the  franchise 
for  a  chunk  of  Northern  Mexico.  Al- 
though Pepsi's  partner,  Monterrey  con- 
struction  and  food  conglomerate  Grupo 
Protexa,  is  the  majority  owner,  Pepsi 
took  over  management  of  the  bottler. 
Two  local  banks,  Inverlat  and  Banca 
Serfin,  agreed  to  finance  a  new  plant, 
equipment,  and  trucks.  American  Re- 
frigeration Products  advanced  $10  mil- 
lion to  finance  coolers.  Confident  that 
Agral  was  fully  backed  by  Pepsi, 
Citibank  stepped  in  with  $20  million  to 
finance  bottle  purchases.  Until  1994,  that 
deal  was  backed  with  a  written  guaran- 
tee from  Pepsi.  After  the  written  guar- 
antee was  removed,  Citibank  raised  the 
rate  on  the  loan,  although  the  rate  was 
still  lower  than  it  would  have  been  if 
Protexa  was  the  sole  owner.  If  Citibank 


MAN  IN  THE  MIDDLE  PepsiCo's 
Chairman  and  former  CEO, 
Wayne  Calloway,  sits  on  Citi's 
board,  and  the  cola 
giant  is  a  long-standing 
client  of  the  bank's 


really  believed  there  was 
a  gentlemen's  agreement, 
then  why,  asks  PepsiCo's 
Rubiralta,  did  Citibank 
raise  the  rate  on  the  loan 
after  the  written  guaran- 
tee was  removed? 

The  blitz  initially  looked  like  a  success. 
Pepsi's  local  market  share  in  colas  rose 
to  about  20%,  from  a  paltry  8%.  But 
Coke  hit  back  with  a  price  war  that 
choked  Pepsi's  margins.  The  campaign 
quickly  faltered.  Then  came  the  Decem- 


ber, 1994  peso  devali- 
tion.  Saddled  with  nre 
costly  dollar-denomirt- 
ed  debt,  Agral  be||i 
missing  payments,  "k 
weren't  prepared  jo 
grow  so  fast,"  adn 
Rubiralta. 

For  the  moment,  ft 
least,  creditors  are  | 
sisting  that  they  be  ij- 
imbursed  in  full.  "Ay 
settlement  will  requls 
capitalization  from  the  partners,"  sis 
PepsiCo's  Rubiralta.  "That  could  m(ti 
the  creditors  take  a  haircut,  it  co« 
mean  they  renegotiate  longer  matt* 
ties,  it  could  mean  a  lot  of  things."  ll 
ideal  settlement  will  probably  involv$t 
combination  of  options,  he  says.  "I  wl 
to  avoid  this  becoming  a  black  mario 
But  that  may  be  difficult  for  bothif 
these  quarreling  multinationals. 

By  Elisabeth  Malkin  in  Mexico  Cm 
and  Phillip  L.  Zweig,  with  Lori  Bern 
giorno,  in  New  York 


DEALS 


THIS  LB0  GOULD  BE 
ON  ITS  LAST  LEGS 

Options  at  Montgomery  Ward  are  dwindling,  and  it  needs  cas 


i 


t  was  a  deal  that  couldn't  miss.  In 
1988,  veteran  retailing  executive 
Bernard  F.  Brennan  teamed  up  with 
General  Electric  Capital  Corp.  to  buy 
Chicago-based  Montgomery  Ward  &  Co. 
for  $3.8  billion  and  take  the  dowdy,  low- 
price  retail  chain  private.  The  idea  was 
to  spruce  up  Ward's  polyester  pants  and 
discount  mattresses,  jump-start  growth, 
and  take  it  public  again  within  five 
years. 

The  buyout — one  of  the  most  highly 
leveraged  of  its  time — turned  out  to  be 
an  incredible  bonanza,  at  least  on  paper, 
for  the  principals.  Thanks  in  part  to  the 
gigantic  leverage,  Brennan,  who  put  up 


only  $3  million  for  a  30%  stake,  h 
seen  his  investment  grow  to  $300  milli 
by  conservative  estimates,  almost 
100%-  compound  annual  return.  Oth 
management  shareholders,  who  paid 
equivalent  of  200  a  share  for  stock 
ternally  valued  at  $20,  are  also  sitti 
on  huge  gains. 

There's  only  one  problem:  Brenn! 
and  the  management  shareholders  mi 
be  a  long  way  from  converting  the 
shares  into  actual  cash.  Although  Wal 
produced  handsome  profits  for  the  fnt 
three  years  after  the  lbo,  accountii} 
for  much  of  the  paper  gains,  the  retail* 
is  now  in  dire  straits.  In  part  because  f 


MONTGOMERY  WARD'S  SAGGING  FORTUNES 
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AVIASTAR 

Matching  the  instant  legibility  of 
today's  cockpit  instruments,  the 
Aviastar  mechanical  chronograph 
features  a  black  and  white  dial  that's 
easy  to  read  day  and  night  under  all 
circumstances. 

Its  NAViTiMER-type  case  recalls  the 
heyday  of  the  Lockheed  Constellation, 
the  airliner  that  set  the  stage  for 
today's  non-stop  transoceanic  flights. 


The  easy-to-operate  Aviastar  chrono- 
graph is  a  professionally  designed 
wrist  instrument  measuring  times 
from  '/5th  second  to  12  hours 
including,  when  needed,  inter- 
mediate and  cumulative  flying  times. 
Available  in  steel,  with  leather  strap 
or  choice  of  Navitimer  or  Pilot 
bracelet. 


AUTHORIZED  BREITLING  AGENT: 

Utttle  g>tmt?erlanb 

jewelers 
Arcade  Building  •  7910  Glrard  Avenue 
La  Jolla,  California  92037  •  619/454-5145 

We  accept  Cane  Blanche,  Discover,  MasterCard  and  Visa 


INSTRUMENTS      FOR  PROFESSIONALS 
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With  so  much  at  stake,  GE  wouldn't  want  to  walk 
away  from  Ward  or  let  someone  else  get  it 


rising  overhead  and  shrinking  margins 
and  sales,  Ward's  earnings  last  year 
plunged  to  a  paltry  $11  million,  down 
91%  from  1994,  on  nearly  flat  revenue  of 
$7.1  billion.  In  the  first  half  of  1996, 
Ward  actually  lost  $37  million  as  rev- 
enue dropped  5.5%.  The  trends  are  so 
dismal  that  Ward's  investment  banker, 
Lazard  Freres  &  Co.,  has  been  fever- 
ishly seeking  a  new  equity  investor. 

The  poor  performance  of  the  stores 
has  obscured  the  stellar  performance  of 
Signature  Group,  Ward's  direct-market- 
ing subsidiary  with  $554  million  in  1995 
sales,  which  sells  everything  from  dental 
insurance  to  prepaid  legal  plans.  Signa- 
ture uses  the  retail  stores  to  generate 
customer  lists. 

A  SAVIOR?  Despite  Signature's  success, 
finding  a  buyer  for  the  whole  company 
could  be  tough,  investment  bankers  say. 
Laggard  operating  results  are  only  part 
of  Ward's  ills.  Last  year,  cash  flow  de- 
clined to  only  $220  million  from  $346 
million  the  year  before,  while  long-term 
debt  has  nearly  doubled,  to  $423  mil- 
lion. There's  no  room  for  lbo  outfits  to 
leverage  the  retailer  up  any  further. 
Ward-watchers  say  the  company  now 
is  worth  $1.3  billion,  only  $200  million 
more  than  in  1988 — a  miserable  2% 
compound  annual  return,  far  from  the 
30%  that  lbo  investors  expect. 
The  most  likely  savior,  say 


Mitsubishi  tvs,  for  example,  "We  will 
have  a  store  with  margins  as  well  as 
sales,"  Brennan  promises.  To  his  credit, 
he  has  succeeded  in  doubling  revenue 
during  a  tough  period  for  retailers. 

Other  initiatives  haven't  been  paying 
off.  Brennan  is  still  struggling  to  find 
the  right  formula  for  selling  apparel, 
which  accounts  for  30%  of  revenue. 


part  or  all  of  the  Signature  Group,, 
which  could  bring  in  close  to  $1  billion. 
But  that  would  leave  the  remaining  re- 
tail entity  deep  in  the  hole. 

With  outside  financing  unlikely,  ob- 
servers predict  GE  Capital  will  buy  the 
rest  of  Ward.  Brennan  has  hinted  that 
he  would  might  be  amenable  to  leav- 
ing. "I  will  do  whatever  makes  the  most 


Some  of  his  ideas  have  been 


investment  bankers,  is  GE  ™*L*5*_?!l?.£LT?_'"  outright  flops.  A  $65  million 
Capital,  which  has  the  means  Qg  Capital  might  c'ea^  to  acquire  a  20%  stake 

in  Levitz  Furniture  Inc.  last 
September  was  scuttled  in 
October.  The  1994  purchase 
of  Boston-based  Lechmere 
Stores  has  been  a  disaster. 
To  cut  costs,  Brennan  re- 
duced staff  in  the  stores, 
driving  away  customers. 

But  Brennan 's  biggest  failing  may  be 
his  inability  to  assemble  a  strong  man- 
agement team.  Ward  has  suffered  from 
high  turnover  among  senior  executives 
who  can't  tolerate  Brennan's  tendency  to 
micromanage.  "If  Montgomery  Ward 
was  a  publicly  held  company,  Bernie 
would  have  been  thrown  out  by  now," 
says  George  Whalin,  president  of  Retail 
Management  Consultants  in  San  Marcos, 
Calif.  Defending  his  record,  Brennan 
says,  "We're  doing  the  right  things." 
He  blames  the  high  turnover  on  appar- 
el problems,  not  his  management  style. 

Brennan's  options  are  dwindling 
rapidly.  One  possibility  is  to  spin  off 


and  a  good  reason  to  protect  , 
its  investment,  GE  invested  a  hliy  OUt  ^LU 
mere  $5  million  in  equity  and  Brennan  who 
$90  million  in  preferred  stock  ,      ,  . 

in  1988,  ending  up  with  a  nimS  that  he  IS 
50%  stake  in  the  retail  com-  willing 
pany  and  sole  ownership  of 
Ward's  lucrative  credit-card  portfolio,  for 
which  it  paid  $2.7  billion  to  help  finance 
the  LBO.  J.  Ira  Harris,  head  of  Lazard 
Freres'  Chicago  office,  is  tight-lipped 
about  recruiting  potential  suitors.  "It's 
moving  along.  What  else  can  I  tell  you?" 

Brennan,  who  returned  to  Ward  in 
1985  after  an  earlier  stint  at  the  retail- 
er, has  made  a  number  of  moves  to  find 
a  niche  for  the  company.  He  has  contin- 
ually experimented  with  new  retailing 
concepts  to  boost  sales — the  Signature 
Group  was  his  idea.  His  latest  creation 
is  Homelmage,  a  new  store  that  sells 
high-margin,  top-of-the-line  housewares, 
consumer  electronics,  and  home  office 
furniture.  By  selling  more  large-screen 


sense  for  the  company,"  he  vows.  GE 
declines  comment  except  to  say  it  is 
"very  happy  with  current  management." 

GE  has  good  reason  to  be  pleased 
with  how  its  involvement  with  the  lbo 
has  fared.  Ward's  $5  billion  credit-card 
portfolio  has  paid  off  handsomely.  With  a 
robust  19%'  yield,  the  portfolio  earned  an 
estimated  $130  million  after  taxes  in 
1995,  more  than  10  times  Ward's  profit 
that  year.  While  Ward's  gets  none  of 
these  earnings,  it  is  on  the  hook  for 
some  of  the  write-offs,  a  form  of  insur- 
ance to  ge  that  Ward  won't  issue  cards 
indiscriminately. 

With  so  much  at  stake,  GE  wouldn't 
want  to  walk  away  from  Ward  or  let 
someone  else  get  it.  In  a  way,  the  likely 
denouement  of  this  tale  seems  fitting. 
Brennan  and  his  fellow  management 
shareholders  would  be  able  to  take  their 
stock  to  the  bank.  But  it  will  be  awhile 
before  ge  Capital  reaps  big  profits  from 
Ward.  First,  it  has  to  clean  up  the  op- 
erational mess  that  Brennan  and  his 
team  are  leaving  behind. 

By  Susan  Chandler  in  Chicago 
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Get  everyone's  attention  with  an  affordable  Ricoh  digital  color  copier.  The  world's 
smallest  toner  particles  deliver  the  finest  color  presentations  ever.  Faster  than  ever. 

The  fastest  first  copy  as  well  as  the  most  copies  per  minute  in  this  price  range.  And 
:  computer  connectable.  All  in  one  full  line.  This  means  unprecedented  performance 
and  productivity.  Get  our  free  ^^^^^^     otncai  cop,e,  ana  rax    imii  iai  Biin 
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An  AS/400®  Advanced  Series  Solution 


is  24-hour, 
365  days  aye 
availability 

Behind  on  the  Intern 

Jason  Wallaces  success 
in  expanding 

Pacific  Brokerage 


nd  the  power  to  serve  new  customers 
they've  never  actually  seen. 


AS/400  turned  what's 
cyber-entertainment  to  most 
people  into  a  profitable 
increase  in  new  accounts. 

II  hen  Jason  Wallace.  Senior  I  ice  President 
of  Pacific  Brokerage  Services.  Inc.,  decided 
lo  take  the  hull  by  the  horns  and  put  his 
company  onto  the  Internet,  he  didn't  realize 
hoic  big  that  step  would  be. 

By  offering  online  transactions  and 
24-hour  access  to  critical  market  quotes, 
Pacific  has  seen  a  20%  increase  in  new 
accounts  compared  to  pre-lnlernet  days. 

II  hen  Jason  looked  at  a  number  of 
Internet  servers  on  the  market,  he.  realized 
that  IS/400  was  an  ideal  Web  server. 
It's  scalable,  has  processing  speed,  and  is 
virtually  maintenance-free.  "Il  only  took 
ns  one  and  a  half  hours  to  install  l/NET 
software  and  we  were  up  and  running  on 
the  Vet.  [nd  we  never  have  to  worry  about 
running  out  of  storage  space. 

To  find  out  more  about  how  4S/ HID 
can  help  your  company  take  advantage  of 
the  business  opportunities  on  the  Internet, 
visit  our  home  page  at  iviviv.aslDD.ibm.com 
or  call  1 800 1BM-2468,  ext.  BA186. 


X)  AS/400  are  registered  trademarks  and  Solutions  tor  a  small  planet  is  a  trademark  ot  International  Business  Machines  Corporation 
er  company  and/or  product  names  are  trademarks  or  registered  trademarks  of  their  respective  companies  For  more  information  about 
Brokerage  visit  thetr  home  page  at  ntlp  //www  iradepbs  corn  ©  1996  IBM  Corporation 
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BY  GENE  G.  MARCIAL 

SHOPPER'S  BONANZA 
AT  THE  LIMITED 

The  sizzle  in  retail  stocks  earlier  in 
the  year  has  died  down,  as  retail 
sales  have  slackened.  So  it  isn't  sur- 
prising that  shares  of  The  Limited 
(ltd)  have  drifted  south — and  are  not 
far  above  their  52-week  low  of  1514. 
But  Chairman  Leslie  Wexner  has  a 
plan  to  jack  them  up.  So  say  pros  who 
are  accumulating  stock,  now  at  17%. 

They  figure  the  stock  will  hit  25  in 
the  short  run  and  35  in  a  year  or  so. 
Why  this  sudden  burst  of  confidence 

A  BARGAIN-BASEMENT  STOCK 


EARNINGS 

PER  SHARE* 

I    1998  Est. 

$1.38 

1997  Est. 

$1.16 

THE  LIMITED  \ 

t  1996" 

STOCK  PRICE 

870 

WEEKLY  CLOSE 

1995 

MAR.  15                        SEPT.  10 

$1.25 

A  DOLLARS    'YEAR  ENDS  JAN.  31   "RESTATED  FOR  SALE  OF  ASSETS 
DATA;  BLOOMBERG  FINANCIAL  MARKETS,  FIRST  CALL  CORP. 

in  a  stock  that  has  seesawed  between 

15  and  22  since  early  1994?  Here's 
what  they're  betting  will  happen: 

Sometime  soon,  perhaps  in  a  mat- 
ter of  days,  Limited  will  act  on  its  pre- 
viously announced  plan  to  sell  to  the 
public  7  million  shares,  or  14%,  of  its 
Abercrombie  &  Fitch  division — at  14  to 

16  a  share,  to  raise  $112  million.  Last 
year,  Limited  sold  14%  to  the  public  of 
its  Intimate  Brands  unit,  including  Vic- 
toria's Secret.  Limited  will  control  more 
than  80%  of  the  two  units. 

Abercrombie's  valuation  as  a  public 
company  and  the  market  value  of  Inti- 
mate Brands  indicate  that  "each  Lim- 
ited share  represents  some  $17  in  val- 
ue of  the  shares  in  Abercrombie  and 
Intimate  Brands,"  says  Robert  Willens, 
managing  director  at  Lehman  Brothers. 
Thus,  the  rest  of  Limited,  a  leading 
specialty  retailer,  is  in  effect  selling  for 
just  $1  a  share,  says  Willens.  But  that's 
not  the  real  come-on  for  the  stock. 

Similar  disparities  have  occurred  in 
other  companies  that  have  resorted  to 
such  "equity  carve-outs"  of  their  sub- 
sidiaries. But  in  the  case  of  Limited, 
there  is  a  difference.  Willens  believes 


that  after  the  Abercrombie  deal  has 
settled,  Wexner  will  spin  off  to  Limited 
shareholders  the  rest  of  the  shares  it 
owns  in  Abercrombie  and  Intimate. 

Why?  This  spin-off  will  be  a  tax- 
free  deal,  explains  Willens,  which  is 
possible  because  Limited  controls  more 
than  80%  of  the  voting  power  in  the 
two  companies.  "The  rule  states  that  a 
tax-free  spin-off  of  only  a  controlled 
subsidiary  may  be  undertaken,"  says 
Willens,  who  specializes  in  opportunities 
created  by  valuation  disparities. 

An  investor  in  The  Limited  has  an 
"excellent  chance,"  he  says,  of  realizing 
the  values  of  these  units  through  the 
spin-off.  "The  high  likelihood  of  a  spin- 
off makes  the  price  of  the  rest  of  Lim- 
ited's  businesses  seem  ridiculously 
cheap,"  he  says.  Wexner  owns  21%  of 
Limited. 

GRACE  UNDER 
PRESSURE? 

Will  the  other  shoe  drop  at  W.  R. 
Grace  (gra)?  Some  investors  be- 
lieve that  once  the  chemical  giant  com- 
pletes a  long-awaited  plan  to  sell  its 
National  Medical  Care  division,  Grace 
may  get  swallowed  by  another  outfit. 

On  Sept.  16,  Grace  shareholders  will 
vote  on  the  plan  to  merge  National 
Medical  with  the  dialysis  unit  of  Ger- 
many's Fresenius.  Each  Grace  holder 
would  get  American  depositary  receipts 
in  Fresenius,  a  share  of  new  Grace 
common  stock,  and  a  share  of  new  pre- 
ferred stock.  Grace  would  receive  $2.3 
billion  in  cash,  half  of  which  would  be 
used,  says  Grace,  to  retire  debt  and 
the  other  half  to  buy  back  shares. 

This  wad  of  cash  could  be  tempting 
takeover  bait.  Because  of  the  nature  of 
the  deal,  Grace  will  have  to  buy  shares 
on  the  open  market,  which  will  take 
some  time.  That,  some  analysts  be- 
lieve, makes  Grace  an  enticing  target. 

Eyes  are  on  Hercules,  a  specialty 
chemical  producer,  whose  chairman, 
Thomas  Gossage,  resigned  as  a  director 
of  Grace  in  March  after  Grace  rejected 
a  proposal  to  merge  Grace  into  Her- 
cules. Gossage  said  he  had  been  en- 
couraged to  explore  such  a  merger  by 
several  large  shareholders  of  both  com- 
panies. Neither  Hercules  nor  Grace 
will  comment.  Grace  Chairman  Albert 
Costello,  in  rebuffing  the  overture,  has 
said  that  there  are  no  business  syner- 
gies to  justify  a  combination.  But  that 
hasn't  stopped  the  speculation.  Grace's 
stock  has  been  rising — from  61  in  late 


July  to  68%  on  Sept.  10.  "It  could  be 
Grace's  best  interests  to  do  this  trans 
action  because  Hercules  has  strond 
cash  flow  and  Grace  is  in  growth  busil 
nesses  that  could  use  it,"  says  one  inl 
vestor.  "Within  the  first  30  days  of  thf 
spin-off,  it's  very  vulnerable,"  he  adds! 

By  Gail  DeGeorge  in  Miam\ 

AMERICAN  BANKN0TL 
SEES  GREEN 

 1-- 

For  quite  a  while,  skeptics  had  ex] 
pected  American  Banknote  (abn)  tq 
go  under,  having  been  in  the  red  foJ 
two  years.  Its  stock  had  languished  al 
around  VA  a  share — until  June  thi« 
year,  when  it  suddenly  came  alive,  ris-H 
ing  above  4.  The  stock  has  sine* 
dropped  to  3  i.  No  matter.  Some  in-H 
vestors  have  been  buying:  They're  betB 
ting  the  stock  will  double  in  6  to  lfl 
months. 

There  are  two  reasons  for  optimismR 
First,  says  a  San  Francisco  monej/H 
manager,  is  expectation  that  Banknote*/: 
which  makes  antifraud  and  anticounJj 
terfeit  products,  will  earn  a  profit  thisw 
year.  The  second:  Banknote  is  expectedfij 
to  sign  a  sales  contract  with  a  consor-J 
tium  of  Japanese  companies. 

Banknote  leads  in  holographic  de-| 
vices  for  credit 
cards.  Japan  BANKING  ON 
wants  its  technol-  A  JAPANESE  SALE 
ogy  for  cards  used 
in  Pachinko,  a 
popular  pinball- 
type  game  in 
Japan.  Chairman 
Morris  Weissman 
won't  say  whether 
a  contract  is  im- 
minent. If  a  deal 
comes  through, 
though,  he  says 
the  prospects  will 
be  tremendous. 
He  notes  that 
there  are  18,000 

Pachinko  parlors  in  Japan.  Winners  are 
rewarded  with  a  "win  card."  Weissman 
says  that  "about  100  million  to  200  mil- 
lion win  cards  are  issued  each  year." 
He  says  the  technology  is  being  tested 
by  Japanese  banks  and  brokerages. 

The  company  expects  a  large  con- 
tract from  an  Australian  agency  that 
could  bring  in  revenues  of  $20  million 
to  $30  million  initially.  The  San  Fran- 
cisco money  manager  figures  the  com- 
pany will  make  25<z  a  share  this  year 
and  40(2  to  50c  next  year. 
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and  passed  in  1995  by  the  General 
Assembly  is  making  more  certain 
that  punishment  follows  crime.  And 
this  year,  with  welfare  reform 
through  an  innovative  "Families  First" 
program,  Tennessee  "anticipates 
moving  thousands  of  Tennesseans 
from  welfare  to  work,  from  depen- 
dency to  opportunity." 

Investments  of  $3.9  billion  in  new 
and  expanded  manufacturing,  corpo- 
rate headquarters  and  service  industry 
last  year  set  a  record  for  economic 
growth  in  Tennessee,  creating  more 
than  23,000  new  jobs  and  further  fuel- 
ing the  state's  economic  expansion. 

That  strong  growth  is  continuing 
this  year  with  investments  of  more 
than  $1.4  billion  recorded  during 
January-June  in  new  and  expanded 
manufacturing  and  selected  service 
industry  operations.  It  is  a  49  percent 
increase  over  last  year,  and  the  high- 
est grand  total  for  the  six-month 
period  since  1 989. 

Tennessee  today  has  one  of  the 
nation's  most  diverse  and  most 
vibrant  economies,  which  is  seen  by 
the  governor  as  "a  strong  vote  of 
confidence  in  the  economic  future" 
of  the  state. 

Building  on  the  state's  record  of 


economic  vitality,  Governor 
Sundquist's  priorities  for  economic 
development  include  protecting  a 
good  business  climate  that  encour- 
ages companies  already  doing  busi- 
ness in  the  state  to  grow,  attracting 
new  business  and  industry,  and  max- 
imizing foreign  trade  opportunities. 


Tennessee's  Program 

For  Economic  Development 

Directing  Tennessee's  state-level 
pursuit  of  more  jobs  and  better  jobs 
through  new  and  expanding  business 
and  industry  is  a  career  industrial 
developer  who  believes  that  the 
best  sales  message  in  the  attraction 
of  new  industry  is  healthy,  prosper- 
ous, growing  existing  industry. 

William  A.  Dunavantjr.  has 
several  priorities  as  commission- 
er of  Economic  and  Community 
Development,  and  sharing  top  billing 
is  the  development  of  a  skilled  and 
adaptable  work  force  that  meets  the 
needs  of  growth  industry  today  and 
in  the  future. 

"In  recognition  of  the  demands  of 
the  changing  workplace,  we  are 
actively  integrating  job-training  and 
related  support  programs  for  non- 
traditional  students  into  the  fabric 
of  long-range  economic  develop- 
ment goals,"  Dunavant  says.  "These 
programs  acknowledge  that  work- 
ers seeking  job  qualifications  and 


ting  Tennessee's  good  business  climate  is  a  priority  with 
tor  Don  Sundquist  and  Tennessee  state  government. 
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career  advancement  in  the  future 
will  require  highly  specialized  inter 
vals  of  short-term,  cost-effective 
training.  This  also  means  that  com- 
panies will  demand  availability  and 
accessibility  to  workers  and  train- 
ing programs  that  can  keep  pace 
with  technological  changes  affecting 
their  industries." 

There  are  other  priorities  of  a  nev 
Tennessee  Board  for  Economic 
Growth,  a  governor-appointed  citi 
zen  advisory  body  to  ECD,  which  this 
year  is  formulating  a  new  growth  plar 
and  statewide  strategy  for  economic 
development.  Those  priorities  focus 
on  raising  family  incomes,  recognizing 
and  capitalizing  on  Tennessee's 
diverse  economy,  ensuring  a  skilled 
and  adaptable  work  force,  fostering 
entrepreneurial  spirit,  encouraging 
application  of  technology,  working 
with  communities  to  ensure  needed 
infrastructure,  providing  a  competi- 
tive regulatory  climate,  and  network- 
ing with  public  and  private  agencies 
to  generate  needed  capital. 

"Financing  mechanisms  must  be  in 
place  for  commercialization  of  ad- 
vanced technology  applications  and  new 
high-tech  company  start-ups,  many  of 
them  spin-offs  from  university  labora- 
tories," Dunavant  says. 

The  state  agency  directed  by 
Dunavant  works  through  its  Business 
Development  and  Community 
Development  Divisions,  its  central  offices 
in  Nashville,  six  regional  offices,  and 
seven  Local  Planning  offices  to  provide 
needed  assistance  to  existing  industry 
market  the  state  and  attract  new  indus 
try  domestically  and  abroad,  increase 
export  trade,  and  assist  local  communi 
ties  in  preparing  for  and  capitalizing  on 
economic  development  opportunities 


Location  Factors/Incentives 
That  "Sell"  Tennessee 

Tennessee's  geographic  location 
bordering  eight  states,  central  to 
major  U.S.  markets,  leads  the  list  of 
advantages  influencing  plant  location 
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:isions  in  the  state,  according  to 
>nomic  developers  and  industry 
ation  decision  makers  alike.  By 
:ntral  to  major  U.S.  markets" 
inessee  means  location  within  one 
■'s  delivery  of  76  percent  of  the 
jntry's  largest  population  centers, 
xt  on  most  lists  of  favorable  loca- 
n  factors  in  the  state  is  Tennessee's 
>erb  transportation  access. 
Other  advantages  that  are  market- 
in  Tennessee's  on-going  efforts  to 
lerate  new  jobs  through  new  and 
sanding  industry  include  a  fair  and 
npetitive  tax  system,  favorable 
siness  climate,  availability  and  quali- 
of  labor,  low  operating  costs,  infra- 
ucture,  excellent  educational  offer- 
;s  including  job  training  programs, 
d  overall  quality  of  life.  Plus, 
nnessee  is  a  right-to-work  state 
th  a  diverse,  skilled,  and  productive 
ior  force. 

The  list  of  reasons  why  Tennessee  is 
economic  leader  nationally  goes  on: 
cally  responsible,  low  regulatory  and 
o-business  state  government;  strong 
o-business  environment;  Aaa  bond 
ting;  a  balanced  state  budget  mandat- 
by  law;  productivity  of  Tennessee 
Drkers;  old  fashioned  work  ethic. 

scent  Economic 
rowth  Highlights 

Governor  Sundquist,  announcing 
e  1995  record  investments  and 
e  new  jobs,  called  the  growth 
sport  "proof  that  Tennessee's  low 
xes  and  pro-business  attitude 
ake  it  a  state  of  opportunity  for 
jmpanies  looking  to  grow." 

Commissioner  Dunavant  said  the 
:cord  investments  are  due  at  least 

part  to  the  state's  success  in 
;tracting  a  diverse  mix  of  small- 
id  medium-sized  projects  both  to 
jral  and  urban  areas. 

New  manufacturing  projects  con- 
futing to  record  investments  last 
;ar  included  an  Eastman  Chemical 
lethanol  operation  at  Kingsport; 
irmingham  Steel  and  Newell  Home 
lardware,  both  at  Memphis;  J.M.  Huber 


If  you're  a  friend  of  Jack  Daniel's,  drop  us  a  line.  We  enjoy  hearing  from  our  friends. 

IN  1866,  Jack  Daniel  created  the  world's  first 
Tennessee  Sippin'  Whiskey. 

Then  something  very  unusual  happened.  For 
over  130  years  nobody  did  anything  to  change 
it.  Today's  Jack  Daniel's  has  the  same  rare  taste 
as  when  Mr.  Jack  first  made  it.  Which 
means  it's  charcoal  mellowed  drop  by 
drop  and  aged  in  charred  oak  barrels. 
That's  the  way  six  generations 
of  drinkers  like  you  have  liked  it. 
So,  we  promise,  we're  still  not 
planning  any  changes. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  in  the  National  Register  uf  Historic  Places  h\  the  United  States  Government. 
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Growing  Worldwide —  and 
Here  at  Home  in  Tennessee 

On  the  banks  of  the  scenic 
Holston  River  in  Kingsport,  Tenn., 
is  the  world  headquarters  of 
Eastman  Chemical  Company. 

Eastman  (NYSE:  EMN)  manufac- 
tures and  markets  chemicals,  fibers, 
and  plastics.  We  employ  18,000 
people  in  more  than  30  countries.  In 
Tennessee,  Eastman  employs  11,000 
on  a  site  comprising  more  than  400 
buildings  on  1,146  acres. 

Other  major  U.S.  plants  are  in 
Longview,  Texas,  Columbia,  S.C., 
Batesville,  Ark.,  and  Rochester,  N.Y. 
We're  growing  rapidly,  with  new 
capacity  in  Mexico,  Wales,  and 
Hong  Kong.  Facilities  are  planned 
or  being  built  in  Singapore,  Spain, 
Malaysia,  Argentina,  and  the 
Netherlands.  We're  increasing 
capacity  in  the  United  States,  too. 

Eastman,  a  Fortune  300  company, 
had  record  1995  sales  of  $5  billion. 
Our  Kingsport  site,  in  Northeast 
Tennessee's  Tri-Cities  area,  enjoys  a 
climate  that's  good  for  people  and 
good  for  business. 

Total  quality  management  in  every 
aspect  of  our  corporate  culture  result- 
ed in  our  winning  the  1993  Malcolm 
Baldrige  National  Quality  Award 
and  the  Tennessee  Governor's  Quality 
Award. 

Call  Eastman  Chemical  Company 
at  1-800-EASTMAN  to  see  what 
we  —  and  Tennessee  —  have  to  offer. 
http:llwww.eastnian.cnm 


^rmm  iwai 


,  National 
Quality 
Award 


TENNESSEE 

America  at  its  Best 


Corp.,  Spring  City;  Huf-Tennessee, 
Greeneville;  Nippondenso,  Athens; 
Nissan  Motor  Mfg.  Corp.  USA,  Decherd; 
American  Safety  Razor  Co.,  Knoxville; 
and  ELS  Industries,  Covington. 

Among  the  recent  expansions  of 
existing  operations  are  Eastman 
Chemical,  Kingsport;  DuPont,  New 
Johnsonville;  Matsushita  Refrigeration 
Co.  of  America,  Vonore;  Nissan, 


Rogersville;  C.F.  Motor  Freight, 
Nashville;  and  Uni  Distribution  Co 
Memphis. 

Tennessee's  Automotive 
Industry:  Big  Growth 
Industry  Getting  Bigger 

Tennessee  today  ranks  third 
behind  Michigan  and  Ohio  in  car 
production,  giving  rise  to  the  state 
new  positioning  as  the  hub  of  the 
Southern  automotive  industry. 

More  than  500  automotive  sup- 
pliers are  doing  business  in  the 


Saturn's  Tennessee  operations;  Economic  Development  Center  at 
BellSouth,  Nashville,  has  location  data  on  all  Tennessee  communities. 
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Eastman  Chemical  Company 


Decherd;  Thomas  &  Betts,  Memphis; 
Siebe  Fluid  Systems,  Sugoinsville; 
Philips  Consumer  Electronics, 
Greeneville;  World  Color  Press, 
Covington;  Acco  Controls  Group, 
Division  of  FKI  Automotive,  Milan; 
Carrier  Corp.,  Morrison;  and  Cubic 
Precision,  Tullahoma. 

Included  among  new  service  pro- 
jects are  The  Gap,  Gallatin;  Collins 
&  Aikman,  Knoxville;  AutoZone, 
Technicolor  Video  Services,  and 
Creative  Computers,  each  at 
Memphis;  Ingram  Micro,  Millington; 
and  Columbia/HCA  Healthcare, 
Nashville.  Service  operations 
announcing  recent  expansions  are 
Peytons  Southeastern,  Cleveland; 
Scientific  Ecology  Group,  Oak 
Ridge;  Erlanger  Medical  Center, 
Chattanooga;  Sekisui  Ta  Industries, 


state  today,  and 
announced  expansion  investments 
of  $367  million  in  1995,  creating 
2,500  new  jobs.  In  addition,  seven 
automotive  suppliers  last  year 
chose  Tennessee  for  new  opera- 
tions in  which  they  are  investing 
$2  I  I  million. 

Saturn  Corporation  and  Nissan 
Motor  Manufacturing  Corporation 
USA,  each  having  determined  to  find 
the  best  place  in  America  to  build 
the  best  possible  product  at  the  besi 
price,  looked  the  nation  over  and 
picked  Tennessee.  For  those  two 
industry  giants,  Tennessee  simply 
made  good  business  sense. 

At  last  report,  31  percent  of  all 
cars  and  trucks  coming  from  assem- 
bly lines  in  the  U.S.  were  being  pro- 
duced within  a  350-mile  radius  of 
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Cortelco 


shville.  The  state's  proximity  to 
!  nation's  assembly  operations 
•mits  significant  savings  in  trans- 
lation costs  for  supplier  firms. 
Tennessee  adds  to  its  many 
'antages  for  automotive  and 
ler  industry  one  of  the  largest 
icentrations  of  tool  and  die  and 
it-treating  firms  in  the  South, 
e  state  counts  30  iron  and  steel 
ndries,  33  non-ferrous  foundries, 
i  numerous  steel  works. 
Saturn  and  Nissan,  along  with 
:erbilt  Trucks,  supplier  companies, 
i  multi-national  and  domestic 
ns  alike,  have  chosen  Tennessee 
ations  for  the  same  good  rea- 
ls— competitive  business  environ- 
nt,  business  advantages,  and 
style  offerings  and  opportunities. 
Important  new  confirmation  of 
)ductivity  of  Tennessee  workers 
ne  recently  in  a  Harbour  Report 
t  finds  Tennessee's  Nissan  oper- 
Dn  the  most  productive  auto 
nt  in  North  America  for  the 
rd  consecutive  year. 

snnessee: 

lid  State  Of  Technology 

Technology  transfer  is  a  major 
ce  today  in  Tennessee's  economic 
dership  regionally  and  nationally. 
Internationally  as  well,  as  seen  in 
>  recent  signing  of  a  joint  agree- 
nt  between  American  Engineering 
.,  of  Brunswick,  TN,  with  President 
lm  Karimov  of  the  Republic  of 
bekistan,  the  former  Soviet 
public  located  in  central  Asia 
tween  the  Caspian  Sea  and  the 
3th ills  of  the  Himalayas.  The 
•eement,  worth  about  $1  billion 
the  Tennessee  engineering  man- 
2ment  company,  calls  for  convert- 
;  government-owned  vehicles  from 
ioline  fuel  to  compressed  natural 
;  and  construction  of  a  network  of 
out  300  refueling  stations  through- 
t  Uzbekistan.  That  Republic,  rich 
natural  gas  resources,  expects  to 
/e  from  $3-$5  billion  in  fuel  costs 


as  a  result  of  the  agreement. 

Business  Week  has  itself  been  out 
front  among  national  media  in 
reporting  on  accomplishments 
through  a  Cooperative  Research 
and  Development  Agreement,  or 
CRADA,  between  the  Oak  Ridge 
National  Laboratory,  the  University 
of  Tennessee's  Center  for  Industrial 
Services,  and  the  state's  Department 
of  Economic  and  Community 
Development. 

Oak  Ridge  is  home  to  some  of 
the  finest  R&D  technology  and 
know-how  anywhere  in  problem- 
solving  and  in  effecting  improve- 
ments in  procedures  which  trans- 
late into  millions  in  savings  for  busi- 
nesses in  and  outside  of  Tennessee. 

In  addition,  colleges  and  universi- 
ties and  vo-tech  programs  and  pub- 
lic and  private  institutions  statewide 
are  providing  technology  transfer 
and  brain  power  to  growing  num- 
bers of  companies  and  citizens. 

Enabling  existing  industry  to 
take  advantage  of  scientific  and 
technological  resources  available 
within  the  state  is  a  partnership 
between  Lockheed-Martin  Energy 
Systems  and  ECD.  That  agreement 
provides  an  ORNL  science  and 
technology  adviser  on  loan  to  ECD 
who  helps  business  and  industry 
capitalize  on  resources  available  at 
Oak  Ridge  and  at  other  federal  and 
state  operations  and  institutions  of 
higher  learning. 

Tennessee,  while  leading  the 
region  in  numbers  of  scientists  and 
engineers  per  capita,  is  installing 
advanced  telecommunications  tech- 
nology through  fiber  optics  and  digi- 
tal services  that  will  link  all  95  coun- 
ties in  the  state  in  voice,  video,  and 
data  communications  infrastructure 
by  1998. 

The  Tennessee  Information 
Infrastructure  (TNII)  program  is 
designed  "to  capitalize  on  existing 
assets  to  create  an  interoperable 
'network  of  networks,'  for  all 
Tennesseans." 


In  1  897,  when  Milo  Kellogg 
first  opened  the  doors  to  Kellogg 
Switchboard  and  Supply  Company, 
the  business  that  was  to  become 
ITT  Telecommunications,  and 
later,  Cortelco,  he  was  considered 
a  pioneer  in  the  telephone  industry. 
By  continuing  that  pioneering 
spirit,  Cortelco  has  evolved  from 
a  single  line  telephone  and  key 
systems  provider  to  a  company 
that  is  committed  to  furthering 
the  hi-tech  communications 
advancements  revolutionizing 
today's  world. 

With  a  focus  on  ISDN-based 
PBX  systems,  ISDN  terminal 
equipment,  digital  platforms  and 
Computer  Telephone  Integration 
applications,  Cortelco's  products 
are  the  building  blocks  that  facili- 
tate high  speed  communications 
and  data  transfer,  Internet  commu- 
nications, and  of  course,  good,  old 
fashioned  telephone  conversations. 

The  company  is  headquartered 
in  Memphis,  Tennessee  and  has 
divisions  in  Corinth,  Mississippi; 
Kennesaw,  Georgia;  Puerto  Rico; 
and  Guelph,  Ontario,  Canada,  as 
well  as  joint  ventures  in  China. 
Cortelco's  parent  corporation, 
International  Telecommunications 
Corp.  (ITC),  is  based  out  of 
California. 

Cortelco 

4119  Willow  Lake  Blvd. 
Memphis,  TN  38118 
(901) 365-7774 
http://www.cortelco.com 
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Textron  Aerostructures  traces 
its  origins  in  Nashville  to  1939. 
(  urrently,  the  division  is  being 
acquired  by  the  Carlyle  Group 
and  will  be  operated  as  a  stand 
alone  company. 

Textron  Aerostructures  is  focused 
on  design  and  production  of  aero- 
space structures,  wings,  and  wing 
components. 

Textron  Aerostructures  builds 
long-term  partnerships  with  its 
customers.  Since  1953,  we  have 
delivered  over  2,100  C-130 
empennages  to  Lockheed  Martin. 
We  have  a  30-year  relationship 
with  Gulfstream  Aerospace  pro- 
ducing over  775  wings  for  their 
Gulfsteam  II,  III,  and  IV-SP 
Business  Aircraft. 

In  1988,  Textron  Aerostructures 
expanded  its  global  focus  with 
new  contracts  to  supply  wing 
components  to  Airbus  team 
members  British  Aerospace  and 
Daimler  Ben/  Aerospace. 

Textron  Aerostructures  earned 
its  way  onto  the  V-22  Osprey 
Tiltrotor  program  in  I  c>93  by 
substantially  reducing  weight  and 
cost  through  a  redesign  effort. 
The  V-22  combines  the  technologies 
of  helicopters  and  turboprop  air- 
planes for  both  military  and  civilian 
applications. 

With  over  50  years  of  being  involved 
in  the  Nashville  community, 

iron  Aerostructures  is  proud  to 
call  Nashville  home. 
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Building  partnerships  and 
encouraging  technical  innovation, 
private  sector  investment  and  a 
regulatory  climate  "that  promotes 
competition  and  economic  benefit 
to  Tennessee"  are  main  goals  of 
the  program.  Further  objectives 
include  gathering  end-user  input 
for  planning  for  education,  health- 
care, libraries  and  community  ser- 
vices, and  creating  a  statewide 
environment  that  fosters  technical 
innovation  and  private  sector 
investment. 

Full  information  on  TNII  is  available 


a  15  percent  increase  over  the  pre 
vious  year. 

Leading  Tennessee's  exports,  in 
the  following  order,  are  transporta- 
tion equipment,  chemicals  and  allie 
products,  non-electric  machinery, 
electronic  and  electrical  products,  | 
agricultural  products,  food  and 
kindred  products,  medical  instru 
ments,  paper,  rubber,  and  primary^ 
metal  products. 

Products  made  in  Tennessee  ar 
now  being  exported  to  157  coun- 
tries, with  more  than  100,000  job 
in  the  state  being  tied  directly  to 
export  trade.  Canada  remains  the 
state's  largest  trading  partner,  wit 
Tennessee  exports  of  $2.7  billion 
reported  last  year.  Japan  is  second 
followed  by  Mexico,  Germany,  and 


Memphis  is  home  to  a  new  Pfizer  Logistics  Center  (left), 
a  distribution  center,  and  the  downtown  Pyramid. 


from  Bradley  S.  Dugger  at  the 
Tennessee  Department  of  Finance 
and  Administration  (615-532-9867); 
Bill  Eads  at  the  state  Department  of 
Economic  and  Community 
Development  (615-741-2994);  or 
from  TNII  pages  on  the  World 
Wide  Web  (http://www.state.tn.us). 

Export  Trade 

Impressive  gains  in  recent  years 
in  volume  of  export  trade  have 
made  Tennessee  a  major  player  in 
today's  international  marketplace. 

Value  of  the  state's  exports  dur- 
ing 1995  were  more  than  $8  billion. 


United  Kingdom,  in  that  order. 

Tennessee  leaders  anticipate 
increases  in  volume  of  trade  with  the  , 
People's  Republic  of  China  as  a  result  ! 
of  a  four-day  international  conference/ 
on  energy  and  economic  develop- 
ment earlier  this  month  in  Beijing. 
Leading  a  delegation  of  Tennessee  U 
business  and  governmental  leaders  I 
who  met  with  decision  makers  in  II 
China  were  Governor  Sundquist  and 
TVA  Chairman  Craven  Crowell. 
Participating  in  the  "Opportunities 
Through  Energy"  conference  was  for-j 
mer  Tennessee  Senator  James  Sasser.J 
now  the  U.S.  Ambassador  to  China. 


nployees  at  our  Smyrna,  Tennessee,  plant  have  helped  create  more  than  3  million 
ppy  Nissan  customers.  And  we  know  for  a  fact  that  TVA  and  Middle  Tennessee  Electric 
>ve  created  at  least  one.  They've  helped  us  with  low  electricity  prices,  reliable  power 
d  quick  response.  And  that's  something  that  keeps  us  running  as  smoothly  as  our  cars" 

Middle  Tennessee  Electric  Membership  Corporation  and  Your  Local  Power  Company. 
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The  Nobel  Prize  in  Physiology 
or  Medicine 

They  call  it  a  prize. 

We  cull  it  a  milestone  on 
a  never-ending  journey 
of  scientific  discovery... 
_    a  journey  that 
'  ^         has  passed  two  such 
milestones  at  Vanderhilt 
University  Medical  Center  since  1971. 

Through  a  combination  of  basic 
and  applied  medical  research, 
Vanderbilt  is  advancing  the  practice 
of  medicine.  Our  patients  receive 
the  first  benefit  from  this  scientific 
inquiry  and  discovery.  More  and 
more,  these  advances  in  patient  care 
mean  patients  spend  less  time  in  the 
hospital  and  resume  normal  life 


•  Vanderbilt  University  Medical 
Center  is  one  of  the  top  25 
medical  school  recipients  of 
research  support  from  the 
National  Institutes  of  Health. 

•  The  Vanderbilt  Cancer  Center  is 
one  of  only  56  National  Cancer 
Institute-designated  clinical  cancer 
centers  in  the  nation. 

•  Our  physicians  consistently  rank 
among  the  nation's  finest 
according  to  the  publication 
Best  Doctors  in  America. 

•  A  wide  range  of  Vanderbilt 
specialties  are  listed  among 
the  nation's  best  by  U.S.  News 
and  World  Report,  including 
cancer,  endocrinology, 
gastroenterology,  gynecology, 
orthopedics,  otolaryngology, 
and  rheumatology. 

Vanderbilt  University  Medical  Center 
Nashville,  Tennessee 

For  more  information  about 
Vanderbilt  University  Medical  Center, 
call  Corporate  Health  Services 
at  1-800-288-5000. 


TENNESSEE 

America  at  its  Best 


Quality  of  Life 

Tennessee  gets  high  marks  for 
livability.  Its  scenic  beauty,  from  the 
Smoky  Mountains  in  the  east  to  the 
Mississippi  River  in  the  west,  is  leg- 
endary. Hospitable  people  who  cling 
to  time-honored  values  populate 
this  Volunteer  State  which  prides 
itself  on  its  music,  its  wealth  of 
sports  and  recreation  and  outdoor 
life,  its  priorities  on  education,  and 
year-around  attractions  for  visitors. 

How  Others  SeeTennessee 

Citing  Tennessee's  economic  per- 
formance as  above  average,  the 
Center  for  Enterprise  Development 
in  it  annual  survey  of  the  states  has 
pointed  to  a  vital  and  dynamic  busi- 
ness sector  and  improved  develop- 
ment resources. 

In  the  categories  of  job  market 
and  business  vitality,  Tennessee 
ranked  second  in  the  nation.  That 
same  study  praised  the  state's  com- 
position of  business  and  industry  as 
among  the  most  diversified  in  the 
country,  with  strong  new  job 
growth  and  new  company  forma- 
tions, earning  for  Tennessee  a  place 
among  the  top  20  states  having  the 
most  favorable  "entrepreneurial 
energy." 

According  to  Regional  Financial 
Associates,  Tennessee  maintains  the 
lowest  overall  business  tax  burden 
among  the  50  states  and  the 
District  of  Columbia. 

Tennessee  in  recent  years  has 
scored  first  in  the  Southeast  and 
third  nationally  among  states  with 
the  strongest  growth  in  personal 
income.  Other  national  surveys  have 
ranked  the  state  as  having  the  eighth 
fastest  growing  economy  based  on 
employment  growth,  population, 
personal  income,  and  other  factors. 


Still  other  recent  state  rankings,! 
these  by  the  U.S.  Department  of  I 
Labor's  Bureau  of  Labor  Statistics,  ji 
have  Tennessee  in  3rd  place  amongji 
the  top  10  states  in  manufacturing  $ 
employment  gain  and  7th  in  non- 
agricultural  employment  gain. 


Tennessee  Manufacturers 
Cite  Work  Ethic 

"Tennessee  is  a  great  state  with 
great  people.  But  that  certainly  is 
not  enough  on  its  own  to  justify 
site  location  decisions.  The  people 
of  Tennessee  have  an  excellent 
work  ethic.  They  are  very  indepen 
dent  and  hard  working.  Beyond 
work  ethic,  Tennessee  has  a  low 
tax  rate,  low-cost  utility  service, 
and  generally  a  lower  cost  of  living 
than  other  regions  of  the  U.S. 
When  you  combine  the  good  work 
ethic  with  the  lower  cost  basis,  the 
result  is  a  lower  cost  of  production 
for  manufacturers." 

Mike  Plumley 
Chairman  and  CEO 
The  Plumley  Companies 
Paris,  Tennessee 


"We  appreciate  the  quality  of 
community  life  and  the  work  ethicj 
of  the  Tennessee  people,  which  is 
directly  responsible  for  our  locat- 
ing in  this  area.  And  the  decision 
was  a  good  one.  We  look  forwarc 
to  many  years  of  business  in  this 
fine  state." 

Robert  W.  Hofner,  Jr. 

Executive  Vice  President 

Calsonic  North 

America,  Inc. 

Shelbyville,  Tennessee 


William  Boozer  is  a  Nashville-based  freelance 
writer  He  is  a  former  staff  member  of  the  Tennessee 
Department  of  Economic  and  Community  Development,; 
and  earlier  served  with  the  Memphis  Area  Chamber 
of  Commerce  and  with  The  Commercial  Appeal  in  Memphis. 


ROM  MEMPHIS/ 
OU  CAN  RUN 
ISTRIBUTION  RIM 
ROUND  YOUR 


Because  you  can 
distribute  to  the  U.S., 
Canada,  Mexico  and 
Europe  (aster  and  cheaper 
from  Memphis. 

•Memphis  is  centrally  located  between 
the  industrial  centers  of  Toronto  and 
Monterrey,  and  just  miles  from  the  U.S. 
population  center. 

•Memphis  has  a  massive  transportation 
and  distribution  network  in  place, 
including  the  international  hub  of 
Federal  Express. 

•Memphis  2005,  a  10- year  economic 
development  plan,  drives  the  private/public 
partnership  which: 

■  cuts  government  red  tape. 

■  nurtures  a  world-class  workforce. 

■  builds  on  a  comprehensive  intermodal 
infrastructure. 

•Memphis  International  Airport  is  now 
Tennessee's  only  Gateway  to 
Europe,  via  daily  nonstop  flights  to 
Amsterdam  on  Northwest/KLM. 

Ring  Chris  Clifton,  CED 

at  1-800-238-1200  or  1-901-575-3500 

for  complete  details.  Or  write  him  at: 

Economic  Development  Division, 

Memphis  Area  Chamber  of  Commerce, 

P.O.  Box  224,  Memphis,  TN  38101. 

Fax:1-901-575-3510 

E-mail:  chamber@memphisonline.com 


WMEMBHIS 


Americas  Distribution  Center 

Visit  our  web  site  at  www.memphis.ACN.net 


MORE  AND  MORE  BUSINESSES  ARE  FINDING 
GOLD  IN  TENNESSEE. 


"I  cant  tell  you  how  refreshing  it  is  to  come  to  a  place       Tune  into  Tennessee  today,  because  when  it  comes  tP 

where  people  are  excited."  striking  chords  of  harmony  with  leaders  of  business  and. 

That  comment  from  an  executive  recently  relocated  industry,  growing  numbers  agree,  "Tennessee  sounds  gooc 

from  the  West  Coast  speaks  volumes  about  the  golden  to  me." 

opportunities  businesses  are  discovering  in  Tennessee.  Governor  Don  Sundquist  invites  you  to  find  out  more  bw 

Listen  to  the  resounding  chorus  or  praise  for  our  gleaming  contacting  the  Tennessee  Department  of  Economic  anc 

office  buildings  and  vibrant  community  spirit.  Lend  an  Community  Development,  Marketing  Division,  320  6tlfla 

ear  to  the  rave  reviews  of  our  superb  transportation  infra-  Avenue  North,  Nashville,  TN  37243-0405.  Call  us  at 
structure,  skilhd  labor  pool,  the  nation's  friendliest  1-800-251-8594,  fax  at  615-741-5829,  or  visit  ou 

people  and  a  government  in  sync  with  ^^n^^^  website  at  <http://www.state.tn.us>. 

mies  looking  to  grow  and  prosper.     f    #^  _  T_r-.  

/ENNESSEE 

Sounds  good  to  me 


arketing 


RATEGIES 


IM  WARMS  UP 
HE  BRANDING  IRON 

ce  and  for  all,  it  aims  to  give  each  car  a  clear  identity 


i  its  heyday  half  a  century  ago, 
•vhen  Alfred  P.  Sloan  Jr.  strove  to 
juild  "a  car  for  every  purse  and  pur- 
Dose,"  General  Motors  Corp.  created 
e  of  the  strongest  brand  names  in 
industry.  Back  then,  if  you  said  the 
d  "Pontiac,"  any  consumer  in  the 
ltry  could  tell  you  what  kind  of  per- 
drove  it.  But  decades  of  fuzzy  mar- 
ng  and  lookalike  models  from  com- 
ng  gm  divisions  have  blurred  those 
ids. 

low,  in  an  attempt  to  — — — — 
i  again  create  strong 
itities  for  its  dozens  of 
,  trucks,  and  minivans, 
s  moving  to  adopt  the 
e  brand-management 
iniques  used  to  sell 
iflakes  and  toothpaste, 
move  was  initiated  by 
tier  gm  chairman  and 
red  Procter  &  Gamble 
chief,  John  G.  Smale, 
'  brought  in  Ronald  L. 
rella,  then  No.  2  at 
sch  &  Lomb  Inc.,  in 
1994.  Under  Zarrella, 


a  single  executive  is  now  a  brand's  in- 
ternal champion,  with  responsibility  for 
all  its  marketing. 

That's  hardly  a  radical  move.  The 
shift  simply  brings  gm  in  line  with  prac- 
tices adopted  long  ago  by  other  U.S. 
companies,  even  as  pioneers  of  the  ap- 
proach, such  as  p&g,  move  away  from  it. 
Still,  you  can't  run  until  you  can  walk — 
and  brand  experts  say  the  belated  foray 
into  modern  marketing  marks  a  giant 
step  forward  for  gm.  "It's  a  very  good 


HOW  TO  TELL  GM'S  MIDSIZE  SEDANS  APART 

CHEVROLET  MALIBU  A  function  a 
affordable  car  for  value-conscious 
consumers 


CATERA  HOPES  THIS 
ODD-DUCK  MASCOT 
DISTANCES  IT  FROM 
OLDER  CADDIES 


PONTIAC  GRAND  PRIX  A  sporty,  look 
at-me  car  for  younger  drivers  your 

BUICK  CENTURY  A  plush  sedan  with 
traditional  styling  and  a  cushy  ride 

OLDSMOBILE  INTRIGUE  A  quietly 
stylish  car  for  upscale  buyers 

DATA  COMPANY  REPORTS 


WHO'LL  BUY  IT? 

It's  up  to  Pontiac  Grand 
Prix  marketers  Lynn 
Myers  and  Bill  Heugh 
to  answer  that  question 

idea  that's  long  overdue,"  says 
Gary  M.  Stibel,  head  of  New 
England  Consulting  Group. 

While  marketing  is  only  part 
of  the  problem,  gm  has  paid 
heavily  for  its  negligence.  Its 
U.  S.  market  share  has  been  de- 
clining for  decades.  Since  1991 
alone,  it  has  fallen  from  35%  to 
less  than  32%.  And  nowhere  has 
the  price  been  higher  than  in 
the  key  market  for  midsize 
HI  sedans.  While  Ford  sports  four 
Bra  entries  in  the  segment,  Honda 
three,  and  Toyota  just  one,  gm  offers 
up  a  dozen.  Too  many  indistinct,  often 
aging  models  targeted  at  the  same  cus- 
tomer took  a  toll:  General  Motor's  mid- 
size sales  rose  just  4.5%  in  the  last  five 
years,  while  the  categoiy  overall  grew 
by  more  than  14%. 

Now,  though,  gm  has  to  get  things 
right.  The  company  is  slated  to  replace 
one-fourth  of  its  auto  lineup  over  the 
coming  year.  New  models  will  include 
five  midsize  sedans  and  five  minivans.  If 
gm  can't  forge  distinct  identities  for  its 
flurry  of  models,  it  could  flounder  just  as 
the  market  is  slowing.  Brand  manage- 
ment will  be  "critical,"  says  Lehman 
Brothers  analyst  Joseph  S.  Phillippi,  "to 
make  sure  all  these  models  aren't  get- 
ting lost  in  the  clutter." 
SEA  CHANGE.  How  does  the  concept 
translate  at  a  car  company?  For 
starters,  gm's  brand  managers  will  work 
closely  with  the  engineering  teams  on 
new-model  designs,  to  ensure  they're 
giving  customers  what  they  want.  That 
sounds  like  Marketing  101,  but  GM  has 
traditionally  been  run  by  executives 
1  more  interested  in  ac- 
counting than  marketing. 
Engineers,  focused  on  juic- 
ing-up  peifoimance  to  beat 
rivals,  dominated  on  the 
design  floor.  "The  corner- 
stone of  brand  manage- 
ment is  to  stop  chasing 
competition  and  start 
chasing  your  customer," 
says  auto  consultant  John 
Wolkonowicz,  of  Arthur  D. 
Little  Inc.  "gm  has  gotten 
the  message." 

The  new  system  will 
also  create  much  needed 


L. 


BUSINESS  WEEK  /  SEPTEMBER  23.  1996  153 


Marketing 


PRODUCT  DEVELOPMENT 


MARKET  POSITIONING 


accountability.  That's  a  big  change  from 
the  old  days,  when  dozens  of  managers 
in  marketing,  sales,  and  planning  would 
each  do  pail  of  the  job  of  bringing  out  a 
new  car — and  each  of  them  might  work 
on  many  models.  Although  a  car's  image 
might  have  been  blurry,  or  have 
changed  every  year,  no  one  was  held 
responsible  when  it  sold  poorly. 

Now,  each  of  <  ;m's  40-plus  brands — one 
for  every  line  of  cars  and  trucks  <;m  sells 
in  the  U.  S. — operates  as  a  separate  busi- 
ness. The  brand  managers,  several  of 
whom  have  two  brands,  have  full  re- 
sponsibility for  marketing  their  vehicles, 
including  advertising,  pricing,  and  pro- 
motions. And  pay-  mmmm 
checks  are  now  di- 
rectly linked  to  then- 
model's  performance. 

To  put  the  new 
methods  into  prac- 
tice, Zarrella  has 
named  35  brand 
managers  since  last 
October,  including 
six  outsiders  from 
packaged-goods 
companies  such  as 
Ralcorp,  Nabisco, 
and  Procter  & 
Gamble.  "They're 
bringing  in  wonder- 
ful ideas  from  out- 
side," says  Lynn  C. 
Myers,  a  Pontiac 
marketing  manager. 

For  example,  Jeffrey  B.  Cohen,  a  foi-mer 
Nabisco  marketer  now  handling  the  gmc 
Jimmy  sport  utility  is  using  classic  pack- 
aged-good tactics.  He's  reaching  out  to 
upscale  women  by  doing  charity  tie-ins 
with  lifestyle  maven  Martha  Stewart. 
option  control  The  shift  is  also  helping 
GM  do  a  better  job  in  manufacturing. 
James  W.  Bunnell,  brand  manager  for 
the  Pontiac  Sunfire,  and  Steven  W.  Wagg, 
brand  manager  for  its  sister  car,  the 
Chevrolet  Cavalier,  realized  that  most 
customers  buy  only  a  few  popular  com- 
binations of  features  and  options.  Yet 
GM's  plants  in  Lordstown,  Ohio,  and 
Ramos  Arripe,  Mexico,  were  building  lots 
of  variations,  increasing  costs  and  com- 
plicating manufacturing.  The  brand  man- 
agers are  working  with  the  plants  to 
streamline. 

Even  gm's  crosstown  rivals  think  that 
the  auto  giant  is  onto  something.  For 
years,  Chrysler  Corp.  and  Ford  Motor 
Co.  have  been  stronger  marketers  than 
gm,  nurturing  or  rebuilding  brand  names 
like  Jeep  and  Mustang.  Ford  insiders 
say  its  board  was  so  impressed  by  gm's 
blueprint  that  it  directed  Ford  man- 
agers to  follow  suit. 


But  gm  still  faces  the  difficult  long- 
term  task  of  clearly  defining  and  differ- 
entiating between  its  myriad  look-alike 
brands.  Zarrella  has  asked  the  brand, 
managers  to  distill  then-  brands'  key  at- 
tributes or  personality  into  a  succinct 
message;  Grand  Prix  brand  manager 
William  C.  Heugh  is  taking  his  midsize 
car  back  to  its  sporty,  macho  roots  with 
ads  once  again  touting  a  wide-track 
stance.  But  other  brands  are  still  strug- 
gling to  find  their  identities.  So  far, 
Chevrolet's  midsize  Cavalier,  Malibu, 
and  Lumina  sedans  sound  remarkably 
alike. 

There  are  other  pitfalls,  as  well,  gm's 


Brand  Managers  Take  the  Wheel 
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PRODUCT  IMAGE 


ACCOUNTABILITY 


THE  OLD  WAY 

Engineers  thought  more 
about  the  competition  than 
the  customer 

Similar  models  competed 
for  the  same  customers 

Advertising,  pricing,  and 
planning  each  handled  by 
a  different  person 

Could  change  every  model 
year 

No  individual  responsible 
for  a  model's  success 


six  marketing  divisions,  such  as  Cadillac 
and  Chevrolet,  must  ensure  that  their 
own  umbrella  brand  images  don't  be- 
come muddled.  And  gm  could  have  trou- 
ble hanging  on  to  its  outside  brand  man- 
agers if  the  job  doesn't  live  up  to  its 
billing;  already  one  is  leaving. 

There's  also  the  risk  that  competing 
brand  managers  could  end  up  brawling 
among  themselves  as  they  vie  for  man- 
agement attention  and  marketing  dol- 
lars. Ironically,  such  concerns  led  p&g  it- 
self to  abandon  brand  management  eight 
years  ago.  Deciding  that  its  system  was 
pitting  brands  like  Camay  and  Ivory 
soaps  against  one  another,  p&g  switched 
to  "category  management"  in  wThich  man- 
agers oversaw  whole  product  categories. 
Zairella  says  the  company's  dealer  struc- 
ture made  that  impractical  for  GM. 
CADDY  SHY.  General  Motors'  first  real 
test  of  the  new  approach  comes  this  fall 
with  the  launch  of  the  '97  models. 
Nowhere  is  the  need  for  positioning 
more  crucial  than  at  Cadillac,  which  will 
debut  its  Catera  entry-level  luxury 
sedan.  Brand  manager  David  G.  Not- 
toli  rejiggered  Cadillac's  traditional 
"wreath  and  crest"  emblem.  He  took 


one  of  the  six  birds  facing  left,  turnec 
around,  colored  it  red,  and  made  il 
cartoon  mascot  in  a  play  to  attract  ba 
boomers.  His  aim?  To  project  an  irr< 
erent  image  intended  to  show  that  t 
Catera  is  far  removed  from  the  stod 
Cadillac  of  old. 

Will  that  be  enough?  Critics  po: 
out  that  gm's  brand  managers  have  h 
little  influence  beyond  advertising 
far.  The  new  cars  have  been  in 
works  for  years,  while  most  brand  ms 
agers  have  only  been  on  the  job  sir 
last  October.  "There's  a  huge  amoi 
of  cynicism  out  there  that  this  is 
wine  in  new  bottles,"  says  Debor 
— ■— — —  Mitchell,  a  Stanfc 
University  mark 
ing  professor  w 
has  worked  as  a 
consultant. 

gm  manage 
concede  that  th 
remain  years  fr( 
their  final  go 
which  is  to  ha 
the  brand  ma 
agers  intimately  i 
volved  in  the 
sign  of  new  ca 
right  from  the 
ginning.  "Obvious 
they  weren't  in 
the  ground  floor 
those  vehicles" 
ing  launched  tl 
fall,  says  gm  Cha: 

man  Jack  Smith. 

And  given  gm's  variety  of  mode 
brand  management  may  simply  be 
attempt  to  turn  a  vice — too  many  mo 
els — into  a  virtue.  If  brand  manage 
can  create  distinct  identities  for  ea 
of  gm's  midsize  cars,  for  example,  Zam 
la  figures  that  the  array  of  offerin 
can  satisfy  more  customers  than  rivs 
such  as  the  Ford  Taurus  and  the  Hon* 
Accord,  which  must  be  all  things  to 
people.  "If  we  do  this  right,  no  other  a 
tomobile  manufacturer  will  be  able 
compete  with  us,"  he  says. 

Still,  critics  point  out  that  many 
the  cars  offered  by  General  Motors  res 
ly  are  too  alike — and  that  what  the  D 
troit  giant  needs  is  not  better  advertisir 
but  to  cut  back  on  the  plethora  of  mo 
els.  Proper  brand  management  will  pro 
ably  make  it  clear  which  of  the  comp 
ny^  many  models  ought  to  be  retire 
"We  do  have  too  many  models  and  vel 
cle  lines,"  Zarrella  said  early  last  yes 
shortly  after  his  arrival.  The  result  cou 
be  an  array  of  well-defined  brands  th 
even  Alfred  Sloan  would  be  proud  of. 

By  Kathleen  Kerwi 
in  Wmren,  Mid 


UNDER  BRAND  MANAGEMENT 

Brand  managers  work 
with  engineers  to  ensure 
cars  meet  customer  needs 

Each  model  must  stake 
out  its  own  territory 

One  person  handles  all 
aspects  of  marketing  a 
single  model 

One  consistent  theme 


Brand  manager's  pay 
linked  to  model's  success 
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MAGINE 


building  a  Web  site 
hat  really  means  business. 


http://www.levi.coni/tnetiu/ 
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http://www.motown.com/ 


h  ttp://  www.pathfinder.  com/vg/ 
TimeLife /Project/Landscaping/ 


Every  day,  more  businesses  are  creating  their 
own  Web  sites.  To  set  your  business  apart,  you 
need  a  site  that  communicates  effectively.  At  the 
same  time,  it  should  be  cost  effective  to  create 
and  maintain.  Today,  no  other  company  has 
more  solutions  to  help  you  create  a  compelling 
Web  site  and  maintain  it  than  Adobe  Systems. 
Recently,  just  creating  a  site  was  an  expensive, 
complex,  highly  specialized  and  almost 
thankless  task.  Now,  Adobe  tools  streamline 
and  simplify  this  task,  making  it  easy  to  create 
a  look  and  feel  that  sets  you  apart.  We've  also 
made  the  updating  and  maintenance  of  your 
site  an  almost  seamless  process.  Best  of  all, 
your  visual  identity,  colors,  logos,  type  and 
more  can  be  easily  preserved  across  the  Web 
thanks  to  Adobe's  Web  publishing  and  printing 
solutions.  So  why  put  up  a  Web  site  that  gets 
lost  in  the  crowd?  To  build  one  that  means 
business,  call  1-800-247-1269  or  visit  our  Web  site 
at  http://www.adobe.com/.  CDE  23601 


CREATION 
Adobe  Photoshop' 
Adobe  Illustrator 
Adobe  Premiere' 
After  Effects 
Adobe  PhotoDeluxe 
Adobe  Type  Library 
PUBLISHING 
Adobe  PageMilf 
Adobe  Acrobat 
Adobe  PageMaker 
Adobe  FraineMakef 
Adobe  Acrobat  Capture  " 
MANAGEMENT 
Adobe  SiteMill 
PRINTING 
Adobe  PostScript' 
Adobe  Priutt  ,cni 


Adobe 

If  you 
can  dream  it, 


you  can 
do  it" 


logo  and  other  indicated  Adobe  trademarks  are  the  property  of  Adobe  Systems  Incorporated.  All  other  marks  are  the  property  of  their  respective  company  <0l99h  Adc.be  Systems  Incorporated  All  rights  reserved. 
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The  1996  Business  Week  Symposium  of 
Chief  Executive  Officers 

"The  Growth  Debate:  How  Fast,  How  Far?" 


SEPTEMBER  25-26,  1996.  WASHINGTON,  DC 


Jan  the  economy  continue  to  expand  and 
ate  jobs  without  triggering  inflation?  What 
1  be  the  effects  on  your  company? 

Join  Business  Week,  key  political 
>resentatives,  and  your  fellow  CEOs  for  a 
nk  exchange  of  ideas  at  this  9th  annual 
siness  symposium.  It's  a  strategic  gathering 
a  won't  want  to  miss. 

ivailability 


In  association  with: 

Bain  &  Company,  Inc. 

Cadillac  Motor  Car  Division 

Heidrick  &  Straggles,  Inc. 

Ohio  Department  of  Development 

SAS  Institute  Inc. 

Toshiba  America 

U nisys  Corporation 

With  support  from: 

Wharton  Executive  Education 

For  registration 
information: 

Please  call  (800)  821-1329 

Participation  is  limited  to  CEOs 
of  the  nation's  largest  corporations. 
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BEVERAGES 


A  LITTLE  BOOZE 
FOR  THE  KIDDIES? 

"Alcopops"  pitched  to  younger  drinkers  are  stirring  controversy 

attract  the  younger  generation,  which 
they  fear  they  may  lose  to  soda  and 
iced  teas.  "There's  no  question  the  tar- 
get has  shifted,"  says  Tom  Pirko,  man- 
aging partner  at  Bevmark,  a  manage- 
ment-consulting firm.  "Everything  the 
companies  do  is  now  geared  much  more 
to  this  younger  audience." 

Juicing  Up  the  Juice 

Some  of  the  alcoholic  lemonades 
hitting  the  U.S.  market: 


With  sales  stagnating,  marketers 
turn  to  cartoon  characters  to 
boost  a  product  under  attack  as  a 
health  risk.  Critics  lash  out,  accusing 
the  companies  of  targeting  kids  and  call- 
ing for  new  government  regulation. 

Sound  familiar?  No,  it's  not  Joe 
Camel  and  the  cigarette  industry.  It's  al- 
cohol— specifically  new  lemonade-fla- 
vored drinks  that  contain  about  4%%  al- 
cohol, the  same  punch  as  beer  but 
masked  so  well  they  can  be  chugged 
like  soda.  Big  in  Australia,  Britain,  and 
Hong  Kong,  "alcopops"  have  begun 
pouring  into  the  U.  S.  The  top  two  sell- 
ers, Bass  PLC's  Hooper's  Hooch  and  Two 
Dogs  Lemon  Brew,  an  Australian  brand, 
are  rolling  out  nationally. 

They'll  compete  against  a  handful  of 
homegrown  versions  from  smaller  brew- 
ers. And  the  industry  giants?  Both 

TWO  DOGS  LEMON  BREW  The 

original  Australian  brand,  made  by 
a  beverage  company  of  the  same 
name,  will  be  in  41  states  by  the 
end  of  the  month 

ONE-EYED  JACK  The  first  brand 
to  go  national,  it  was  developed 
by  Better  Beverage  Importers 
and  is  sold  in  supermarkets  and 
TGI  Friday's  restaurants 

Miller  Brewing  Co.,  which  tested  a 
version  this  spring,  and  Anheuser- 
Busch  Cos.  have  names  picked  out 
for  their  own  brands,  but  don't  look 
for  Wiley's  or  Yellow  Jack  any  time 
soon.  The  megabrewers  are  staying 
on  the  sidelines  for  now,  possibly  be 
cause  they  fear  a  backlash. 
NOT  STOUT-HEARTED.  The  sweet  lemon- 
ade brews,  malt-based  in  the  U.  S.  and 
priced  about  the  same  as  beer,  are  just 
the  latest  attempt  to  woo  younger  peo- 
ple more  used  to  orange  soda  than 
hearty  stout.  Wine  coolers,  a  hit  in  the 
1980s,  shriveled  fast.  Recently,  Coors 
Brewing  Co.'s  Zima,  a  clear  malt  bev- 
erage, has  lost  its  fizz.  After  more  than 
a  decade  of  flat  sales  as  consumers  have 
become  more  health-conscious,  brewers 
and  distillers  have  good  reason  to  try  to 


The  first  alcopop  was  concocted  three 
years  ago  by  an  Australian  brewer 
named  Duncan  MacGillivray  trying  to 
find  a  use  for  a  truckload  of  lemons. 
Vaguely  similar  to  the  beer-and-lemon- 
ade  mixture  sold  in  British  pubs  as 
shandy,  MacGillivray's  brew,  Two  Dogs, 
is  now  Britain's  second-biggest  seller. 
First  is  Hooper's  Hooch,  which  Bass 
claims  will  ring  up  sales  of  $300  million 
this  year.  If  alcopop  sells  at  the  same 
rate  in  the  U.  S.  as  in  Britain,  it  could 


soon  capture  4%  of  the  $50  billion  bJ 
market. 

It  won't  happen  without  controvl 
sy,  however.  Their  makers  promJ 
them  as  refreshing  alternative  drirl 
aimed,  above  all,  at  women  in  their  2| 
But  with  their  cartoonish  labels  al 
nearly  undetectable  alcohol,  the  carbJ 
ated  drinks  have  been  blasted  in  Britl 
by  health  advocates  who  say  they  rJ 
resent  a  blatant  strategy  to  introdi 
teens  to  alcohol.  The  companies  fiero 
deny  that.  "There  is  no  evidence  to  si 
gest  there  was  an  increase  in  undera 
drinking  because  of  [alcopops],"  sa 
Martin  Fagan,  general  manager  for  t 
Americas  at  Bass  Beers  Worldwide. 
TEENY  POP.  That  may  be,  but  the 
seems  little  question  that  teens  era 
the  beverages.  On  a  recent  night 
Trocadero.  a  London  entertainment  co 
plex,  five  giggling  teenage  girls  stopp 
to  talk  about  the  Hooper's  Hooch  th 
had  just  drunk.  "They  taste  just  li 
lemonade.  That's  why  we  drink  ther 
said  Alison,  16,  two  years  younger  th 
the  legal  drinking  age.  "You  can  dri 
them  so  fast.  They  just  go  right  do\ 
Already,  U.  S.  critics  are  lashing  o 
"The  earlier  you  begin  drinking,  t 
more  likely  you  are  to  have  alcohol  pn 
lems  and  drunk-driving  problems,"  sa 
Jim  Mosher,  senior  policy  adviser  at  t 


HOOPER'S  HOOCH  Bass  will 
introduce  Britain's  biggest- 
selling  alcopop  to  the  U.S. 
on  the  East  and  West  Coasts 
this  fall 


YELLOW  BELLY  LEMON  ALE 

Another  early  entrant,  it's  made 
by  Minnesota  Brewing,  a 
microbrewery 


DATA  BUSINESS  WEEK 

Marin  Institute,  a  San  Rafael  (Cali 
antidrug  group.  In  California,  whe 
Hooch  was  successfully  test-ma 
keted,  state  lawmakers  offered 
bill  this  spring  prohibiting  alcoholi 
beverage  labels  with  cartoons.  The  < 
fort  died  but  could  be  a  taste  of  things 
come.  Representative  Joseph  P.  Kenn 
II  (D-Mass.)  has  proposed  a  bill  in  Co; 
gress  to  restrict  alcohol  advertising.  Wg' 
until  critics  see  what  else  is  out  ther 
Family  Frost,  a  company  in  eastern  GeW^ 
many,  introduced  alcoholic  beer-flavor* 
popsicles  last  month  and  has  sold  near 
a  million.  The  next  step:  taking  the: 
to  western  Germany — and  perhaps  tl 
U.  S. 

By  David  Leonhardt  in  New  Yon 
with  Heidi  Dawley  in  London  an 
bureau  reports 


ie< 
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WE'RE 
WORKING 
FOR  THE  DAY 
MS  MEANS 
MYSTERY 
SOLVED 


ery  day  the  National  Multiple  Sclerosis  Society  brings  that  day  closer  by  funding  vital  research 
o  unravel  the  secrets  of  MS.  Its  because  of  this  research  that  scientists  are  making  significant 
"ogress  in  the  search  for  a  cure  and  effective  treatments.  Your  support  will  speed  the  day.  Help 
bring  new  meaning  to  someone's  life.  For  more  information,  call  1-800-LEARN  MS. 


THE  NATIONAL  MULTIPLE  SCLEROSIS  SOCIETY 

  WH  DON'T  TAKE  MS  LYING  DOWN   


158-CA1 


The  Medicine  Label... 
Your  Road  Map  to 
Good  Health 


lust  as  you  wouldn't  drive  across  the  country  without  consulting  a  road  map,  you  should 
never  take  medicine  without  first  reading  the  label — your  road  map  to  good  health. 

A  message  from  the  Council  on  Family  Health 

For  the  Council's  free  brochure  on  reading  the  medicine  label,  send  a  self-addressed,  stamped  envelope  to: 
Council  on  Family  Health,  225  Park  Avenue  South,  Suite  1700,  New  York,  NY  10003 


158-CA2 


t  Can  Take  Years  To  Penetrate 
Latin  American  Markets. 
Or  It  Can  Take  A  Few  Days. 

"The  Business  Future  of  the  Americas" 


NOVEMBER  1  6-20,  1  996.  SAO  PAULO,  BRAZIL. 


mote  Speakers: 


The  Honorable 
Domingo  Cavallo 
Minister  of  the 
Economy  and 
Publit  Worts, 
Government  of 
Argi  ntina 


The  Honorable 

Antonio  Kandir 

Ministt  i  i'l 

Planning, 

( rot  i  rnmenl  oj 

Brazil 


n't  miss  this  chance  to  learn  about  new  opportunities 
our  company  in  Mercosur,  and  meet  the  business 
political  leaders  who  can  help  you  turn  those 
irtunities  into  realities. 


A  Latin  America  Conference  presented  by: 

The  Association  of  American  Chambers  of  Commerce  in 
Latin  Animai  (AACCLA) 

Business  Week 
Hosted  by: 

The  American  Chamber  of  Commerce  for  Brazil-Sao  Paulo 

Sponsored  by: 

Amway  do  Brasil 

The  Principal  Financial  Group 

Toshiba  America  Information  Systems,  Inc. 
(Electronic  Imaging  Division) 
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gUSINESS 
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ise  register  me 

US$950 
:ck  enclosed 

>le  to  The  American  Chamber 
mmerce  for  Brazil,  Sao  Paulo) 


Mail  or  tax  this  coupon  to 

"The  Business  Future  of  the  Americas" 
Attn:  Ms.  Flavia  Pacheco 
Rua  Alexandra  Dumas  P>7(> 
04717-004,  Sao  Paulo,  SR  Brazil 
Fax:  (55X11)523-8130 
Phone:  (55X11)521-3528 
e-mail:  aaccla96@amcham  com  br 
J  Please  send  me  more  information 


Bill  my: 


American  Expres 
_Mastercard 
Visa 
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TELEPHONE 


I'KIM  \K\  III  Ni\hSS 
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Personal  Business 


EDITED  BY  AMY  DUNKIN 


PRIVATE  BANKING 

ISN'T  JUST  FOR  MILLIONAIRES 


When  you  walk  into 
your  bank,  do  you 
feel  overwhelmed, 
underappreciated,  and  ig- 
nored? If  so — and  you  earn 
at  least  $100,000  a  year  and 
have  a  net  worth  of' $250,000 
or  more — try  heading  to  the 
private  banking  office.  There, 
you  may  be  eligible  for  a  lev- 
el of  personal  service  that 
was  once  available  only  to  a 
Rockefeller. 

O.  K.,  perhaps  that's  an  ex- 
aggeration. But  private  bank- 
ing, formerly  the  province  of 
the  superrich, 
is  making  in- 
roads among 
the  merely  affluent.  The  more 
money  you  have,  of  course, 
the  more  handhokling  you 
will  receive.  Five  million  dol- 
lars in  assets  will  get  you  ex- 
tra-attentive treatment  along 
with  tailor-made  investment 
plans.  But  smaller  fry  now 
qualify  for  an  array  of  per- 
sonalized services,  as  banks 
compete  with  brokerage 
houses  and  investment  man- 
agers to  get  their  hands  on 
investable  assets. 
BETTER  TERMS.  As  U.  S. 
banks  try  to  expand  prof- 
itability, they  are  increasingly 
dividing  their  customers  into 
three  groups,  says  Michael 
Kostoff,  managing  director  of 
the  vii'  Forum  in  Washing- 
ton, which  does  research  on 
the  private  banking  market. 
Multimillionaires  expect — and 
get — personal  service  and 
customized  products.  Ordi- 
nary retail  customers  receive 
little  service  and  off-the-rack 
products.  Those  with  $250,000 
to  $1  million  on  average  to 
invest  now  get  something  in 
between. 

For  example,  a  private 
ranking  customer  might  mer- 
it more  favorable  loan  terms. 
At  Signet  Bank  in  Richmond, 


PLANNING 


Va.,  an  executive  wanting  a 
credit  line  to  exercise  stock 
options  or  a  physician  need- 
ing to  boirow  money  to  start 
a  practice  would  find  the  pri- 
vate banking  officer  has  some 
discretion  in  setting  interest 
rates,  based  on  how  much 
business  the  person  does  at 
the  bank. 

Similarly,  First  Bank  Sys- 
tem, an  11-state  regional 
bank  with  headquarters  in 
Minneapolis,  will  airange  spe- 
cial repayment  conditions. 
Say  an  executive  with  an  out- 
standing loan 
has  an  option 
maturing  in  a 
couple  of  years.  "He  might 
like  to  pay  interest  only  until 
the  cash  from  the  option 
comes  in.  We  can  work  it 
out."  says  Xei'l  Johnson,  se- 
nior vice-president  for  private 
financial  services.  First  Bank 
and  others  also  make  it  hard 
for  private  banking  clients  to 
bounce  a  check.  "If  there's  an 
overdraft,  we  look  at  it  per- 
sonally and  decide  whether 
to  call  the  client  or  pay  it  and 
forget  about  it,"  Johnson 
says. 

Along  with  such  credit  ser- 
vices, private  banking  de- 
partments offer  trust  and  es- 
tate planning  services  to  help 


with  wealth  transfer.  And 
increasingly,  they  are  pro- 
viding asset  management 
through  mutual  funds  and  tai- 
lored portfolios  of  individual 
securities. 

Who  is  actually  using  pri- 
vate banking?  A  1994  study 
by  Payment  Systems,  a  Tam- 
pa-based research  firm,  found 
that  the  average  customer 
was  a  62-year-old  male  who 
earned  $192,000  a  year  and 
had  investable  assets  of  $1.2 
million.  But  Robert  Rosset- 
tie,  a  partner  in  Ernst  & 
Young's  financial-services 
group  in  New  York,  notes 
that  a  lot  depends  on  where 
you  bank.  Large  money-cen- 
ter banks  typically  want  to 
see  at  least  $1  million  in  in- 
vestable assets,  while  smaller 
community  banks  may  be 
happy  with  as  little  as 
$200,000. 

Chase  Manhattan  now  ac- 
cepts private  banking  clients 
with  $1  million  or  more  to  in- 
vest, down  from  the  $5  mil- 
lion required  before  its  re- 
cent merger  with  Chemical 
Banking.  Signet  Bank  will 
put  together  an  investment 
portfolio  of  individual  securi- 
ties for  a  minimum  of 
$250,000  and  will  package 
mutual  funds  for  even  less. 


Summit  Bank,  m 
branches  in  New  Jersey  B' 
eastern  Pennsylvania,  accp 
private  banking  custonfc 
with  incomes  of  $100,0(fe 
year  and  total  net  wortp 
$1  million.  It  offers  disc* 
brokerage  accounts  and! 
own  mutual  funds.  F* 
Bank  System  wants  m 
tomers  to  meet  one  of  til 
criteria:  net  worth  of  $1.2  p 
lion  (where  estate  planiif 
starts  to  make  sense),  arup 
income  of  $150,000, 
$250,000  in  investable  ass 

Don't  expect  your  pri\ 
banker  to  obtain  theater  t 
ets  or  walk  your  pet  poo 
Do  expect  a  "relations 
manager"  who  knows  j 
understands  your  needs, 
can  guide  you  through 
thicket  of  bank  products 
services.  "The  relationship 
ficer  is  a  financial  quarter!: 
for  the  client,"  says  Will 


Evaluating  Private  Banking  Services 


►  What  kind  of  clients  does  the  private 
banking  unit  cater  to?  If  you're  outside 
the  mold — say  your  net  worth  is  well 
below  the  average — you  may  not  get  the 
service  you  expect. 

►  Are  you  comfortable  with  the  person 
you'll  work  with?  How  is  that  person  com- 
pensated? Steer  clear  of  someone  whose 
main  goal  is  selling  in-house  products. 

►  What  are  your  needs?  Some  banks 
focus  on  credit;  while  others  specialize 


in  investment  management. 

►  Is  the  bank's  investment  philosophy  in 
line  with  your  objectives  and  risk  toler- 
ance? Does  performance  depend  on  the 
particular  manager?  Or  does  the  bank 
hew  to  a  consistent  style,  so  that  returns 
are  similar  across  portfolios? 

►  What  will  it  all  cost?  Investment  man- 
agement fee        usually  about  1%  of 
assets  und         agement;  other  services 
are  sepatai  I;     !<  ed. 
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ndy,  senior  vice-president 
Signet  Bank  in  Washing- 
.  Often  available  on 
nings  and  weekends  and 
rour  home,  office,  or  other 
:es  convenient  to  you,  the 
itionship  manager  can  be  a 
<n  to  the  busy  professional 
h  little  time  to  spare  for 
incial  chores.  In  fact,  while 
ne  banks  offer  special 
er  windows  so  that  pri- 
e  banking  customers  can 
)ass  the  lines,  most  busi- 
is  is  done  over  the  phone. 
iE  REIN.  If  you're  a  poten- 
client,  determine  exactly 
at  you  need  and  want  out 
the  banking  relationship, 
en  start  your  search  by 
ng  to  the  bank  where  you 
•rently  do  business.  If 
;re  is  no  private  banking 
it,  or  if  the  unit  doesn't 
iet  your  needs,  ask  your 
yyer,  accountant,  or  finan- 
1  adviser  for  referrals.  Al- 
)ugh  you  will  want  to  sit 
wn  with  your  banker  at 
st  once,  you  need  not  stick 
your  own  locale.  "Credit 
"vices  tend  to  be  delivered 
:ally,"  says  J.  David  Offi- 
r,  manager  of  Mellon  Pri- 
te  Asset  Management  in 
>ston,  "but  asset  manage- 
mt  services  are  often  de- 
ered  long-distance." 
In  making  your  choice,  if 
set  management  is  impor- 


tant to  you, 
look  into  available  investment 
offerings.  Are  you  satisfied 
with  a  bank's  proprietaiy  mu- 
tual funds,  or  do  you  want  a 
broad  range  of  domestic  and 
international  investment  ve- 
hicles? If  you  plan  to  let  the 
bank  direct  your  investments, 
be  sure  you  understand  its 
philosophy.  At  some  banks, 
portfolio  managers  are  given 
free  rein,  so  that  performance 


haps,  jumbo  mort- 
gages. You  may 
want  to  shift  your  allegiance 
as  your  needs  change,  find- 
ing the  right  institution  for 
a  specific  purpose.  Or  you 
may  want  to  stick  with  one 
that  offers  across-the-board 
competence. 

Be  sure  to  investigate  how 
much  this  will  cost  you.  Cred- 
it and  trust  services  are  usu- 
ally individually  priced,  de- 
pending on  loan  size  and 
estate  complexity.  Private 


Criteria  for 
Private  Banking  Clients 


BANK 

INVESTABLE  ASSETS 

ANNUAL  INCOME 

NET  WORTH 

CHASE  MANHATTAN 

$1,000,000 

NA 

NA 

FIRST  BANK  SYSTEMS 

250,000 

$150,000 

$1,200,000 

J.P.  MORGAN 

1,000,000 

NA 

NA 

SIGNET  BANK 

250,000 

125,000 

500,000 

SUMMIT  BANK 

NA 

100,000 

1,000,000 

NA=Not  applicable 

DATA:  COMPANIES 

depends  on  the  individual 
manager.  At  others,  the  bank 
sets  guidelines  on  portfolio 
management.  Either  way,  the 
style  should  match  your  risk 
tolerance  level  and  objectives. 

While  brokerage  firms  also 
deliver  asset  management 
services,  the  downside  is  that 
credit  may  be  limited  to 
margin  accounts  and,  per- 


banking  investment  manage- 
ment fees  typically  run  about 
1%  of  assets  under  manage- 
ment, declining  with  larger 
amounts.  By  contrast,  bro- 
kerage firm  wrap  accounts, 
which  invest  your  money 
with  different  money  man- 
agers, often  exceed  2%. 

Once  you've  chosen  the 
bank,  talk  to  the  individual 


you'll  be  working  with.  You'll 
want  him   or  her  to  be 
knowledgeable  and  trained 
to  help  you  meet  both  your 
short-  and  long-term  finan- 
cial objectives.  Relationship 
managers  at  some  institu- 
tions, such  as  Signet,  receive 
training  in  broad-based  fi- 
nancial planning  and  may 
even  be  certified. 
"TURF  WAR."  Also  try  to  as- 
sess if  the  bank  encourages 
cooperation  among  depart- 
ments. The  worst  thing  that 
can  happen,  says  Char- 
lotte Beyer,  director  of 
the  Institute  for  Private 
Investors   in  Summit, 
N.J.,  is  to  "get  involved 
with  a  turf  war."  Unfor- 
tunately,   that's  what 
sometimes  happens,  vip 
Forum's    Kostoff  says 
"big  banks,  seeing  an  in- 
vestment opportunity, 
are  trying  to  integrate 
the  delivery  of  services 
to  the  affluent  market." 
But  "with  separate  busi- 
ness lines  in  most  banks, 
until  recently  competition 
has  been  more  the  norm 
than  cooperation." 

Still,  for  those  with  sizable 
credit  needs  or  substantial  as- 
sets spread  helter-skelter,  find- 
ing the  right  private  bank  and 
banker  could  produce  better 
results  while  simplifying  your 
life.  A  Rockefeller  would  ex- 
pect no  less.  Grace  Weinstein 
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Personal  Business 


HOW  TO  TAX-PROOF 
AN  IRA  FOR  YOUR  HEIRS 


Despite  their  name 
and  intended  pur- 
pose, individual 
retirement  accounts 

don't  always  get  used  for 
retirement. 

Some  ira  owners  intend  to 
pass  the  money 
on  to  their  chil- 
dren, and  others  will  unfor- 
tunately die  before  they  can 
tap  the  funds.  One  thing  is  for 
sure:  How  you  plan  today  can 
affect  the  size  of  Uncle  Sam's 
take  after  your  death.  Make 
the  wrong  move,  such 
as  failing  to  name  a 
beneficiary,  and  the  tax 
collector  could  snatch 
up  to  90%  of  the  ira's 
value. 

When  trying  to  mini- 
mize the  government's 
portion  of  an  inherited 
ira,  the  beneficiaries  are 
the  first  consideration. 
Who  the  beneficiary  is 
determines  what  hap- 
pens to  the  account. 
Naming  a  spouse  as 
beneficiary  is  the  most 
tax-advantageous  be- 
cause bequests  to  spous- 
es are  exempt  from  es- 
tate taxes,  though  they 
must  still  pay  income 
taxes  on  withdrawals. 
What's  more,  spouses 
can  roll  over  the  account 
into  a  new  IRA,  choose 
new  beneficiaries,  and 
begin  the  required  mini- 
mum payouts  based  on 
their-  age,  not  the  original 
ira  owner's.  That  can 
protect  the  tax-defeired 
growth  for  years. 

A  55-year-old  spouse 
who  inherits  an  ira,  for  ex- 
ample, wouldn't  have  to  start 
distributions  until  70&  At 
that  age,  minimum  with- 
drawals, which  are  based 
upon  a  formula  that  considers 
life  expectancy  and  the 
amount  in  the  plan,  must  be 
taken  annually.  But  before 


SMART  MONEY 


withdrawals  can  be  made,  the 
spouse  must  put  the  ira  in 
his  or  her  own  name  and 
choose  a  new  beneficiary.  If 
the  spouse  needs  ira  funds 
before  the  penalty-free  with- 
drawal period  of  age  59/4,  he 
or  she  can  leave  money  in 
the  original  account.  As  long 
as  the  surviv- 
ing spouse  be- 
gins payouts  before  the  orig- 
inal owner  would  have  turned 
70'A,  no  10%  early-withdrawal 
penalties  are  due. 

When  someone  other  than 
a  spouse  is  inheriting  an  IRA, 


the  situation  gets  stickier.  He 
or  she  can't  roll  over  the 
money  into  a  new  account, 
and  estate  taxes  must  be 
paid  immediately.  But  if  the 
ira  owner  dies  before  70K, 
the  beneficiaries  can  spread 
distributions  over  their  own 
life  expectancy  as  long  as 


they  start  withdrawals  by  the 
end  of  the  year  after  the 
owner's  death  and  keep  the 
account  in  the  owner's  name, 
says  Seymour  Goldberg,  an 
ira  expert  and  attorney  with 
Goldberg  &  Ingber  in  Gar- 
den City,  N.  Y. 

If  the  ira  owner  dies  after 
70k;,  after  the  first  payout  has 
been  made,  then  the  benefi- 
ciaries must  take  distribu- 
tions at  least  as  quickly  as 
the  schedule  used  prior  to 
the  owner's  death.  Otherwise 
there  is  a  50%  penalty  on  the 
portion  that  should  have  been 
withdrawn. 

Of  course,  all  beneficiaries 
other  than  spouses  will  pay 
estate  taxes  on  an  inherited 
ira.  But  a  recent  change  in 
the  ira  withdrawal  policy  can 
help  minimize  the  bite.  Typi- 


When  Your  IRA 
Survives  You 

SPOUSE  AS  BENEFICIARY 

Account  is  exempt  from 
estate  taxes.  Spouse  can  roll 
it  over  into  a  new  IRA  and 
choose  new  beneficiaries. 
Minimum  distributions  are 
based  on  the  spouse's  age 
and  must  begin  by  70/:. 

CHILDREN  OR  OTHERS  AS 
BENEFICIARY  The  IRA  can 

survive  after  owner  dies  if  the 
original  name  remains  on  the 
account.  Estate  taxes  must  be 
paid  and  beneficiaries  must  take 
first  distribution  by  Dec.  31  of 
the  year  following  the  death. 

NO  BENEFICIARY  NAMED 

By  default,  the  IRA  will  revert 
to  the  estate  and  be  subject 
to  estate  and  income  taxes. 
The  account  must  be  liquidat- 


DATA  BUSINESS  WEEK 

cally,  any  ira  distribution 
above  $155,000  is  subject  to  a 
15%  excise  penalty  on  top  of 
ordinary  income  tax.  But 
Congress  has  granted  a 
moratorium  from  1997  to 
1999  that  allows  unlimited 
withdrawals  excise-tax  free. 
"Owners  close  to  70  or  older 


with  accounts  over  $2.5  rl 
lion,"  should  take  advantil 
of  the  opportunity,  adviS 
Steven  Lockwood,  presidl 
of  Lockwood  Pension  SI 
vices  Inc.  in  New  York.  Til 
can  accelerate  withdraw! 
and  use  the  money  to  bu a 
second-to-die  life-insurai 
policy.  The  policy  is  owi : 
by  an  irrevocable  trust,  w 
the  kids  as  beneficiaries,  t! 
exempting  the  death  proce 
from  estate  taxes. 
LONGER  PAYOUTS.  The  g| 
ernment  gets  the  most  m 
ey  when  no  beneficiary 
named.  The  account  reve 
to  the  estate,  and  all  1 
money  must  be  withdrai 
within  five  years  after 
owner's  death.  Estate  andl 
come  taxes  could  eat  up  m| 
of  the  ira's  value. 

ira  owners  eager| 
keep  cash  out  of  Ur 
Sam's  hands  must  a| 
decide  how  long 
payouts  will  contirj 
and  how  much  th 
will  be.  Determinil 
whether  distributid 
will  be  based  on  a  joj 
or  single  life  expectaij 
answers  these  questioj 
"Joint  life  with  a  spoil 
or  another  beneficiE 
guarantees  that  the  p 
outs  and  tax  shelter  s 
vive  longer  than  a  sin, 
life  expectancy  becai" 
the  minimum  payoi 
will  be  lower,"  says  B 
Phillips,  an  accounts 
with  Whipple  &  Co.  Mil 
Indianapolis.  Set  it  p 
the  minimum,  becaiL, 
more  can  always  I 
withdrawn. 

Whether  a  retir 
should  break  into  ^ 
ira  or  use  other  s£ 
ings  depends  on  the 
ed  by  Dec.  31  of  the  fifth  year    dividuai.  if  you  pian  « 

following  the  owner's  death.___    pass  aiong  money 

your  heirs,  for  examp 
tap  other  savings  ft 
to  maintain  the  tax-deferr  fl ! 
growth  in  the  ira. 

No  doubt,  it's  tough  to  ( 
cipher  the  ira  inheritan 
rules.  But  it's  even  tough 11 
to  lose  a  big  part  of  your  t£  i 
sheltered  savings  to  the  I 
because  you  failed  to  pi 
properly.         Toddi  GuU 
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Too  many  steps  in  your  purchasing  process 
can  put  profits  out  of  reach. 


Keeping  a  step  ahead  of  the  competition  these  days  is  an  uphill  climb, 
specially  if  a  mountain  of  procedures  and  paper  in  your  supply  chain  keeps  your 
oduct  from  reaching  the  marketplace. ..and  leads  to  slow  bidding  and  ordering, 
xir  supplier  relationships  and  tumbling  productivity.  Let  GE  Information 
irvices  show  you  how  our  Business  Productivity  SolutionsSM  can  keep  your 
irchasing  process  on  the  rise. 

GE  Information  Services  can  help  you  use  the  Internet  to  electronically 
entify  and  evaluate  suppliers  around  the  world;  send  specs,  RFOs  and  bid 
ceipts;  eliminate  paper;  and  cut  order  cycles  from  weeks  to  days,  or  days  to 
xirs.  We  reduced  the  bidding  process  for  a  global  manufacturer  from  10  days  to 
jo.  And  we  helped  a  major  retailer  analyze  inventory  and  sales  data  in  near  real 
me  to  achieve  a  98  percent  in-stock  position.  Your  suppliers  will  appreciate  the 
ist  and  time  savings  they  get  from  GE  Information  Services,  too,  as  they  download 
formation  directly  to  their  desktop  computer  and  have  24-hour  access  to  it. 

With  a  local  presence  in  42  countries  and  more  than  40,000  global  trading 
irtners,  GE  Information  Services  can  give  you  the  business  solutions  you  need 
i  take  your  company  to  new  heights. 

Productivity.  It's  All  We  Do.SM 


GE  Information  Services 


1-800-560-GEIS  http://www.geis.com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


Internet  Services 


INTERNET  SITE 
DESIGN  AND  MARKETING 


We  Can  Expose  Your  Products  or  Service; 
To  40  Million  People! 

•  Small  business  introductory  package 

•  Full  catalog/order  entry  specialists 
Call  Now  ...  tor  FREE  Consultation 


iNet//Web  Solutions,  Inc. 
213/851-6400 
http://www.iNetWeblnc.com 


FastSite' 

Turnkey  site  development/hosting  /*-0  .?* 
High-speed  Silicon  Graphics  servers 
Multiple  T  1  connections  month  it 


Design  Services 


ultipl 
Virtual  Domains 


Toll  Free  (888)  327-6932  Visa 
http://www.fastsite.com  /MC 


WEB  SITE 
CREATION  &  HOSTING 

Full  Web  Site  Creation  Package 
Virtual  Domain  Hosting  from  $19.95 

No  Setup  fee 
No  Charge  for  Domain  Registration 

1-800-466-4262 
Email:  info@xm.com 
http://www.  xm.com 


Business  Services 


Competitor  Intelligence 
Associates 

Obtain  closely  held  information 

about  your  competitors. 
Private,  legal,  and  professional. 

Call  800-949-5454 


PUBLIC  COMPANIES 


INCREASE  YOUR  STOCK  PRICE 

Proven  results!  Recently  featured  in 
leading  business  publication  article 
Details  call:  Bob  Dresser,  Publisher 
Stockbrokers  Research  Report 
(213)  937-8300 


WE  HAVE  BUYERS  FOR 
YOUR  KERCH ANDISE 


•ALL  PRODUCT  CATEGORIES 
•ALL  OVER  THE  WORLD 
■ALL  PRICE  RANGES 
•ALL  QUANTITIES 


InternationaKC 


2 1 2-647-0500  I-800-ICES-INC 

http://www.icesinc.com 


Telecommunications  Products 


Trouble  Connecting 
Your  Modem? 


•  Digital  Hotel  and  Office  PBXs 

•  Foreign  Telephone  Jacks 

•  Pay  and  Hard  Wired  Telephones 

TeleAdapt  has  ^te^ 
the  solution      .  ,i^i^\0 

CalM  408  370  5105 
Fax  1  408  370  5110 

http://www.teleadapt.com 


X/VCOIVl 

Communications 
Motorola 

Authorized  Dealer 

The  accurate,  private 
and  easy  way  to  send 

messages  to  all 
alphanumeric  pagers, 
nextu  and  PCS. 


\V(>KI>S=NDER 


For  Best  Price  and 
Immediate  Delivery 
(800)  469-9266 


Business  Services 


EMEUS  M 

•  20  000  ACADEMIC  TOPICS  AVAILABLE1  ' 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  lor  the  280  page  catalog 
Custom-written  reports  also  available 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave .  #206BF 
Los  Angeles.  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 

or  310-477-8226 


FREE 

Personal  Checks 

with  the  pun  hase  o)  600 

3-To-A-Page  Business  Checks 
$OQ  95 

only    Zm-J         *  S6-H 
Buy  direct  from  the  manufacturer. 
Call  for  a  free  brochure  and 
lax  ordering  instructions 

1-800-239-4087 


Education/Instruction 


Earn  Your  Degree  At  Home 

Prepare  lor  a  profitable  new  career  in  Accounting  or  Business  Management 

( Inl)  \KI  Schools  gives  you  a  comprehensive  curriculum,  top-notch  faculty, 
and  the  flexibility  of  studviii};  al  home.  Using  our  lime-saving  services, 
\ou  could  have  an  Associate  of  Applied  Science  Degree  in  only  two 
years!  If  you  have  a  high  school  diploma  or  GED  and  you'd  like  a  free 
catalog,  call  today... 


"Schools 


1-800-321-4634,  Ext.  2007 


i  ill!  Connecticut  Vu'iiuc.  \\V  Vi.tshiimliin.  DC  20008 


MBA  &  MS  Degrees 

✓  Study  with  students  from  around 
the  world 

✓  Earn  your  degree  when  it's 
convenient  for  you 

✓  18  month  degree  programs 

✓  No  residency  requirements 

✓  Credit  Transfers 

iffiHiinMEDll 

Awarded 
Best 

by  U.S  Distance 
Learning  Assoc. 

•  UNIVERSITY 

501  S  Cherry  St    Office  350 

Denver.  Colorado  80222 
(303)333-4224  Fax  (303)336-1144 
VIA  Email  ADMISSIONS@ISIMU  EDU 
INFO  WWWISIMU  EDU 

Accredited  by  the  DETC 


Telecommunications  Services 


FAX  BROADCASTING 


.12-17  Per  Minute  24  hour  rates 
No  monlhly  minimum   r\?o  set-up  fee 


800-869-2838 
310-575-5042 

(24  hour  fax-on-demand) 


TELECONFERENCING  ^  tow  As 


The  Best  Rates  In  The  Country! 


sm  ^"ar  ff  s~\  UJJ 
m      m  m  \*  e  * '  JJJ 

Kj  II  iH  <  >\l  l  HI 


Reserve  Your  Next  Conference  Call  By  Calling 


1-800-787-MEET 

 http  //www.eagle  net  


Investment  Services 


CORRECTION  IS  OVER 
BULL  MARKET 

has  NOT  ENDED  yet,  but  it  will  end 
shortly!  Order  a  sample  issue  of 
"Moderate  Trader"  to  find  out 
when  it  will  end  Send  $5  check  or 
money  order  today  to: 

Evergreen  Publishing,  Inc. 

5350  N.  Lincoln  Ave.,  Box  124-B9 
 Chicago,  IL  60625 


University  Degree 


Approved  Self  Paced  Home  Stui* 
Associate  Bachelors  Masters  Doctc 

Emphasis  in:  Business  Admin.  Public  Adrr  " 
Health  Care  Admin.  Human  Resourc<  *: 
Finance.  Int'l  Business,  Tech  Mgmt.  La  -1 
Paralegal,  Psychology.  Computer  Scieni  ||-» 
http://www.scups.edu 
Email:  enroll@scups.edu  f — 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  927 


1P« 


MBA  by  Distance  Learnih 

Maior  British  university  otters  accredited  MBA:  i  * 
Bachelor's  or  GMAT  needed  Chosen  by  Econom  p*W 
Intelligence  Unit  as  one  of  world's  best  MBA  progran  r-  - 


HERI0T-WATT  UNIVERSITY  I  (800)  MBA-071 
North  American  Distributor  I  '*  Ask  for  ext. ;  Rl 
6921  Stockton  St,  Suite  2,  El  Cerrito.  CA  9453C  (KS 
For  immediate  FaxBack  literature:  from  yoi  « 
fax  machine's  phone,  call  (510)  486-8900.  — 


FREE  VIDEO 


EXTERNAL  DEGREE' 

BA/BS  MS/MBA  PhD/JD 
I  Credit  for  work  /life  exp.  •  Accredit*] 
(800)  444-8569  (24  hrs.) 

LaSalle  University 

I  Dept.  569  Mandeville.  LA  70470-40 


Travel/Vacations 


Discover  small  family  owned  isls 
hotels,  Inns,  chalets,  beach  cottag 
guest  houses,  villas.  Bargain  to  delu 
Lowest  air  fares  nationwide.  Please  c  | 
today  for  our  new,  free  132  page  cataloj , 

-u&mwr  1-800-333-0392  aVa) 

www.smallhotels.com  .***"- 


Capital  Available 


Now  any  small  business  can 
raise  $1  million  equity  capital  &;', 
go  public  under  new  SEC  Small 
Corporate  Offering  Registration  - 
(SCOR)  guidelines.  DataMerge' 
SCOR  Kit  can  help  you/your 
clients  find  investors  &  get  capi- 
talized in  30  days.  FREE  INFO 
FAXED  800-580-1188. 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Corporate  Gifts 


RN  HOW  TO  JUGGLE 
OUR  PROFESSIONAL 
JUGGLING  KIT! 

j  is  a  healthy,  safe  way  lo  gel 
e.  Relieves  stress.  Improves 
ration.  Stimulates  mind,  body 
!  Also  perfect  for  unique  and 
gifts!  $19.95  plus  $4  95  S/H 
lly).  Check/MO.  (Ages  8  &  up). 
ZT,  Box  1581,  Dept.  BW 
sld,  CT  06430  •  203/371-5171 
MdciUs  only,  add  $1  49  sales  tax.) 


3AR  MONTHLY 

ith  (4)  Premium  Hand-Rolled  Cigars 
ind  the  world  plus  CigarTalk  will  be 
to  your  home  or  office  guaranteed. 
:orporate  gift  idea!  Send  check  or 
.95  a  month  or  $275  a  year  to: 

Monthly,  425  Willow  Ct. 
250,  Fox  Point,  Wl  53217 


mputer  Equipment 


WLETT-PACKARD 

Buy-Sell-Trade 

irjet  ColorPro 
Jet  Draft  Pro 

jedWriter  Draft/Master 
Irostatic  Plotters  DesignJet 
i/orkstations  and  Vectras  also  available 

Dasher  &  Associates 

cond  Ave  .  S  Birmingham.  AL  35222 
:  205/591-4747  Fax:  205/591-1108 
4833  *  E-mail  sales@dasher.com 


Tomotioii/Display  Products 


lwU1L,lv'-fJ  '  -1 

1,'  , 

ft 

<ss<s-. 

strial/Home  Products 


otective 

V  *..„*,  COLORS 


PLUS1 


^ELY  DURABLE 
S  ACIDS.  RUST,  ROT 

)ME  AND  INDUSTRIAL  USES  M*U~ 

PROOFS  AND  SEALS  IxSaS&t 

IOCHURE  AND  FREE  SAMPLES  /  COff/ 
11-2164  FAX  908-364-4109 


Corporate  Gifts 


Logo  Tattoos 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00 !!! 
or  2000  Tattoos.  Just  $299.00!! 

plus  $7  00  SSH  (CA  add  7.25%  sales  tail 

Customized!  Full  Color!  2"  X  2"! 


Send  your  sized,  color  logo,  or  artwork  .  along  with 
a  check,  company  P.O.  or  Visa  /  MC  H  to: 

Calico  Temporary  Tattoos 
315  Plantation  Way  •  Vacaville,  Ca  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 
Allow  4-6  weeks  for  delivery 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 
High  quality  •  150  styles  •  Free  catalog 


HITCHCOCK  SHOES,  INC. 

Dept  55K  Hingham,  MA  02043 
1-800-992-WIDE 


Consumer  Electronics 


f  flpTinll  Mus;c  World 
liaSll^l  Computer  World 


America's  Only  Catalogue  of  its  Kind! 

Receive  Our  FREE  Moil 
Order  Catalogue  Now1 

212  pgs.  of  Top  Brand 
Names  in 

Audio  9  Video 
Computers*  Portables 

Home  Office 
Musk  •Video  &  More 
All  at  Discount 

bno96  P"*es! 

Order  Toll  Free  24  Hours  A  Ooy,  7  Days  A  Week 

1 -800-221-8180 


http://www.I 

ogomall.com/qnalltjr 

Enter  to  win  $1,000  In 
FREE 
ad  specialties,  loot 

j-fS-r  CORPORATE 
1     ryfrl  ADVERTISING 
I       SPECIALTIES.  INC 
1               (7021  831-3121 
'        FAX  (7021  831-3171 

aferrls4 17@aol.cora 

HI 


F  Your  Company  Logo  Watch  Sample 

I  To  naliule  HUGE  logowatchos  tor  conaMiqr  gifts 

(fW/wf  lot  peizonsl  m 


'  This  advertisement,  ft 
'  Your  business  letterhead 
and  business  card  with  your 
name  and  title!  phase  mlhid 1 
party  Cosiness  ietlemead } 

IMAGEWATCHES,™INC.D™iSBn"" 

9095 Telstar Ave  Attn:  Mr.  Grain 

El  Monle.  CA  91731-2809        Toll  Free  888-66-IMACE 


Wine 


is  your  corporate  and 

promotional  gifts 
specialist.  Great  prices 
^(800)  >i.>-i  i:»2 


Can't  get  your 
customers' attention? 


Send  them  your  underwear. 

PROMOMART" 

http:/AArw.promomart.com/bw 

address  books,  boxer  Shorts,  caps 
and  a  lew  thousand  ottier  imptmtable  things 


Fine  Art 


SALVADOR  DALI 


"Cosmic  Rays" 

1964  Original  Lithograph 
Pencil  Signed  by  Salvador  Dali 

Collect  Rare.  Authentic, 
Graphics.  Drawings,  and  Paintings 
from  the  #1  Source  for  Salvador  Dali 
SILVERSTATE  FINE  ART 

Color  Catalog  Available 
800-999- DA  LI  (3254) 

outside  U.S.  call  310-798-1360 


Culinary  Tools 


Savings  from 
PROFESSIONAL  CUTLERY  DIRECT 


The  Wusthof-Trident 

Classic  6"  Cook's 
$70.00  $48.50 


FREE  catalog. 

Incredible  selection 
til  fine  <  nlinjry  mills 
lives,  I  nnkware  &  more 


Professional  Cutlery  Direct 
(800)  859-6994,  Dept.  BW69 

email  BW69@p-c-d.com 


Golf  Equipment 


World's  Longest  Legaf 
Golf  Ball — Guaranteed 

Invented  by  a  Nuclear  Physicist 

•  Irradiated  for  longer  distance 

•  Guaranteed  Cut-Proof 

•  USGA  Tournament  Legal 

Gamma  TNT 

Golf  Balls  for  a\mm^0t 

1-800-850-1269 


SM  t 


Corporate  Gifts 


<D  1 


§Free  •Layout  •Evaluation 

Just  e-mail  your  company  logo  and  in 
less  than  24hrs.,  you  can  see  via  e-mail 
how  great  it  will  look  in  one  of  our 
elegant  watches,  or  mail  your  logo 
with  $15  per  watch  (limit  3)  and  we'll 
process  your  order  in  72hrs.*  All 
orders  may  include  individual  names 
and  unlimited  colors  at  no  additional 

COSt.   *(may  vary  during  holidays) 

LogoTime/Attn.Bev 
9434  Old  Katy  Rd.#230  Houston.TX  77055 


Special  Offers  @  http://www.logotime.com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010: 
CHICAGO,  IL  60611 


Business  Opportunities 


How  to 
properly  slice 
a  bagel. 

And  other  things  to  know 
before  opening  a  bagel  shop. 
Our  Total  Success  Program 
is  your  guarantee  for  a 

successful  bagel  business. 
Call  for  info  and  free  video: 

1  800-878-4070  Dept.  b 

Empire  E 

BakEfy  Equipment  Inc. 


"A  Doctor's  Income  Detecting 
Hospital  Bill  Mistakes?" 


Studies  reveal  thai  9TX  of  all  hospital  bills  contain 
huge  overcharges  That's  why  my  1 1 -year  busi- 
ness is  such  a  "win/win"  opportunity  patients  and 
their  insurers  pay  us  50$  ol  every  $1  00  we  recov- 
er in  overcharges.  Now.  sine 
millions  of  unserviced 
patients  exist  nationwide  - 
mam rfacing  a  fortune  in 
over(  httri>i>\  -  we're  sharing 
our  system  with  affiliates 
wanting  a  doctor's  income  You  don't  need  a 
technical  background  -  just  the  savvy  to  spot  a 
vital  new  American  service  $10,000  investment 
required  For  a  free  report  and  headstart  on  the 
perfect  home  business,  call  today  1-80O-7M-70JW 
or  (702)  47 1  - 1 280,  8  00  -  5  IK)  pm  PST  • 


...millions 
of  unserviced 
patients  exist 
nationwide." 


CONSULTANTS/TRAINERS 


International  firm  expanding  in 
US  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensive 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB96 
lOOKachel  Blvd.,  #150-E 

Reading,  PA  19607 
(800)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


$650,000+  Annually 
From  Home 


$650K  •  $2M  possible  annually  from 
$8,000  investment  Break-through 
product  &  company  structure  90%  profit 
margin,  no  presentations,  no  travel,  no 
MLM  $75K  first  3  months.  Partial 
financing  available.  2  minute  message: 

1-800-432-0018  x2776 
Freedom  Associates 


Franchising 


Franchise 

your  business! 

Call  for  Information  about 
"Franchise  Your  Business"  seminars, 
or  Information  on  franchising. 

Francorp® 

Specialists  In  franchise  Development  BW 

1-80OjFRANCHIS^1-800^7^244L 


I'Aplosivt' 
Opportunity  *p 
for  "One  Stop"  , 
I  Ionic  Services. . 


In  response  to  76  million  baby 
boomers...  Our  franchise  offers 
an  easy  solution  for  home  repairs 
remodeling,  and  house  cleaning. 

Lead  the  pack  with  our 
HandyWorks''"  and  MaidWorks'" 
profit  centers  and  large  service 
territory.  We'll  show  you  how  to 
operate  this  cash  business. 

Franchise  fee  $3O,0O0-$65.00O 

four  do  n  right,  good  othxe  home  iervKr  npera  - 

I  I  780  Manchester  Road.  St  Lou.i,  MO  63  1 31 


I  -  800-579-0900 


CUSTOM  STORAGE  SYSTEMS 

Closet  •  Garage  •  Home  Office  •  Entertainment  Center 
No  I  rated  in  USA  Large  exclusive  territories. 
Complete  training  &  on-going  support  ^"\0*<>i 
Call  David  Louy.  VP  ^ttffis^ 

(310)516-7000    FAX (310) 538-2676  \ 


FINANCIAL  SKKVICK  KRA.NCHISK 


The  Interface  Group  Franchisees  provide 
working  capital  to  small  businesses  through  a 

unique  invoice  discounting  program  For 
Entrepreneurial  Decision  makers  looking  to 
earn  an  above  average  return  on  their  working 
capital,  this  is  an  ideal  low  overhead  /  time 
opportunity 
1-800-387-0860 


Financial  Services 


Turn  Your  Invoices  into 
IMMEDIATE  CAS 

•  Cash  within  2-*  hours 

•  No  term  contracts  to  sign 

•  We  assume  the  credit  risk 
■  Bank  to  I)  •  nk  transfer  of  funds 

CaU  Jeff  Farkas 
Toll  free  #1-800- 241 -CASH 


At 


Advantage  Funding  Corp. 

Giving  Your  Busness  The  ADVANTAGE  To  suased 


Business  Opportunities 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


[Arrange  Business  Loans  and 
\Equipm  ent  Leases  from  $1,000to 
I  $10  million.  No  co-brokering.  Work 
[directly  w/National  Lenders. 
I  Unlimited  earnings  potential  and 
I  residual  income. 
|  COLOR  brochure  and  FREE 
computer  disk 

[CALL  1-800-336-3933 

The  Loan  Consultants,  Inc. 


OPPORTUNITY  KNOCKS 


Once  in  a  while  a  business 
opportunity  conies  along  that  will 
never  repeal  itself,  an  opportunity  so 
strong  that  timing  is  of  the  essence 
for  the  select  few  who  take 
advantage.  We  know  that  our 
proven,  ten  year  old  program  is  so 
profitable  with  respect  to  return  on 
investment  that  we  urge  you  to  talk 
to  our  dealers  If  you  have  sales/ 
mgmt  skills  and  can  invest  in  a 
proven  business  which  will  give  you 
extremely  high  income,  an  exclusive 
protected  area,  training,  leads, 
secured  accounts  to  call  on.  then  let's 
talk.  Areas  goine  fast. 

1-800-601-7200 


ATTENTION  ELECTRON 
COMPANIES 

Irish 
agreem 

interested  in  developing  Euro 
markets. Excellent  infrastruci 
Grant  finding  available.  PI 
contact:  Pat  Kenny.  Tech-So 
Ltd,  Dublin. 

Phone  011-353-1-83239 
Fax  011-353-1-832433 


ompany  seeks  partners 
nent  with  Ub  compB 


INCORPORATION 


•  FREE  Information 

•  All  50  States  and  Offshore 

•  Reliable  Service  and  Low  Prices 

Corporate  Creation 

http:/Avww.corpcreations.c 
800-672-9110  •  Fax  305-672 


TRADEMARK 


If 


| 


For  the  explosive  growth  in  ISO  9<  jr. 
we  train  you  to  run  your  own  pract  _A 
Management  experience  require  ]|[  [ 
Executive  income,  Professional  car 
Strider  Internationa) 
1-800-891-6629 


.1 


ADVERTISE  IN  THE 
BUSINESS  WEEK 
MARKETPLACE  AND 
REACH  OVER  6  MILLION 
RESPONSIVE  READERS!! 


is 


m 
i; 


The  next  Marketplace  section 
closes  on  September  24th. 
For  rates  and  information  contact 


Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


if; 
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siness  Week  Index 


)DUCTION  INDEX 


iange  from  last  week:  -0.7% 
lanee  from  last  year:  6-5% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Aug.  31  =  133.6 
1992=100 


Sept.  Jan.  May  Aug. 

1995  1996  1996  1996 

ie  index  is  a  4-week  moving  average 

production  index  declined  during  the  week  ended  Aug.  31.  Before 
ilation  of  the  four-week  moving  average,  the  index  took  a  smaller  drop, 
ig  to  132.7  from  132.9.  Declines  in  the  seasonally  adjusted  output  of 
i  and  electric  power  and  rail-freight  traffic  offset  a  big  |ump  in  truck 
jction.  For  the  entire  month  of  August,  the  index  rose  slightly,  to  134.2, 
133.9  in  July. 

leading  index  will  be  unavailable  for  an  indefinite  period  of  time 
)duction  index  copyright  1996  by  The  McGraw-Hill  Companies 


m 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

CK  PRICES  (9/6)  s&p  500 

655.68 

651.99 

14.9 

PORATE  BOND  YIELD.  Aaa  (9/6) 

7.91% 

7.82% 

6.2 

USTRIAL  MATERIALS  PRICES  (9/6) 

110.7 

110.6 

-2.5 

INESS  FAILURES  (8/30) 

NA 

NA 

NA 

|  ESTATE  LOANS  (8/28)  billions 

$523.2 

$523.7 

5.6 

IEY  SUPPLY.  M2  (8/26)  billions 

NA 

NA 

NA 

HAL  CLAIMS.  UNEMPLOYMENT  (8/31)  thous.  316 

331 

-8.9 

rces:  Standard  &  Poor's.  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
adstreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept 

ITEREST  RATES 

IERAL  FUNDS  (9/10) 

LATEST 
WEEK 

5.10% 

WEEK 
AGO 

6.01% 

YEAR 
AGO 

5.73% 

HMERCIAL  PAPER  (9/11)  3-month 

5.53 

5.53 

5.72 

ITIFICATES  OF  DEPOSIT  (9/1 1)  3  month 

5.53 

5.53 

5.71 

ED  MORTGAGE  (9/6)  30  year 

8.53 

8.36 

7.84 

IUSTABLE  MORTGAGE  (9/6)  one  year 

6.09 

6.01 

5.85 

IME  (9/10) 

8.25 

8.25 

8.75 

irces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (9/7)  thous.  of  net  tons 

1,984 

1,952# 

0.3 

AUTOS  (9/7)  units 

105,568 

.  1 8,892  r# 

2.8 

TRUCKS  (9/7)  units 

100,614 

117,175r# 

4.9 

ELECTRIC  POWER  (9/7)  millions  of  kilowatt-hrs. 

68,437 

70,395# 

3.5 

CRUDE-OIL  REFINING  (9/7)  thous.  of  bbl./day 

14,415 

14,401# 

-2.1 

COAL  (8/31)  thous.  of  net  tons 

22,045# 

22,447 

6.9 

LUMBER  (8/31)  millions  of  ft. 

507. 1# 

498.7 

10.9 

RAIL  FREIGHT  (8/31)  billions  of  ton-miles 

26. 7# 

26.7 

3.9 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept  ,  WWPAi.  SFPA:',  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

GOLD  (9/11)  $/troy  oz. 

383  500 

385  600 

0.2 

STEEL  SCRAP  (9/10)  #1  heavy,  $/ton 

136.50 

136.50 

-4.9 

COPPER  (9/6)  iz/ib. 

96.4 

95.7 

-29.2 

ALUMINUM  (9/6)  e/ib. 

70.5 

69.0 

-14.5 

COTTON  (9/7)  strict  low  middling  1-1/16  in.,  (2/lb 

76.21 

77.50 

-13.9 

OIL  (9/10)  $/bbl. 

24.21 

23  50 

29.3 

CRB  FOODSTUFFS  INDEX  (9/10)  1967=100 

269.07 

267.29 

13.7 

CRB  RAW  INDUSTRIALS  INDEX  (9/10)  1967=100  346 .47 

348.08 

4.0 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market.  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (9/1 1) 

110.24 

108.82  103.55 

GERMAN  MARK  (9/iD 

1.51 

1.48 

1.49 

BRITISH  POUND  9/1 D 

1.55 

1.57 

1.55 

FRENCH  FRANC  (9/1 1) 

5.15 

5.08 

5.13 

ITALIAN  LIRA 

1524.0 

1511.5  1615.5 

CANADIAN  DOLLAR 

1.37 

1.37 

1.36 

MEXICAN  PESO  (9/11)3 

7.547 

7.555 

6.280 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


w  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ipment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


INESS  INVENTORIES 


INDUSTRIAL  PRODUCTION 


'day,  Sept.  16,  1 0  a.m.EDT  ►  Invento- 
held  by  manufacturers,  wholesalers, 
retailers  probably  grew  by  0.2%  in 
,  according  to  the  median  forecast  of 
lomists  surveyed  by  mms  International, 
of  The  McGraw-Hill  Companies.  The 
would  follow  a  0.1%  decline  in  May 
a  0.1%  increase  in  June.  Factories 
s  already  reported  a  0.2%  advance  in 
r  stock  levels  in  July,  while  wholesale 
ntories  were  up  0.1%.  Business  sales 
ly  increased  by  a  strong  1.5%  in  July 
r  falling  0.5%  in  June.  Wholesale  ship- 
its  alone  shot  up  by  2.4%  in  July.  As  a 
It,  the  inventory  to  sales  ratio  for  all 
nesses  could  fall  to  a  new  record  low. 


Tuesday,  Sept.  17,  9:15  a.m. edt>-  Output 
at  the  nation's  factories,  mines,  and  utili- 
ties probably  rose  by  0.4%  in  August,  says 
the  mms  forecast.  That's  suggested  by  the 
rebound  in  factory  hours  and  employment. 
Motor-vehicle  production  likely  led  the 
increase  last  month.  In  July,  output  rose 
0.2%.  The  average  operating  rate  for  all 
industry  probably  edged  up  to  83.4%  in 
August  from  83.2%  in  July. 


Wednesday,  Sept.  18,  8:30  a.m.EDT  ►  The 
foreign-trade  deficit  for  goods  and  services 
likely  widened  in  July,  to  $8.5  billion  from 
$8.1  billion  in  June.  Exports,  which 


dropped  0.3%  in  June,  are  forecast  to  have 
risen  in  July.  Imports,  down  3.3%  in  June, 
probably  bounced  back  even  stronger.  Still, 
the  July  forecast  would  be  an  improvement 
from  the  deficit's  average  for  the  second 
quarter,  suggesting  trade  is  not  a  drag  on 
economic  growth  this  quarter. 

HOUSING  STARTS 

Thursday,  Sept.  19,  8:30  a.m. edt>  The 
mms  survey  projects  that  housing  starts  fell 
to  an  annual  rate  of  1.43  million  in  August. 
If  so,  that  would  be  the  fourth  consecutive 
decline,  including  a  1.3%  drop  in  July,  to 
1.46  million.  In  recent  surveys,  builders 
say  they  are  beginning  to  see  a  slowdown  in 
home-buying  activity. 


INTERNATIONAL  TRADE 
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BUILD  THE 
DREAM 
TEAM  OF  THE 
NINETIES 


Diversity: 
Making  the 
Business  Case 

A  Business  Week 
Special  Advertising  Section 


A  diverse  workforce  is 
the  new  vision  for  success. 
Build  your  corporate  image 
by  supporting  diversity  and 
positioning  your  company 
before  6  million  business 
decision-makers. 


For  more  information, 
please  contact: 

Jeff  Maiers 
Project  Manager 
Phone:312-616-3303 

issue  Date: 
December  9,  1996 

Ad  Closing  Date: 
October  21  1996 


Beyond  news.  Intelligenct 


ii  ision  ofTheMcGraw-HtUCompanie 


8? 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names 
Companies  listed  only  in  tables  are  not  included. 


ABN  Amro  (ALGEF)  54,  6B 
ActivMedia  104 
Agra!  134 

AirTouch  Communications 

(ATI)  39 
Ajinomoto  42 
Allen  (Paul)  78 
Alpha  Software  15 
Amazon.com  104, 106 
American  Airlines  (AMR)  170 
American  Banknote  (ABN)  142 
American  Refrigeration 

(WH)  134 

America  Online  (AMER)  104 
Andersen  Consulting  94 
Anheuser-Busch  (BUD)  158 
Antena  hes  66 

Apple  Computer  (AAPL)  39, 46, 
78 

Archer  Daniels  Midland 
(ADM)  42 

AT&T  (T)  46,78,104 
Auto-By-Tel  104 
Aztar(AZR)  87 
B 


BAESA  134 
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3  a  week  of  interest-rate 
;  and  Mideast  tensions, 
w  Jones  industrials  logged 
100  points  to  close  at 
I,  just  23  points  off  the 
e  high.  The  Dow  got  some 
from  its  four  energy  stocks, 
climbed  along  with  oil 
Small-cap  and  midcap 
made  gains  only  about  half 
the  larger  companies. 
]f  higher  rates  subsided  on 
11  when  a  Federal  Reserve 
nic  survey  found  little  evi- 
ot  inflation. 


STOCKS 

Sept.  Mar. 


Sept.    Sept.  5-11 


Ft 


BONDS 

Sept.     Mar.     Sept.    Sept.  5-11 


670  1575 
667,28 


1 -week  change  52-week  change 

+1.8%  -6.1% 


it 


I -week  change 

-0.2% 


THE  DOLLAR 

Sept.     Mar.     Sept.    Sept.  4-11 


1445  100 
1434.26 


52-week  change 

+2.1% 


1-week  change 

+0.9% 


KET  ANALYSIS 


%  change 

HOCKS 

Latest 

Week 

52-week 

ONES  INDUSTRIALS 

5754.9 

1.7 

20.8 

11  COMPANIES  (S&P  MidCap  Index) 

233.9 

0.7 

7.5 

COMPANIES  (Russell  2000) 

336.7 

0.6 

6.6 

IMPANIES  (Russell  3000) 

379.2 

1.5 

13.5 

%  change  (local  currency) 

IGN  STOCKS 

Latest 

Week 

52-week 

IN  (FINANCIAL  TIMES  100) 

3905.6 

0.8 

9.4 

(NIKKEI  INDEX) 

20,571.0 

1.8 

10.5 

ITO  (TSE  COMPOSITE) 

5160.4 

-0.1 

12.5 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.30% 

5.31% 

5.45% 

30-YEAR  TREASURY  BOND  YIELD 

7.11% 

7.10% 

6.52% 

S&P  500  DIVIDEND  YIELD 

2.16% 

2.20% 

2.34% 

S&P  500  PRICE/EARNINGS  RATIO 

19.1 

18.7 

16.7 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

645.4 

643.9 

Positive 

Stocks  above  200-day  moving  average 

56.0% 

55.0  %r 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.72 

0.75  r 

Positive 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.27 

1.25 

Positive 

USTRY  GROUPS 


MONTH  LEADERS 


%  change 
1-month  12-month 


Strongest  stock  in  group 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 
1-month  12-month 


CHINE  TOOLS 

8.1 

-30.7 

GIDDINGS  &  LEWIS 

8.5 

-22.7 

123A 

OES 

6.9 

95.7 

STRIDE  RITE 

32.8 

-14.4 

95/8 

AND  GAS  DRILLING 

6.8 

69.8 

ROWAN 

7.4 

100.0 

16  V4 

'ERSIF1ED  MACHINERY 

6.5 

12.7 

DEERE 

16.1 

44.7 

4234 

OD  WHOLESALERS 

6.2 

2.1 

FLEMING 

14.8 

-42.6 

16V2 

MONTH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

TELS  AND  MOTELS 

-10.4 

12.1 

HARRAH'S  ENTERTAINMENT 

-20.0 

-42.6 

18'6 

ECIALTY  APPAREL  RETAILERS 

-8.3 

45.2 

GAP 

-10.6 

89.5 

31% 

USEWARES 

-7.1 

4.2 

RUBBERMAID 

-19.5 

-21.6 

22  A 

GIONAL  TELEPHONE  COMPANIES 

-7.0 

-0.1 

AMERITECH 

-9.5 

-1.0 

50V4 

tLINES 

-6.6 

-2.3 

SOUTHWEST  AIRLINES 

-10.7 

-14.1 

22  '/., 

TUAL  FUNDS 


MORNINGSTAR  INC 


)ERS 

LAGGARDS 

week  total  return 

% 

Four-week  total  return 

% 

MARATHON  GOLD  &  NATURAL  RESOURCES 

12.4 

SMITH  BARNEY  TELECOMM.  INCOME 

-7.7 

HN  HANCOCK  GLOBAL  RESOURCES  B 

8.1 

FIDELITY  SELECT  AIR  TRANSPORTATION 

-7.2 

ATE  STREET  RESEARCH  GLOBAL  RES.  C 

7.6 

STEADMAN  AMERICAN  INDUSTRY 

-7.0 

eek  total  return 

% 

52-week  total  return 

% 

NDMARK  SMALL  CAP  EQUITY  A 

63.8 

STEADMAN  TECHNOLOGY  GROWTH 

-44.2 

S  PRECIOUS  METALS  A 

55.8 

STEADMAN  AMERICAN  INDUSTRY 

-29.8 

INITREND  GOLD 

53.1 

SELIGMAN  COMMUNICATIONS  &  INFORM.  D 

-26.2 

4-week  total  return 


I  S&P  500  Average  fund 

52-week  total  return 


LATIVE  PORTFOLIOS 


ir  amounts  represent  the 
;nt  value  of  $10,000 
.ted  one  year  ago 
ch  portfolio 

entages  indicate 
day  total  returns 


U.S.  stocks 

$11,728 

+  1.39% 


Foreign  stocks 

$11,238 

+0.45% 


llll 


Money  market  fund 
$10,521 

+0.11% 


Hi 


Treasury  bonds 

$9,984 

-0.62% 


DRI/McGRAW-HILL 


Gold 

$9,752 

-0.87% 


ita  on  this  page  are  as  of  market  close  Wednesday,  Sept.  11,  1996,  unless  otherwise  indi- 
.  Industry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as 


of  market  close  Sept.  10.  Mutual  fund  returns  are  as  of  Sept.  6.  Relative  portfolios  are  valued 
as  of  Sept.  10.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


ZERO  INFLATION  IS  NOT  WORTH  THE  RISK 


The  death  of  inflation  is  fast  becoming  a  fashionable  topic 
of  debate  in  the  corridors  of  Washington  and  the  halls  of 
academe.  Zero  inflationists  are  battling  New  Economy  types 
for  control  of  policy.  Both  believe  they  know  the  elixir  for 
faster  economic  growth.  The  zeroes,  who  include  several  re- 
gional Federal  Reserve  bank  presidents  and  congressional 
conservatives,  want  to  hike  interest  rates  sharply  to  get  to 
zero  inflation  now.  The  New  Economy  wing,  which  includes 
Fed  Chairman  Alan  Greenspan  and  the  National  Associa- 
tion of  Manufacturers,  believes  that  new  technology  and 
global  markets  allow  the  U.  S.  to  aim  for  faster  growth  with 
low-enough  inflation.  We  think  the  zeroes  are  well-inten- 
tioned, but  the  New  Economy  folks  are  on  target.  This  is  not 
the  time  to  stomp  down  hard  on  the  economy. 

Let's  go  to  the  tape.  The  recent  data  on  the  second  quarter 
is  a  paean  to  the  New  Economy  argument.  It  shows  that 
even  with  a  surge  of  4.8%  in  gross  national  product,  actual  in- 
flation remains  low.  The  price  deflator  rose  at  a  low  annual  rate 
of  2.1%,  productivity  rose  a  surprising  0.5%  and  hourly  real 
wages  actually  fell  0.1%  for  the  quarter.  In  the  past,  at  this  late 
point  in  a  business  cycle,  productivity  would  be  falling  and  la- 
bor costs  would  be  much  higher.  Inflation  would  surely  be 
rising  more  sh:\  as  unemployment  approached  5%.  Some- 
thing in  the  economy  is  different  this  time. 

Look  at  prices.  A  few,  such  as  gas,  beer,  and  airline  tickets 
are  up.  But  pricing  power,  overall,  remains  weak,  with  the 
cost  of  cereal,  paper  towels,  computers,  Japanese  luxury 
cars,  and  burgers  actually  declining.  American  Airlines  pilots 
and  McDonnell  Douglas  machinists  just  settled  for  job  secu- 
rity, not  big  pay  packages,  and  the  United  Auto  Workers  ap- 
pears ready  to  do  the  same  thing.  Even  gold  bugs  must  admit 
that  something  is  different.  In  1990,  when  oil  last  surged,  gold 


jumped  $70.  This  round,  with  oil  up  24%  over  the  past  ye 
gold  remains  totally  tame.  Could  it  be  that  this  business  < 
cle  is  different  because  it  is  investment-led?  That  greater 
parity,  higher  productivity,  and  global  competition  are  ] 
straining  companies  from  passing  on  higher  wage  cost  a 
igniting  what,  in  the  past,  would  already  have  been  dangi 
ously  higher  inflation?  We  think  so. 

We  also  believe  that  the  Fed  can't  risk  being  cavali 
Unit-labor  costs  are  running  ahead  of  inflation  for  the  year, 
small  hike  in  short-term  rates  is  totally  compatible  with 
New  Economy  view.  As  long  as  monetary  policy  isn't  used 
strangle  the  economy  to  get  to  zero  inflation,  a  rise  of  25  t 
sis  points  might  reassure  the  markets  that  the  Fed  is  vigilai 

If  the  economy  were  not  showing  clear  signs  of  bei 
transformed  into  a  higher-growth,  lower-inflation  machh 
there  might  be  an  argument  for  the  zeroes'  case.  Real  savin 
would  be  higher  under  complete  price  stability.  But  given  t 
five-year  success  of  the  New  Economy— -great  corporate  pn 
its,  big  capital  spending,  and  very  low  unemployment  at  a  cc 
of  a  bare  uptick  in  inflation — the  pain  of  getting  to  zero  isi 
worth  it.  The  deflationary  cost  of  zero  inflation  would 
lost  economic  growth  and  higher  unemployment.  For  wha 

Business  people  think  their  companies  and  their  marke 
have  changed  because  of  technology  and  global  competitic 
These  New  Economy  CEOs  just  may  have  a  better  feel  f 
productivity  and  prices  than  statisticians  collating  inadequa 
data.  This  is  especially  true  if,  as  many  suspect,  governme 
statistics  overestimate  inflation  by  one  percentage  point.  Tl 
Fed  has  already  launched  a  successful  experiment  in  lowerii 
the  "natural"  rate  of  unemployment  from  6%  to  5%  witho 
igniting  dangerous  inflation.  Shooting  for  zero  inflation  is  t 
risky.  Times  are  good.  We  shouldn't  blow  it. 


CYBERSPACE  NEEDS  CYBER-IDEAS 


After  years  of  downsizing,  Corporate  America  is  moving 
away  from  cost-cutting  toward  a  new  paradigm  of  top- 
line  revenue  growth.  Trouble  is,  most  big  companies  are  not 
very  good  at  the  innovation  thing.  Nowhere  is  this  as  visible 
as  on  the  frontier  of  electronic  commerce,  where  seasoned  gi- 
ants find  their  tried-and-true  methods  failing  them  while  in- 
novative startups  use  new  ways  to  make  money  on  the  Net. 

Instead  of  merely  duplicating  existing  business  models  in  a 
new  electronic  medium,  successful  entrepreneurs  are  taking 
advantage  of  the  Net's  unique  characteristic — its  interactivi- 
ty. The  hottest  stores  on  the  Web  don't  simply  sell  products, 
they  create  a  virtual  community  of  like-minded  people  who 
regularly  visit  the  site  to  talk,  hang  out,  and  shop.  Being 
there  is  as  much  the  point  as  buying  there  (page  104). 

Trailblazing  Netrepreneurs  also  hybridize  their  tactics. 
Stores  that  start  out  just  selling  stuff  use  the  popularity  of 


their  sites  to  sell  advertising  as  well.  Publishers  of  conte: 
move  into  sales  and  try  to  generate  subscription  revem 
(battling  the  Net  culture's  belief  that  information  is  free) 

Smarter  companies  are  using  the  Net  to  increase  cu 
tomer  support  or  promote  brand  recognition.  Federal  Expre; 
Corp.,  is  taking  advantage  of  the  Net's  interactivity  to  let  cu 
tomers  track  their  own  packages  online.  Hardly  any  comp 
nies,  however,  are  generating  revenue  or  profits. 

Innovation  and  adaptation  are  certainly  the  survival  strat 
gies  of  the  electronic  frontier.  People  have  been  doing  bus 
ness  on  the  Net  for  only  two  years.  Indeed,  the  very  conce] 
of  profit  was  rejected  by  most  Netizens  until  very  recentl 
Big  corporations  that  seek  to  cultivate  new  land  in  this  ri( 
environment  would  do  well  to  leave  their  old  ways  behind  an 
learn  from  the  individualists  who  are  prospering  at  the  ed£ 
of  a  new  world. 
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You  are  sending  your 
employees  to  the  jungle. 


May  we  suggest 
a  survival  kit. 


Visa*  Corporate  card.  It's  accepted  at  over  12  million  places  worldwide,  7  million    YlS A  CORPORATE 
lore  than  American  Express.  So  when  your  employees  are  out  blazing  tire  corporate 

rail,  they  can  easily  track  down  cash  at  over  280, 000  \'i>a  AIM-  around  llie      TnntfT^^'-^  „,, ,  f, 

11  1  -1      •  '  1     1  lfl  1  -1  HUUD  ldiH  bb  IB  1UIU 

'orld.  Meanwhile,  it  can  help  you  manage  your  cash  tlow  and  negotiate  better  rates  ^'"r^^^^iSii'' 

'ith  vendors.  Being  king  of  the  jungle  might  not  he  so  tough  after  all.  For  details,     "7  !,ELL0B 

all  1-800-VISA-311  ext.  94,  or  visit  Visa  Expo  @  www.visa.com  |ft  Everywhere  ym  Want  jQ  ^ 


Many  computer  companies  don't  make  their  own  parts. 
Makes  you  wonder  where  they  get  them. 
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BURLINGAME  PUBLIC  L 


A  PUBLICATION  OF  THE  McGRAW-HILL  COMPANIES 


SEPTEMBER  30,  1996 


BOOMING 


Yes,  business  is  great.  But  new 
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IN  an  industry  where  companies  rise  and  fall  overnight,  it's  nice 
to  know  there's  one  with  something  behind  it. 
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EDITED  BY  LARRY  LIGHT 


PEROT  NOTES 


JUST  DON'T  TELL  ROSS 


TALK  SHOW  UThe  President . . .  talks  like  Dirty  Harry,  but 
he  acts  like  Barney  Fife.'?— Bob  Dole,  Sept.  16 

^George  Bush  talks  like  Clint  Eastwood,  but  his  record  lool 
like  Barney  Fife." — Democratic  campaign  statement,  1992 


IN  1992,  ROSS  PEROT 
declared  he  would  never  put 
an  adulterer  in  his  adminis- 
tration. "I  wouldn't  have  peo- 
ple like  that,"  he  said  on 
20/20  then.  And  when  Ross 
was  boss  at  Electronic  Data 
Systems,  adultery  was  cause 
for  dismissal. 

Turns  out  his  '96  running 
mate,  economist  Pat  Choate, 
settled  a  messy  divorce  in 
1994  from  a  wife  of  25  years, 
who  accused  him  of  adultery. 


According  to 
legal  papers  on 
record  in  Dis- 
trict of  Colum- 
bia Superior 
Court,  ex-wife 
Diane,  who 
filed   for  di- 
vorce in  1993, 
charged   that  ~ 
Choate  for  at  least  two  years 
had  been  involved  in  an  "adul- 
terous relationship"  with  Kay 
Casey,  an  Arizona  school- 


CHOATE:  Adultery  charged 


teacher.  He 
married  Casey 
after  the  di- 
vorce went 
through. 

Choate  con- 
tends that  it 
was  Diane  who 
walked  out  on 
him  in  1988, 
when  she  went 
to  Switzerland 
to  study  Jun- 
gian  psycho- 
analysis for  four 
"  years.  He  calls 
his  ex-wife's  allegations  a  "ne- 
gotiating position"  aimed  at 
getting  a  bigger  settlement. 
They  ended  up  splitting  most 


of  their  assets,  including  rc 
alties  from  books  he  wro 
during  their  marriage.  Choa 
calls  her  charge  untrue,  b 
declines  to  elaborate,  sayir 
"It  is  wrong  to  violate  my  p 
vacy  to  attack  Ross  Perot 

Court  papers  show  he  al 
asked  for  a  divorce,  but  not 
ing  in  the  file  indicates  1 
response  to  the  adulte 
question.  His  ex-wife  didi 
return  calls  for  comment,  n 
did  his  current  wife.  As  i 
Perot,  spokeswoman  Shar 
Holman  says  he  knew  ab 
the  divorce,  but  she  referr 
all  further  inquiries 
Choate.  Christina  Del  Va 
and  Douglas  Harbrecht 


PRIVATE  LIVES 

ONLINE  PRYING 
MADE  EASY 

PRIVACY   ADVOCATES  ARE 

apoplectic  over  a  new  online 
search  service  that  unearths 
personal  information.  Lexis- 
Nexis,  one  of  the  largest 
online  data  providers,  has 
received  a  torrent  of  protest- 
ing calls  and  E-mail  mes- 
sages about  the  three-month- 
old  service,  called  P-Trak. 

P-Trak  can  reveal  your 
name  (and  maiden  name), 
phone  number,  current  and 
previous  two  addresses,  and 
month  and  vear  of  birth.  This 


is  culled  from  mon  than  300 
million  records  bought  from 
credit-reporting  agency  Trans- 
Union.  P-Trak  initially  pro- 
vided Social  Security  num- 
bers, but  stopped  after  agree- 
ing it  might  invite  consumer 
fraud.  Some  of  this  info  is 
available  free  on  the  Web, 
but  P-Trak  is  more  compre- 
hensive. For  $85,  anyone  can 
get  a  search  done. 


Privacy  groups  say  this  in- 
formation, even  without  So- 
cial Security  numbers,  is  the 
raw  material  for  credit-card 
fraud,  and  also  reveals  unlist- 
ed phones.  They  want  Con- 
gress to  stop  credit  agencies 
from  selling  data.  The  compa- 
ny says  the  flap  is  overblown, 
since  the  info  is  publicly  avail- 
able. Lisa  Sanders 


WILD  BLUE  YONDER 

THE  FAA'S 

NORTHERN  EXPOSURE 

KNOCKED  FOR  LAX  OVERSIGHT, 

the  Federal  Aviation  Admin- 
istration is  starting  an  exten- 
sive safety  exam  of  airports. 
But  its  first  crackdown — on 
one  of  the  world's  riskiest 


THE  LIST  TAXING  QUESTION 


Was  Bill  Clinton's  1993  tax 
increase  the  largest  in  histo- 
ry, as  Bob  Dole 
charges?  In  nomi- 
nal dollars,  sure. 
But  when 
adjusted  tor 
inflation, 
Ronald  Rea- 
gan's 1982 
hike  (which 
Dole  backed)  was 
larger.  Ditto  regarding  its 
impact  on  the  economy,  as  a 
percent  of  GDP.  How  the  '82 


and  '93  rises  stack  up  against 
those  of  earlier  eras  is  a 
murkier  issue. 
World  War  II  tax 
surcharges  likely 
were  even  big- 
ger, but  lack 
of  data  makes 
comparisons 
impossible. 
One  caveat:  The 
82  bill's  effect  on 
taxpayers  was  more  than  offset 
by  the  much  larger  1981 
Reagan  tax  decrease. 


LARGEST  TAX  HIKES  SINCE  1980 


CURRENT 
DOLLARS* 

NOMINAL 
DOLLARS 

PERCENT 
OF  GDP" 

PRESIDENT 

1982 

$278 

$214 

1.09% 

REAGAN 

1993 

227 

240 

0.64 

CtlNTON 

1990 

135 

136 

0.43 

BUSH 

984 

126 

102 

0.49 

REAGAN 

383 

61 

49 

0.19 

REAGAN 

It'  BILLIONS 

*  Inflation  adjusted,  1993  dollars.     **  Over  five  years 

DATA:  TREASURY  DEPT  .  JOINT  COMMITTEE  ON  TAXATION,  BUSINESS  WEEK 

airports,  Juneau  Internj 
tional — is  getting  heavy  fla 
The  regional  carrier  servil 
Alaska's  capital  is  fightij 
the  agency's  move  to  bl 
takeoff  routes  the  faa  deer 


GOAL:  Make  airports  safei 


too  dangerous,  which  cou 
lead  to  flight  cancellations 

Alaska  Airlines  says  tjj 
faa's  concerns  are  exaggers 
ed  and  its  order  will  hamp 
the  carrier's  Juneau  operatio] 
Says  a  spokesman:  "Safety 
our  No.  1  priority."  The  coi 
pany  is  appealing  the  FAj 
edict  to  the  National  Trar 
portation  Safety  Board.  Ot 
er  airlines  are  watching  t 
dispute  closely  for  clues  to  i 
spond  to  the  faa  initiative 

The  faa  thinks  axing  sor 
routes  is  a  no-brainer.  T 
airport  is  surrounded  by  gl 
ciers  and  2,000-foot  peaks, 
has  treacherous  wind  she; 
plus  frequent  ice  and  fog.  T 
FAA  says  Juneau  has  had  t 
many  mishaps  for  comfort: 
least  four  close  calls  in  t 
past  two  years  when  aircrt 
pilots  temporarily  lost  co 
trol,  and  a  crash  killing  eig 
in  1992.  Christina  Del  Va, 
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advising  people  about  money? 

Long  enough  to  know 
you  can't  plan  someone's 
uture  in  five  minutes. 


Meet  Jack  Kimbler, 

financial  advisor.  He's  been  consulting  people  on  financial 
I  matters  for  over  30  years.  So  he  knows  a  comprehensive 
financial  plan  isn't  something  you  put  together  for  some- 
one overnight.  It  takes  time.  And  should  concentrate  on 
the  many  aspects  of  people's  financial  lives.  Including 
financial  position  and  retirement  planning,  plus  insurance, 
investment,  income  tax  and  estate  planning.  Each  is 
individually  important.  And  together,  they  give  you 
focused  financial  direction  across  the  many  facets  of  your 
life.  Something  Jack,  or  any  one  of  our  8,000  advisors 
nationwide,  would  be  more  than  happy  to  help  you  do. 


Nine  out  often  American  Express  I 
clients  would  recommend  us  to  thei 
one  today  to  discuss  how  they  can  h 
Call  1-800 -GET- ADVICE. 


nth 


do  more. 


Financial 
Advisors 


http://www.americancxprcss.com/advisors 
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l-WAY  PATROL 


DRAWN  &  QUARTERED 


WELCOME  TO  WE'RE-MAD-AS-HELL.COM 


COMPANY-BASHING  WEB  SITES 

are  popping  up  all  over.  At 
http.//www.nynexsucks.com, 
Web  surfers  can  post  tales  of 
perceived 
lousy  service  t* 
from  Nynex.  j 
And  although 
the  Baby  Bell 
won't  com- 
ment, the  New 
York  Public 
Service  Com- 
mission did 
recently  fine 
it  $4  million 
for  low  ser- 
vice levels. 

The  Web  page  is  run  by 
Dot.Com  Development,  a 
small  Manhattan  multimedia 
shop  that  says  it  had  to  wait  a 
half-year  until  last  spring  for 
Nynex  to  install  a  vitally 


needed  high-speed,  Ti  digital 
service.  Then  there's  www.mc 
spotlight.org,  which  slams  Mc- 
Donald's for  such  alleged  sins 
as  overeommer- 
cialism  and 
greasy  food. 
All  a  spokes- 
woman for  the 
burger  chain 
will  say  is: 
"They're  enti- 
tled to  their 
views." 

Microsoft  is 
the  subject  of 
several  sites, 
which  range  in  tone 
from  lighthearted  to  hard-hit- 
ting. Stale  oriel's  good-humored 
parodies  of  Slate,  the  software 
maker's  online  publication. 
Many  pages  exist  to  mock  Win- 
dows 95.  And  the  Microsoft 


HERE'S  AN  IP£A-, 
LETS  MOT  USE 
CHARACTER  AS  A 

CAMPAIGN  ISSUE! 


1 


Homeless  Page  has  focused  on 
software  companies  that  have 
gone  out  of  business  since  Mi- 
crosoft's rise  to  dominance. 

Cyber-kvetchers  are  occa- 
sionally vindicated.  Consider 
the  site  on  Ford  vehicles'  ig- 
nition problems,  www.flaining 
fords.com.  In  April,  Ford  an- 
nounced Detroit's  largest  re- 
call ever  (8.7  million  vehicles), 
to  fix  ignitions  that  could  set 
off  small  fires.     Joh  n  Verity 


LITIGATION  NATION 

MINING  THE 
LEAD-PAINT  BONANZA 

here's  some  alchemy  for 
lawyers:  turning  lead-based 
paint  into  gold.  The  potential 
bonanza  stems  from  new  fed- 
eral regs  compelling  home 
sellers  to  tell  buyers  about 
lead  paint  in  the  house. 

Lawyers  are  betting  that 
the  rules  will  prompt  sellers, 
before  listing  their  homes,  to 
get  lead  paint  stripped  off. 
And   since  that   can  cost 
$20,000  or  more  per  house, 
the  sellers  would  turn  to 
their  insurance  companies, 
which  would  balk.  Result: 
a  rash  of  lawsuits  to  force 
insurers  to  pony  up. 

Lead  paint,  banned  in  new 
homes  built  since  1978,  is  tox- 
ic, and  infants  prone  to  eating 
paint  chips  are  especially  vul- 
nerable. The  regs  impact  res- 
idences built  before  1978  and 
became  effective  on  Sept.  6 
for  owners  of  five  or  more 
dwellings  (such  as  apartment 
houses).  They  kick  in  on  Dec. 
(i  for  single-family  homes. 


To  Joan  Lewis 
a  partner  in 
New  York's 
Anderson, 
Kill  &  Olick, 
homeowners 
are  entitled  to 
insurance  pay- 
outs for  paint  re- 
moval because 
necessaiy  to  prevent  injury — 
namely,  to  buyers.  As  prece- 
dent, she  points  to  the  billions 


that  the  insurance  in- 
dustry paid  out  for  as- 
bestos removal,  often 
after  court  battles. 
Insurers  vow  to 
contest  any  lead-paint 
suits.  "The  only  dan- 
ger is  when  the  paint 
s  peeling,  which  it 
l't  in  most  homes," 
says  David  Sullivan,  se- 
nior veep  for  claims  at  Kem- 
per Insurance. 


THE  BIG  PICTURE 


DATA: 

SECURITIES 
DATA  CO.;  D.F  KING 


Poison 
pills  are  get- 
ting as  popular 
lately  as  they  were 
in  the  1980s.  One  rea- 
son: Many  '80s  pills  had 
10-year  terms  and  need  to 
be  renewed.  Also,  mergers 
have  staged  a  comeback. 
A  pill  usually  creates  a 
huge  new  stock  issue 
when  an  acquirer 
buys  into  a 
target. 


W  NUMBER  OF 
COMPANIES  WITH 
BOARD-APPROVED  PLANS 


I  THROUGH  SEPT.  11 


4r,0 


360 


270 


'90  '92  '94  '96 


PRODUCT  PEEK 

EARPLUGS 

FOR  THE  JET  SET 


AIRLINE    PASSENGERS  HA\i 

long  suffered  ear  diseomfo 
on  takeoffs  and  landings.  We 
here's  a  remedy:  earplugs. 

Called  EarPlanes,  these 
rubber-like  plastic  plugs 
snugly  in  the  ear  and,  than! 
to  a  valve  within  each  plu; 
regulate  the  pressure  insid 
Cirrus  Air,  the  plug-makir 
company    (it    also  mak< 
SwimEar  plugs  for  the  wi  B 
ter),  recently  struck  a  de  j 
with  Kiwi  International  A  I 
Lines,  which  passes  out  frc  I 
EarPlanes  to  passengers.  Yc  t 
can  buy  the  plugs  in  druj  j 
stores  and  airport  gift  shop  " 
There  are  smaller  ver-  J 
sions  for  kids. 

On  the  market 
for  only  the  past 
year,  the  product 
should    get  a 
boost  from  Cirrus' 
new  $2  million  ad 
campaign.  Cirrus 
head  Drew  O'Connell  say 
he'll  more  than  double  t| 
ad  budget  next  year.  Ea: 
Planes'  radio  pitchman 
Victor  Kiam  II,  the  Ren 
ington  Products  CEO,  wf] 
is  a  Cirrus  investc 
and  has  hawked  h 
outfit's  shaver 
How  effective  at 
the  plugs?  Dr.  William 
Slattery  of  Los  Angele| 
House  Ear  Clinic  says  h 
was  initially  a  skeptic  bij 
now  recommends  them  t] 
patients.  Amlrew  Ross  Sorki 


FOOTNOTES  Women's  share  of  total  professional  degrees  earned,  1995-96  academic  year:  41%;  20  >  -at  >  age:  16% 
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WE'RE  MAKING  SURE  OUR  RESEARCH 

The  task  is  challenging.  But  the  rewards  are  many.  That's  why  at  Bayer,  we've  made  our  commitment 
to  health  care  research  a  crusade.  That's  why  we'll  spend  a  billion  dollars  this  year  in  areas  such  as 
pharmaceuticals,  medical  imaging,  diagnostics  and  genetic  engineering.  Working  on  treatments  for 

DEVELOPS  HEALTHIER  FUTURES. 

medical  challenges  ranging  from  the  common  cold  to  cancer,  Alzheimer's  and  AIDS.  Nearly  100  years 
ago  we  invented  a  wonder  drug  called  aspirin,  that  helped  improve  the  quality  of  life  in  the  20th 
century.  Now,  utilizing  our  expertise  and  experience,  we  plan  to  do  the  same  for  generations  to  come. 
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MAINTAINING  U.S.  PLANES 

AT  A  HIGH  LEVEL  

A  recent  business  week  article 
wrongly  suggests  that  Federal  Aviation 
Administration  (faa)  certification  and 
testing  requirements  for  aircraft-main- 
tenance personnel  are  lax  ("A  greater 
threat  than  terrorism?"  Government, 
Sept.  9).  There  are  many  who  find  this 
conclusion  flawed,  including  the  more 
than  400,000  maintenance  personnel  who 
meet  the  faa's  rigorous  qualifications  to 
work  on  the  aircraft  that  safely  trans- 
port more  than  500  million  Americans 
over  500  billion  miles  each  year. 

Nowhere  in  the  world  are  the  stan- 
dards and  qualifications  to  work  on  air- 
craft more  rigorous  than  in  the  U.  S. 
Maintenance  schools  must  have  a  cur- 
riculum that  contains  at  least  1,900 
hours  of  instruction  per  student.  In  ad- 
dition, every  person  who  applies  for  a 
mechanic's  certificate  must  pass  an  ex- 
tensive written  test  and  then  is  given  a 
practical  exam  by  an  faa  examiner.  The 
process,  while  tough,  has  been  proved  to 
provide  proper  preparation  and  skills 
to  earn  the  mechanic's  certificate. 

The  article  unfortunately  used  hy- 
perbole as  a  substitute  for  fact.  In  acci- 
dents where  maintenance  was  cited  as  a 
probable  cause,  the  article  implied  that 
work  on  these  aircraft  may  have  been 
done  by  unqualified  or  improperly  cer- 
tified mechanics.  The  faa  is  not  aware 
of  any  accident  ever  being  attributed 
to  an  improperly  certified  mechanic. 

Furthermore,  through  hundreds  of 
thousands  of  surprise  and  scheduled  in- 
spections, the  faa  is  continually  on  the 
job  to  ensure  that  airline  mechanics  are 
qualified.  We  have  a  toll-free  hotline 
that  accepts  anonymous  tips  from  pas- 
sengers, workers  on  the  job,  and  anyone 
else  who  suspects  that  mechanics  may 
not  measure  up.  If  a  mechanic  does  not 
meet  the  faa's  strict  requirements,  the 
agency  will  not  hesitate  to  take  action. 
The  fact  is,  those  who  meet  the  faa's 
impressive  standards  to  work  on  pas- 
senger aircraft  are  the  best  trained  and 
most  qualified  in  aviation  history.  They 
provide  U.  S.  travelers  with  by  far  the 


safest  and  most  efficient  air-transport 
tion  system  in  the  world. 

David  R.  Hins( 
Administrate 
Federal  Aviation  Administrate 
Washingtc 

After  spending  29  years  working 
the  aviation  field  for  the  U.  S.  Air  Fore 
I  feel  there  is  plenty  of  blame  to  \ 
around.  It  should  not  be  directed  only 
the  mechanics  and  inspectors  who  aU 
doing  their  jobs.  Others  include  corp 
rate  presidents  who  must  produce  mo: 
profit,  investors  who  want  more  retui 
on  their  investment  dollars,  and  go' 
eminent  officials  who  take  the  teeth  o| 
of  aviation  regulations. 

Government  officials,  mechanics,  i 
spectors,  corporate  presidents,  and  i 
vestors  fly,  too.  We  all  need  to  reme 
ber  one  thing:  At  30,000  feet,  it  is 
long  way  down. 

George  C.  Hanna  I 
Philadelp' 


I  would  like  to  see  the  present  sji 
tern  replaced  by  one  in  which  mechanij 
are  qualified  by  aircraft  type.  In  additii 
to  the  basic  license,  mechanics  wou| 
have  to  attend  school  for  each  aircn 
type  and  pass  a  comprehensive  writti 
practical,  and  oral  examination  befo: 
being  qualified  to  work  on  that  plai 
Recurrent  training,  with  examinatio 
should  also  be  mandatory.  Such  a  s; 
tern  might  be  considered  prohibitive! 
expensive  by  some,  but,  after  all,  mui 
million-dollar  aircraft  and  hundreds 
lives  are  at  stake. 

Bob  Orlo)l 
Coral  Springs,  Fl 


You  do  a  disservice  to  the  membe: 
of  the  armed  forces  who  are  trying  1 
enter  civilian  society  when  you  que 
tion  the  aircraft-maintenance  trainir 
provided  by  military  schools. 

The  military  trainees  attend  some 
the  finest  aviation-maintenance  schoo 
in  the  world.  They  are  taught  the 
skills  according  to  standards  to  whi( 
any  civilian  school  should  aspire. 

Military  aircraft  operate  on  the  san 
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SforageTek 


Where  the  world's  information  goes. 


How  quickly  can  you  find  it? 


The  sheer  volume  of  information  it  takes  to  compete  in  the  world  keeps  growing.  How  do 
the  world's  most  successful  companies  keep  their  edge?  IMearline  storage  technology,  from 
StorageTek:  Our  Nearline  family  of  high-performance,  automated  tape  library  systems  is 
up  to  twice  as  fast  as  other  automated  systems.  They  crisscross  different  environments  and 
operating  systems  transparently  to  the  user.  And  their  cost  per  megabyte  is  a  fraction  of  the 
cost  of  disk.  For  more  information,  just  call  1  800  922-3260,  ext.  1105.  Or  visit  our  Web  site 
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If  you've  been  spending  a  lot  of  time  thinking  about  your  financial  future,  you  might  like  to  know 
you're  not  alone.  The  Transamerica  companies  offer  life  insurance,  annuities,  retirement  plans,  mutua 
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ids,  reverse  mortgages,  consumer  loans  and  other  products  to  make  living  for  today  and  planni 
•  tomorrow  a  little  easier.  The  people  in  the  Pyramid  are  ready  to  help.  TRANSAMERI 
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principles  of  physics  as  civilian  aircraft, 
and  in  fact,  were  built  by  the  same 
manufacturers.  If  a  mechanic  can  fix  a 
turbine  engine  for  the  Air  Force,  he  or 
she  can  do  the  same  thing  for  a  civilian 
maintenance  firm,  and  probably  do  it 
better  than  someone  with  a  certificate 
from  a  diploma  mill. 

So,  in  which  plane  would  you  rather 
fly?  The  one  maintained  by  a  civilian 
with  a  certificate  from  some  little-known 
school  and  little  or  no  practical  experi- 
ence, or  the  one  maintained  by  the  me- 
chanic who  fixed  Air  Force  One? 

James  B.  Hubbard 
Director  of  Economics 
American  Legion 
Washington 

In  three  pages  on  air-safety  threats, 
you  devote  only  half  a  sentence  to  what 
you  term  "simple"  human  error.  You 
neglect  to  mention  that  fatigue  and  its 
impact  on  decision-making  are  perhaps 
the  single  greatest  causes  of  human  er- 
ror. Aircraft  mechanics,  like  others  in 
the  transportation  industry,  work  long 
hours  and  have  irregular  schedules  that 
make  obtaining  adequate  sleep  difficult. 
Until  the  faa  and  the  airlines  take  the 
cost-effective  countermeasures  that  are 
available,  fatigue-induced  human  error 
will  continue  to  threaten  air  safety. 

Edward  H.  Coburn 
Publisher 
Shiftwork  Alert 
Cambridge,  Mass. 

ELEGANT  SIMPLICITY 

IN  MARKETING  

It  is  refreshing  to  think  there  might 
be  companies  that  consider  the  con- 
sumer intelligent  enough  to  select  a 
product  by  a  simple  ad  and  packaging 
("Make  it  simple,"  Cover  Story,  Sept. 
9).  This  approach  is  giving  them  the 
same-quality  product  for  a  lower  cost, 
without  the  stress  of  cutting  coupons. 
And  without  reading  sale  papers  to  fig- 
ure out  what  the  latest  product  is  tiying 
to  do  for  them  that  the  original  product 
has  been  failing  to  do. 

Joann  Donahue 
Farmington  Hills,  Mich. 

The  business  week  story  goes  into 
extensive  detail  to  show  the  superb 
work  done  by  Procter  &  Gamble  Co. 
But  I  would  rate  Sprint  Corp.  the  top 
company  in  marketing  for  having  in- 
vented the  "dime-a-minute"  program.  It 
is  very  easy  for  the  customer  to  under- 
stand the  value  he  is  getting,  particu- 
larly when  he  does  comparative  shop- 
ping. P&G  is  not  the  No.  1  marketing 
company  in  America. 

Michael  R.  Adamian 
Bridgewater,  N.J. 


CORRECTIONS  &  CLARIFICATIONS 

"Ethics  for  hire"  (News:  Analysis  &  Com- 
mentary, July  15)  should  not  have  said  that 
a  federal  court  disregarded  an  investigation 
launched  by  Southern  Co.  because  of  a  con- 
flict of  interest.  The  federal  court  asked  a 
lower  court  to  determine  whether  the  law 
firm  conducting  the  investigation  had  ever 
represented  the  accused  corporate  officers, 
and  the  lower  court  found  no  evidence  of 
that. 

In  the  survey  reported  in  "Work  and  fami- 
ly" (Cover  Story,  Sept.  16),  the  results  of  one 
question  were  inadvertently  reversed.  The 
question  was:  "What  effect  does  work 
have  on  your  family  life?"  The  correct 
answers  are:  42%  of  respondents  said  there 
was  a  positive  effect,  26%  reported  a  neu- 
tral effect,  and  32%  a  negative  effect.  As 
a  result,  in  the  table  of  leading  companies, 
"spillover  from  work  into  home  life"  was 
wrongly  described  as  a  weakness  for  mbna 
America  Bank,  when  it  should  have  been 
described  as  a  strength.  The  error  did  not 
affect  the  ranking  of  companies.  Also,  1995 
sales  for  Marriott  International  Inc.  were 
reported  incorrectly  in  a  table.  The  correct 
figure  is  $8.9  billion. 


If  an  organization  as  sophisticated  as 
P&G  has  difficulty  managing  differentia- 
tion, it  will  be  virtually  impossible  for 
the  small-to-midsize  company  to  man- 
age product  diversity.  Thank  you  for 
focusing  the  business  community  on  this 
issue.  Companies  will  serve  themselves 
well  by  learning  from  this  example. 

Mark  Reynolds 
Consulting  Manager 
McGladrey  &  Pullen  LLP 
Iowa  City,  Iowa 

As  Hercule  Poirot  said  in  Murder  on 
the  Orient  Express,  I  am  of  two  minds. 
Does  simplified  marketing  have  applica- 
bility to  other  industries,  such  as  finan- 
cial services,  in  which  an  intrinsically 
simple  business  is  made  complicated? 
Or  is  it  a  story  about  refocusing  on  the 
customer,  where  simplification  and  ex- 
pansion are  both  options?  Each  reader 
will  decide  for  himself.  But  it  is  not  an- 
other management  fad. 

Robert  G.  Stemper 
Sunnyside,  N.  Y. 

CREDIT  UNIONS: 

PEOPLE  HELPING  PEOPLE  

In  contrast  to  what  a  banker  was 
quoted  as  saying  in  "Clipping  the  wings 
of  credit  unions?"  (Finance,  Aug.  26), 
credit  unions  in  every  state  do  give 
back  to  their  communities.  We  can  at- 
test to  the  strong  community  support 


that  credit  unions  provide  for  Children] 
Miracle  Network-affiliated  children's  hos 
pitals.  This  year  alone,  credit  unionr 
through  a  fund-raising  program  callej 
Credit  Unions  for  Kids,  gave  more  thai 
$1.5  million  to  hospitals  serving  the  chi 
dren  of  America's  communities.  Counlj 
less  hours  of  effort,  in  addition  to  mor! 
etary  contributions,  helped  make  cred: 
unions  one  of  our  fastest-growing  surj 
porters.  The  credit-union  philosophy  <j 
"people  helping  people"  is  alive  and  wel! 

Michael  Karj 
National  Directc 
of  Credit  Union  Sale 
Children's  Miracle  Netwo: 
Salt  Lake  Ci 

A  PALMTOP  USER'S 
WISH  LIST 
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I  read  with  interest  the  article 
Palm  Computing's  Pilot  ("A  rocket 
its  pocket,"  Science  &  Technology,  Sep 
9).  I  had  tried  many  approaches  to  syi 
chronizing  my  computer  schedule  with 
portable  device,  with  very  little  suj 
cess — until  I  discovered  the  Pilot. 

I  want  to  warn  the  developers  to  n  J 
sist  the  suggestion  of  other  makers  < 
personal  digital  assistants  that  Pilot 
developers  should  "beef  up"  its  capabi  I 
ities.  I  don't  want  a  Web  browser  on  ir 
organizer.  I  just  want  a  way  to  use  irH 
calendar  without  booting  my  laptop,  ar 
then  to  easily  synchronize  this  calendi 
with  my  main  schedule.  The  Pilot  fi 
the  bill  perfectly.  The  only  features  th; " 
might  be  worth  adding  would  be  pagin  ^ 
and  maybe  a  PC  card  interface  for  linl  ff( 
ing  Pilot  to  my  laptop.  Just  don't  i  ^ 
crease  the  size  or  weight!  Pilot  has  h 
the  market  need  squarely  on  the  heaij 
Lewis  Chasalo 
Lake  Mary,  Fl  g 
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INHERITANCE 

Three  Families  and  America  Moved  from  Roosevelt  to  Reagan  and  Beyond 

amuel  G.  Freedman 

jn  &  Schuster  •  464pp  •  $27.50 


>UT  OF  THE  WPA 
ND  INTO  THE  GOP 


rhey  called  them  the  State  Street 
Gang:  a  group  of  recent  college 
grads  whose  late-1960s  and  '70s 
lism  led  them  to  want  to  oust  the  po- 
al  Establishment.  They  were  prod- 
of  hard-working  America,  whose  fa- 
's held  such  jobs  as  janitor,  butcher, 
tenter,  scrap-metal  dealer,  and  farmer, 
it  was  not  to  the  antiwar  armies  of 
night  that  these  activists  were 
vn.  Instead,  all  became  staunch  Re- 
iicans,  the  foot  soldiers  of  what  would 
nately  be  the  Reagan  Revolution, 
he  gravitation  of  members  of  solidly 
nocratic  families  into  the  Republi- 
camp  is  the  subject  of  Samuel  G. 
edman's  masterful  new  book,  The 
eritance.  Freedman,  a  former  New 
k  Times  reporter  and  author  of 
m  this  Rock:  The  Miracles  of  a 
<:k  Church,  understands  that  such 
ts  have  occurred  with  some  regu- 
;y  in  U.S.  politics.  Democrats  and 
'ublicans  alike  have  gone  careening 
ard  political  extremes,  drunk  with 
alarity,  leaving  the  opposition  to  en- 
the  newly  disenchanted  voters, 
e,  the  author  concentrates  on  the 
t  recent  shift,  tracing  the  progress 
iree  families  over  three  generations 
:hey  arrive  in  America,  struggle 
>ugh  the  Great  Depression,  see  the 
v  Deal  dynasty  established,  and  fi- 
y  desert  the  Democrats, 
t's  a  compelling  and  inspiring  story, 
sr  all,  these  are  the  very  people 
ise  indomitable  spirit  forged  mod- 
America.  Here  is  Silvio  Burigo,  or- 
ned  and  forced  to  leave  school  in 
1  at  age  15  to  take  up  the  plumbing 
le,  fighting  prejudice  and  petty  cor- 
don to  become  a  leader  in  his  union 
his  immigrant  neighborhood  in  New 
helle,  N.  Y.  But  the  Great  Depres- 
i  showed  Burigo  and  millions  like 
that  self-reliance  and  community 
en't  enough.  He  needed  "help  larger 
l  any  Local  86  or  the  North  Italy 


Society  could  possibly  muster,  help  as 
large  as  the  President's." 

So,  too,  did  the  family  of  Mary  Eliza- 
beth Sanford  come  to  understand  that 
their  future  lay  with  Democrats.  An  im- 
poverished Irish  widow,  she  emigrated 
with  her  three  children  to  Manhattan's 
San  Juan  Hill.  Life  in  the  first  decade  of 
the  20th  century  was  grim:  So  common 
was  tuberculosis  that  "you  never  saw  a 
gray-haired  Irishman."  As  Mary  suc- 
cumbed to  illness,  daughter  Lizzie  and 
her  out-of-work  husband  decamped  with 
their  two  children  to  Ossin- 
ing,  N.  Y.,  to  live  on  a  shan- 
tytown  hillside.  The  offend- 
ed Republican  municipal 
government  denied  them 
any  aid.  Only  Roosevelt's 
Works  Progress  Adminis- 
tration saved  the  family 
and  the  squatter  communi- 
ty from  slow  starvation. 

Things  were  better  for 
the  family  of  Joseph  Obryc- 
ki,  bookmaker,  restaurant 
owner,  and  Democratic 
ward  heeler  in  a  Polish 
neighborhood  of  Baltimore.  People  want- 
ed to  bet  on  the  numbers,  even  in  hard 
times.  But  the  old-line  Democratic  may- 
or disdained  aid  from  Washington;  it 
would  have  meant  giving  jobs  to  blacks. 
As  a  result  of  that  attitude,  only  68 
men  in  the  city  of  800,000  had  wpa  jobs 
in  1934.  Meanwhile,  the  GOP  fought  the 
notion  that  government  had  a  responsi- 
bility for  the  growing  ranks  of  the  poor. 
In  1936,  gop  Presidential  candidate  Alf 
Landon  said  that  the  New  Deal  had 
"destroyed  the  morale  of  our  people." 

The  irony  was  that  as  recently  as 
1924,  it  had  been  the  Democrats,  led 
by  three-time  Presidential  loser  William 
Jennings  Bryan,  who  refused  to  get  it. 
As  America's  cities  were  filling  with  im- 
migrants from  Europe,  Bryan  was 
championing  the  farmer.  "You  do  not 
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represent  the  future  of  our  country," 
he  told  urbanites. 

The  Democrats  were  rescued  by  Al- 
fred E.  Smith,  an  Irish  Catholic  whose 
losing  1928  Presidential  campaign  broad- 
ened the  party's  appeal  by  addressing 
immigrant  laborers,  who  were  becoming 
a  key  swing  vote.  The  job  was  complet- 
ed by  Franklin  D.  Roosevelt,  whose 
programs  aided  millions.  Despite  this, 
however,  Burigo's  grandson  became  a 
Republican  lawyer,  Lizzie's  grandson  a 
Republican  campaign  strategist,  and 
Obrycki's  granddaughter  a  gop  staffer. 

What  happened?  In  the  1960s  and 
'70s,  working-class  ethnics  felt  aban- 
doned by  the  Democratic  Party.  Its  lim- 
ousine liberals  insisted  on  busing  the 
children  of  white  working-class  neigh- 
borhoods to  schools  in  black  areas.  Par- 
ty leaders  either  fled  to  the  suburbs  or 
sent  their  own  kids  to  private  schools. 
The  children  of  prominent  Democrats 
went  to  college;  the  sons  of  the  Poles, 
the  Irish,  and  the  Italians  were  drafted 
and  sent  to  Vietnam.  And 
back  home,  they  faced 
something  their  parents 
had  never  known:  affirma- 
tive action.  The  Democrats' 
abandonment  of  working- 
class  ethnics  is  an  old  story, 
perhaps,  but  Freedman's 
family  portraits  make  the 
point  far  more  vividly  than 
a  stack  of  poli-sci  textbooks. 

Meanwhile,  the  more 
prosperous  the  older  gen- 
eration became,  the  more 
its  members  resented  the 
high  tax  rates  of  the  growing  welfare 
state.  By  1980,  ethnic  Democrats  had 
had  enough.  They  flocked  to  support  a 
former  liberal  Democrat,  California  Gov- 
ernor Ronald  Reagan. 

Despite  the  missteps  of  the  current 
Republican  Congress,  Freedman  isn't 
ready  to  say  the  pendulum  is  swinging 
back  against  the  gop.  After  all,  a  chas- 
tened White  House  is  compliantly  help- 
ing dismantle  New  Deal  programs  such 
as  Aid  to  Families  with  Dependent  Chil- 
dren. But  sooner  or  later,  traditional 
swing  voters  with  names  like  Burigo 
and  Obrycki — and  perhaps  Kim,  Gonza- 
les, and  Singh — will  be  called  on  to  dis- 
cipline wayward  parties. 

BY  PAUL  MAGNUSSON 
Magnusson  covers  social  and  eco- 
nomic trends  from.  Washington. 


AFTER  THE  '60s,  WORKING-CLASS  WHITES  FELT 
ABANDONED  BY  LIBERAL  DEMOCRATIC  LEADERS 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness  • 
$20)  The  revenge  of  the  cubicle  dwellers. 

2  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook  (Light- 
house Publishing  •  $24.95)  Formulas  to  help  you 

strike  it  rich. 

3  BEYOND  REENGINEERING  by  Michael  Hammer  (HarperBusi- 
ness •  $25)  In  the  "process-centered"  workplace,  everyone  is 
a  professional. 

4  INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore  (HarperBusi- 
ness •  $25)  Lore  on  marketing  mined  from  Silicon 
Valley. 

5  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $24)  An  online  investment  duo 
puts  it  on  paper. 

6  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $25)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

7  HOW  TO  THINK  LIKE  A  CEO  by  D  A.  Benton  (Warner  • 
$23.95)  What  it  takes  to  land  a  corner  office,  according  to  a 
career  counselor. 

8  WHAT  WORKS  ON  WALL  STREET  by  James  P.  O'Shaugh- 
nessy  (McGraw-Hill  •  $29.95)  A  statistical  look  at  how 
investment  strategies  stack  up. 

9  CLICKING  by  Faith  Popcorn  and  Lys  Marigold  (HarperCollins  • 
$26)  Spotting  trends  in  order  to  achieve  success  and  person- 
al fulfillment. 

10  CO-OPETITION  by  Adam  M.  Brandenburger  and  Barry  J. 
Nalebuff  (Currency  •  $24.95)  Game  theory  and  strategy  for  a 
world  of  changing  business  rules. 

11  RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles  (Mor- 
row •  $20)  Turning  customers  into  your  biggest  boosters. 

12  LEADING  CHANGE  by  John  P.  Hotter  (Harvard  Business 
School  •  $24.95)  Shaking  up  the  organization,  by  a  Harvard 
B-school  prof. 

13  A  SIMPLER  WAY  by  Margaret  J.  Wheatley  and  Myron  Kellner- 
Rogers  (Berrett-Koehler  •  $27.95)  Lessons  from  nature  about 
structuring  complex  organizations. 

14  JAMMING  by  John  Kao  (HarperBusiness  •  $23)  A  guide  for 
prompting  jam  sessions  of  creativity  and  improvisation. 

15  THE  PATH  by  Laurie  Beth  Jones  (Hyperion  •  $16.95)  How  to 
plot  your  own  mission  statement. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  GET  A  FINANCIAL  LIFE  by  Beth  Kobliner  (Fireside  •  $11) 
Hey,  Gen  X'ers — mutual  funds  and  mortgages  can  be  fun! 

3  LEARN  TO  EARN  by  Peter  Lynch  and  John  Rothchild  (Fire- 
side •  $13)  Capitalism  for  beginners. 

4  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work- 
man •  $8.95)  Give  them  a  champagne  brunch,  a  casual- 
dress  day — or  plain  old  cash. 

5  THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
Four-Bean  Salad,  Five-Hour  Stew — and  23%  returns. 

6  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

7  THE  1996  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $14.95)  The 
enduring  job-search  bible. 

8  HOW  TO  DRIVE  YOUR  COMPETITION  CRAZY  by  Guy  Kawasa 
ki  with  Michele  Moreno  (Hyperion  •  $12.95)  Pulling  off  the 
gloves — and  giving  the  other  guy  fits. 

9  FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Fireside  •  $14)  Managing 
your  time  by  balancing  your  life. 

10  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $9.95)  Three  manage- 
ment techniques,  conveyed  in  brief  story  form. 

11  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

12  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

13  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $16.95)  Lighthearted  primer. 

14  JESUS  CEO  by  Laurie  Beth  Jones  (Hyperion  •  $10.95)  That 
team-builder  and  turnaround  artist  from  Nazareth. 

15  WHY  GOOD  GIRLS  DON'T  GET  AHEAD.. .BUT  GUTSY  GIRLS 
DO  by  Kate  White  (Warner  •  $12.99)  Career  strategies  from  I 
former  goody  two-shoes  who  got  wise. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  August. 


HTTSOffTCtTTB  a  good  metaphor,  as  any  pulp-fiction 
■■UmUKXUbI  writer  will  tell  you,  can  make  or  break 
a  paragraph.  Harvard  business  school  professor  John  Kao 
has  taken  this  advice  to  the  max:  The  whole  of  his  book,  Jam- 
ming: The  Art  and  Discipline  of  Business  Creativity,  rests  on 
his  argument  that  stimulating  on-the-job  imagination  is  like 
structuring  a  jazz  jam  session.  "Throw  away  your  sheet  mu- 
sic," Kao  instructs.  Instead  of  relying  on  a  score,  executives 
must  lock  in  on  the  beat  while  inspiring  flights  of  imagination. 

Jamming,  No.  14  on  this  month's  hardcover  best-seller  list, 
is  like  a  jazz  standard — often  familiar,  occasionally  surprising. 
Kao  reminds  us  that  physical  spaces  must  be  conducive  to 
creativity  and  that  managers  must  craft  challenges  that  will  in- 


spire innovation.  Like  many  other  writers,  Kao  is  also  fond 
the  Internet,  which,  he  says,  facilitates  "novel  connections 
But  Jamming  finds  its  own  melody  when  the  author  d 
scribes  the  process  of  "getting  to  cool,"  or  arriving  at 
mental  state  of  "relaxed  knowmgness."  Like  pianist  Keij 
Jarrett,  who  clears  his  mind  to  engage  in  pure  improvisatio 
so  must  businesspeople  learn  to  "overthrow  the  tyranny  of  t| 
given,  the  known,  the  'right'  way...."  To  that  end,  Kao  offe 
numerous  exercises  involving  fantasizing  and  "forced  reverie 
Interesting,  too,  is  Kao's  vision  of  a  post-industrial  "factory 
ideas,"  operating  under  an  imperative  to  "jam  or  die."  List* 
up,  Charles  Darwin — now,  it's  the  survival  of  the  hippest. 

BY  HARDY  GREI 
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FRANKLIN  CALIFORNIA 
TAX-FREE   INCOME  FUND 


Invest  In  California  For  Double 
Tax-Free  Income  And  A  5-Star 

MORNINGSTAR  RATING' 

★  ★  ★  ★  ★ 

■  It  may  sound  like  a  novel  idea:  a  way  to  sup- 
port government  and  pay  less  taxes.  But  that 
could  be  the  effect  of  investing  in  the  Franklin 
California  Tax-Free  Income  Fund.  You  pay  no 
regular  federal  or  California  state  personal 
income  taxes  on  the  monthly  tax-exempt 
income  dividends  earned  from  the  fund  and 
your  investment  dollars  help  support  hundreds 
of  California  municipal  bond  projects. rt 

■  Another  good  reason  to  consider:  the  fund's 
Class  I  shares  were  awarded  a  five-star  rating  by 
Morningstar,  Inc.,  overall  and  among  924,  5  36 
and  206  municipal  bond  funds  for  the  3-,  5-  and 
10-year  periods  ended  6/30/96.m 

■  Call  Franklin  today  for  a  free  brochure. 

'Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  per- 
formance as  of  6/  30/96.  The  ratings  are  subject  to  change  every 
month.  Past  performance  is  no  guarantee  of  future  results.  Morningstar 
ratings  are  calculated  from  the  fund's  three—,  five—,  and  ten-year  aver- 
age annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
appropriate  sales  charge  adjustments,  and  a  risk  factor  that  reflects  fund 
performance  below  90-day  T-bill  returns.  The  one-year  rating  is  cal- 
culated using  the  same  methodology,  but  is  not  a  component  of  the 
overall  rating. Ten  percent  of  the  funds  in  an  investment  category  receive 
five  stars  and  22.5%  receive  four  stars. The  fund  received  a  four-star 
rating  for  the  one-year  period  among  1,691  municipal  bond  funds. 
nFor  investors  subject  to  the  federal  alternative  minimum  tax,  a  small 
portion  of  these  dividends  may  be  subject  to  such  tax.  Distributions  of 
capital  gains  and  of  ordinary  income  from  accrued  market  discount,  if 
any,  are  generally  taxable. 

mRating  pertains  only  to  Class  I  shares  of  the  fund.  Class  II  shares, 
which  the  fund  began  offering  on  May  1 ,  1 995,  are  subject  to  differ- 
ent fees  and  expenses,  which  will  affect  their  performance. 
Franklin  Templeton  Distributors,  Inc. 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Franklin  California  Tax-Free  Income  Fund,  including  sales  charges  and  expenses. 
I  will  read  it  carefully  before  I  invest  or  send  money. 
□  I  am  currently  a  Franklin  shareholder. 
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  777  Mariners  Island  Boulevard 

  San  Mateo,  CA  94404-1  585 

A    Member   of   the    $147    Billion    Franklin    Templeton  Group 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

A  SEARCH  TOOL 
WITH  SMARTS 


EchoSearch  uses  arti- 
ficial intelligence  to 
help  you  navigate  the 
information  swamp 

1 regularly  hear  two  com- 
plaints about  the  World 
Wide  Web:  It's  too  slow, 
and  useful  information  is  too 
hard  to  find.  There's  not  a  lot 
I  can  offer  that  will  make  it 
faster.  But  if  you're  interest- 
ed in  using  the  Web  for  seri- 
ous research,  a  new  $50  soft- 
ware tool  may  make  your  life 
a  lot  easier. 

The  main  way  to  find  stuff 
on  the  Web  is  by  using 
search  engines,  such  as  Alta- 
Vista or  Lycos.  These 
powerful  but  undis- 
criminating  tools  of- 
ten drown  you  in 
data.  EchoSearch 
from  Iconovex  (800 
943-0292)— trial  ver- 
sion available  at 
www.iconovex.com— 
can  be  your  guide 
through  the  informa- 
tion swamp.  On  one  lev- 
el, EchoSearch  is  a  tool 
that  runs  your  query  simu 
taneously  on  seven  search  en- 
gines—AltaVista, Excite, 
HotBot,  Infoseek,  Lycos, 
OpenText,  and  WebCrawler. 
But  if  that  were  all  I  wanted 
to  do,  I'd  probably  use  the 
$70  WebSeeker  from  Fore- 
Front  Group  (trial  version 
available  at  www.ffg.com). 
WebSeeker  runs  blindingly 
fast  searches  on  more  than 
20  engines  at  once,  zaps  du- 
plicates, and  sorts  the  results. 

EchoSearch's  great  strength 
is  its  ability  to  make  sense 
of  the  results.  Iconovex  is  a 
small,  Bloomington  (Minn.) 
company  that  got  its  start 
with  software  to  create  in- 


dexes for  books.  Construct- 
ing a  good  index  requires  a 
great  deal  more  than  noting 
the  locations  of  words  or 
phrases.  The  Iconovex  soft- 
ware has  enough  artificial  in- 
telligence to  recognize  con- 
cepts in  a  text  and  prepare 
useful,  if  not  very  graceful, 
summaries. 

For  example,  I  was  looking 
for  information  on  the  use  of 
encryption  in  electronic  com- 
merce. When  I  asked  Alta- 
Vista to  find  documents  con- 
taining   "encryption"  and 


"electronic  commerce,"  it  re- 
turned 30,000  references, 
most  of  them  of  no  interest. 
One  of  the  top  hits  was  the 
legislative  calendar  of  the 
Canadian  Parliament,  which 
had  a  bill  on  its  agenda.  Fur- 
thermore, the  search-engine 
output  basically  consists  of 
document  titles,  requiring  you 
to  call  up  each  page  to  learn 
that  it's  worthless. 

EchoSearch  goes  out  and 
downloads  to  your  hard  disk 
a  batch  of  documents  that  the 
search  engines  find.  The  de- 


fault setting  gets  10  docu- 
ments, but  I  found  that  in- 
creasing the  number  pro- 
duced better  results  and  was 
worth  the  extra  time.  Once 
the  information  is  in  hand, 
EchoSearch  analyzes  the  text, 
then  presents  its  results  in 
your  browser,  either  Net- 
scape Navigator  or  Microsoft 
Internet  Explorer. 

The  analysis  is  available  in 
several  forms,  two  of  which  I 
found  particularly  useful.  The 
first  is  a  computer-generated 
summary  of  each  document 
found,  which  tells  you  enough 
to  decide  whether  to  read  the 
entire  text.  The  second  is  a 
keyword  index  of  all  docu- 
ments retrieved,  complete 
with  hypertext  links  that 
take  you  to  the  correct  sec- 
tion of  the  text.  My  encryp- 
tion search  quickly  took  me 
to  useful  white  papers  posted 
by  rsa  Data  Security. 

It  often  takes  several  pass- 
es of  refining  your  search — 
adding  and  deleting  terms — 
until  you  find  exactly  what 
you  want.  EchoSearch  would 
make  the  process  easier  if  its 
index  told  you  the  Web 
address  for  each  refer- 
ence.   But    on  the 
whole,  it's  surpris- 
ingly easy  to  use 
for  such  a  sophis- 
ticated tool. 

I  wish  that  I 
could  say  the 
same  for  the  $50 
WebCompass  Pro 
from  Quarterdeck 
(www.  quarterdeck, 
com).  WebCompass 
promises  to  do  all  that 
EchoSearch  does  and  more, 
including  learning  to  improve 
a  search  from  the  ratings 
you  give  the  documents  it 
finds.  Unfortunately,  it  is  so 
confusing  to  set  up  and  use 
that  I  gave  up.  A  new,  easi- 
er-to-use  version  is  in  the 
works. 

Even  EchoSearch  requires 
some  investment  of  time, 
mainly  to  leam  how  to  con- 
struct effective  searches.  But 
if  you  use  the  Web  for  re- 
search, this  is  one  tool  you'll 
want  to  have. 


BULLETIN  BOARD 


PRINTERS 
A  VIVID  WORKHORSE 

The  low-cost  color  inkjet 
printers  I  wrote  about  last 
week  (Sept.  23)  are  great  for 
light-  to  medium-duty  use. 
But  if  your  business  or  office 
work  group  needs  color  from 
networked  workhorse,  consid- 
er the  new  Phaser  350  from 
Tektronix 

(800  735-  JFM< 


9433).  With  prices  starting 
around  $3,500,  the  five-pagef 
per-minute  Phaser  350  is 
about  half  the  cost  of  a  color 
laser.  Tektronix  claims  the 
crayoniike  solid  ink  it  uses 
also  costs  about  half  as  mud 
per  page  as  lasers'  toners 
and  developers.  The  Phaser 
350  is  designed  to  work  with 
Windows,  Macs,  or  Unix. 

WEB  SITES 
PENLESS  PEN  PALS 

Reader  Lloyd  Bunnak  of  Los 
Angeles  wonders  if  there  are 
services  that  help  kids  arount 
the  world  become  E-mail  pen 
pals.  The  Web  offers  several 
such  sites.  FreeZone  E-pals 
(freezone.com/epals/)  and 
Belgium-based  Vademecum 
E-maits  (www.ping.be/ 
vademecum/emaits.htm)  are 
general  services.  The  Pen  Pal 
Forum  (www.pol.com/people/ 
o/pen8.htm)  specializes  in 
links  to  Russian  kids,  while 
Mellick's  English  School 
(city.hokkai.or.jp/~english/ 
penpal.html)  in  Japan  puts 
Japanese  kids  in  touch  with 
English  speakers  elsewhere. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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IHow  do  you 
cut  through 
electronic  clutter? 


Po*t  it*  Vote 
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Isn't  it  obvious? 


Introducing  Post-it®  Software  Notes.  They  work 
inside  your  computer  just  as  simply,  and  vividly, 
as  our  original  paper  notes  work  on  the  outside. 
They  even  have  alarms  to  cut  through  clutter.  We 
understand  your  need  to  communicate 
quickly  and  easily,  at  home  or  office. 
That's  part  of  our  unique  corporate  spirit,  which 
lets  us  make  the  leap  fwm  Yieed  tO. . . 

3M  Innovation 


VI  1996 


For  a  free  30-day  sample  of  Post-it®  Software  Notes  for  Windows®  based  systems,  visit  Internet: 
http://www.mmni.com/psnotes.      "Windows"  is  a  registered  trademark  of  Microsoft  Corporation. 
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million    users    are  net- 


worked   by   Novell,  the 


network  software  compa- 
ny. That's  more  than  any 
other  networking  company. 
The  jaws  of  tech- 
nology are  sudden- 
ly   less  fearsome. 
With    Novell,  you 
can   tame  anything. 
Check  out  http://www. 
twvell.com/ m  o  r  e  i  n  fo 
or  call  1-800-289-6685  for 
a  Novell  Platinum  Autho- 
rized Reseller   near  you. 

Novell 

Everything's  Connected  ■,. 


Economic  Trends 


BY  GENE  KORETZ 

WHY  EUROPEANS 
STAY  ON  THE  DOLE 

Wage  prospects  lag  high  benefits 

Of  all  the  problems  facing  European 
economies,  that  of  high  and  persis- 
tent unemployment  looms  as  the  most 
intractable.  By  contrast,  joblessness  in 
the  U.  S.  is  not  only  at  a  seven-year 
low  but  is  running  at  less  than  half  of 
Europe's  double-digit  rate. 

Why  the  difference?  While  some 
blame  Europe's  high  unemployment  in- 
surance and  related  benefits  (chart),  oth- 
ers are  skeptical.  They  note  that  the 
big  gap  between  European  and  U.  S. 


UNEMPLOYMENT  BENEFITS: 
EUROPE  VS.  THE  U.S. 
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jobless  rates  emerged  in  the  1980s.  Yet 
Europe's  jobless  benefits  were  generous 
as  early  as  the  1960s,  when  its  unem- 
ployment was  half  that  of  the  U.  S. 

Economists  Lars  Ljungqvist  of  the 
Federal  Reserve  Bank  of  Chicago  and 
Thomas  J.  Sargent  of  the  University  of 
Chicago  say  this  argument  misses  the 
point,  however.  They  contend  that  gen- 
erous jobless  benefits  have  little  effect 
on  unemployment  in  normal,  tranquil 
times,  as  in  the  early  postwar  period. 
In  turbulent  economic  times,  on  the  oth- 
er hand,  high  benefits  such  as  those 
prevailing  in  Europe  can  foster  a  state 
of  persistent  high  unemployment. 

In  the  early  postwar  decades,  when 
the  structure  of  industrial  economies 
was  more  stable,  notes  Ljungqvist,  both 
European  and  U.S.  workers  who  lost 
their  jobs  could  be  confident  of  finding  a 
similar  job  at  similar  pay  without  too 
much  trouble.  Skills  acquired  at  one  job 
were  easily  transferred  to  another  job 
and  commanded  commensurate  pay 
from  new  employers.  Jobless  benefits 
might  be  high,  but  wages  received  by 
job-changers  were  significantly  higher. 

All  this  changed  in  the  1980s  and 


1990s.  Foreign  competition,  globaliza- 
tion, deregulation,  and  new  technology 
altered  industry  structures  and  roiled 
job  markets.  In  surveys  of  displaced 
U.  S.  workers  from  1984  to  1994,  for 
example,  only  25%  of  those  who  found 
new  jobs  were  employed  in  their  old 
industries,  and  38%  suffered  wage  de- 
clines exceeding  10%.  A  Chicago  Fed 
study  of  high-seniority  workers  laid  off 
in  the  1980s  found  that  annual  earnings 
were  still  down  25%  after  five  years. 

Similar  forces  have  affected  European 
labor  markets.  But  with  jobless  bene- 
fits there  running  as  high  as  70%  of  for- 
mer earnings,  Ljungqvist  and  Sargent 
theorize  that  many  laid-off  workers  with 
outmoded  skills  are  in  no  hurry  to  take 
new  jobs  paying  no  more  than  current 
benefits.  The  longer  they  search  for  "the 
right  job,"  however,  the  more  their  re- 
maining marketable  skills — and  value  to 
new  employers — deteriorate. 

The  upshot  is  a  vicious  circle  lead- 
ing to  chronic  high  unemployment.  "The 
irony,"  says  Ljungqvist,  "is  that  today's 
turbulent  economic  environment  has  in- 
creased the  perceived  need  for  social 
insurance,  while  weakening  its  effec- 
tiveness as  a  transitional  safety  net." 
Europe's  challenge  is  to  redesign  its  in- 
surance so  that  it  still  alleviates  pain  but 
encourages  people  to  go  back  to  work. 


ARE  REAL  RATES 
REALLY  HIGH? 

Not  if  you  weigh  the  business  cycle 

Many  economists  who  believe  U.  S. 
economic  growth  is  about  to  slow 
to  a  more  sustainable  pace  have  pinned 
their  hopes  on  the  historically  high  lev- 
el of  real  interest  rates.  Recently,  they 
note,  the  federal  funds  rate  (the  interest 
rate  paid  by  commercial  banks  for 
overnight  money)  has  been  about  2.25%, 
or  225  basis  points  above  the  consumer 
price  index.  Since  the  real  funds  rate 
over  the  post- World  War  II  period  has 
averaged  just  1.75%  to  2%,  monetary 
policy  today  seems  relatively  tight. 

Economist  Charles  Lieberman  of 
Chase  Securities  Inc.  points  out,  howev- 
er, that  the  proper  comparison  is  not  to 
the  average  postwar  funds  rate,  but  to 
the  rate  in  periods  when  unemployment 
was  as  low  as  it  is  now.  And  in  such 
periods  over  the  past  decade,  the  real 
funds  rate  lias  ranged  from  3.5%  to  5%. 
Thus,  by  that  yardstick,  the  current 
funds  rate  is  quite  low  for  this  stage  of 
the  business  cycle,  implying  that  mone- 
tary policy  is  hardly  restrictive. 


AN  EDUCATION 
EDGE  FOR  WOMEi> 

More  young  workers  have  degrees 

In  the  early  1980s,  the  number 
women  awarded  bachelor's  degree 
began  to  exceed  new  male  college  grad 
for  the  first  time  in  history.  Not  onl 
has  the  gap  widened  since  then,  report 
Numbers  News,  but  it  is  finally  showin 
up  in  the  workplace. 

Some  23%  of  working  women  age 
to  34  last  year  had  bachelor's  degrees 
compared  with  just  20%  of  workin 
men.  What's  more,  the  National  Cei 
ter  for  Education  Statistics  expect 
women  to  earn  55%  of  all  bachelor's  d< 
grees  over  the  next  decade.  That's  som 
1.3  million  more  sheepskins  than  thos 
expected  to  be  earned  by  men. 


ASIA'S  SICK  MAN' 
IS  THRIVING 

Reforms  in  the  Philippines  bear  frui 

After  years  of  political  turmoil  an 
lagging  economic  growth,  Asia 
"sick  man"  appears  to  have  left  the  coi 
valescent  ward  for  good.  With  growt; 
accelerating  steadily  since  1992  and  hi( 
ting  7.1%  in  the  first  half  of  this  yea 
the  Philippines  has  emerged  as  one  (I 
the  region's  fastest-growing  economies 

The  miracle  worker,  notes  Joseph  )V 
Quinlan  of  Dean  Witter  Reynolds  Inc 
has  been  Fidel  V.  Ramos.  Since  his  ele< 
tion  in  1992,  Ramos  has  solved  the  iif 
tion's  chronic  energy  problems,  privj 
tized  many  state  enterprises,  liberalize, 
trade  rules,  wooed  foreign  investmen 
balanced  the  bud- 
get,  and  worked 
for  peace  with  the 
nation's  Muslim 
rebels. 

Quinlan  predicts 
that  with  declin- 
ing inflation,  a 
steady  peso,  and 
a  relatively  low- 
wage,  well-educat- 
ed, English-speak- 
ing workforce,  the 
Philippines  will 
post  even  stronger 
growth  next  year. 
Others  seem  to 
agree.  Japan's  direct  investment  in  th 
nation  has  been  soaring,  and  the  Phili} 
pine  stock  market  is  up  a  hefty  24' 
so  far  this  year. 


THE  ECONOMY  HITS 
THE  HIGH  ROAD 
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The  button-down  attitude  was  fine  in  the  mainframe  world,  but  now  the  computing  world  has  rapidly 
expanded.  With  thousands  of  PCs  and  servers,  today's  IT  environment  demands  more  flexibility,  and  more 
rapid  response,  from  you  and  your  suppliers. 

Call  Vanstar,  the  distributed  computing  experts.  We  offer  the  life  cycle  services  you  need  to  manage  your 
IT  growth:  consulting  and  design,  network  planning,  integration,  procurement,  financing,  installation,  and 
deskside  support. 

With  Vanstar,  you  choose  as  much,  or  as  little,  of  our  expertise  as  you  need.  That's  why  hundreds  of  Fortune 
1000  companies  have  selected  us  to  support  their  distributed  computing  environments. 

Please  visit  us  at  www.vanstar.com/nostarch  or  call  us  at  1-800-994-2345  to  learn  more.  You'll  get  the 
expertise  and  discipline  you  need,  without  the  attitude. 


<01Wfi  IfclUMr  (  Ktpnraltnn  All  trademarks  are  tin  property  uftliar  tttftttin  mum  Visit  our  web  site:  www.vanstar.com/nostarch 
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Now,  the  financial  minds  you  respect  can  recommend  no-load  funds 
through  our  TRAK  Investment  Advisory  Program  .* 


Until  now,  there  was  a  barner  between  load  and  no-load 
funds.  Not  anymore. 

Smith  Barney  is  pleased  to  announce  a  new  service:  adnce 
on  the  no-load  families  in  our  TRAK  Investment  Advisory 
Program.  Now.  through  this  program,  your  Smith  Barney 
Financial  Consultant  can  help  you  develop  a  customized 
ponfolio  of  no-load  funds  with  asset  allocation  and  ongoing 
performance  monitoring  for  an  annual  advisory  fee. 

With  so  many  different  mutual  funds  to  choose  from, 
you'll  appreciate  the  one  thing  each  fund  in  our  TRAK 
Investment  Advisory  Program  has  in  common. 
Each  comes  with  the  expert  counsel  of  a  Smith  Barney 

For  more  information  on  this  program,  call  to 

1-800-EARNS- 


Financial  Consultant  who  can  help  you  determine  which 
funds  are  nght  for  you. 

What's  more,  we  can  help  you  manage  your 
load  and  no-load  mutual  funds  held  ^^^^^ 
at  Smith  Barney  more  effectively  with 
the  convenience  of  one  * 
consolidated  monthly  state- 
ment and  one  1099  form. 

After  all,  at  Smith  Barney 
we  believe  nothing  should 
stand  between  you  and  your 
financial  goals. 


get  your  complimentary  TRAK  brochures  at 
IT,  Ext.  276. 


SmithBarney 

Tli  ey  make  monev  the  old-fashioned  way. 
Thev  earn  it.'" 


A  Member  of  TravelersGroup ] 


HTie  TRAK  Investment  Advisory  Program  provides  advice  on  select  no-load 
funds  for  a  maximum  annual  investment  advisory  fee 
of  1.5%  (the  fee  for  retirement  accounts  may  differ). 


Economic  Viewpoint 


BY  RUDI DORNBUSCH 


WHY  AMERICA  SHOULD 
GET  OFF  CHINAS  BACK 


■■i 


PATIENCE: 

Trade  carrots 
and  sticks 
don't  work. 
Treating 
Beijing  as  an 
equal,  and 
encouraging 
change,  just 
might 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


In  fewer  than  300  days,  Hong  Kong  will 
pass  into  Chinese  hands.  Sometime  in  the 
near  future,  Deng  Xiaoping  will  pass  on 
as  well.  An  empire  and  a  dynasty  are  ending, 
and  Chinese  history  shows  that  such  events 
are  often  accompanied  by  vast  commotion.  It 
is  no  exaggeration  to  say  that  choices  made 
now  will  influence  the  course  of  the  world 
economy  and  security  in  the  coming  century. 

Unfortunately,  America's  relations  with  Chi- 
na do  not  put  Washington  in  any  position  to 
influence  these  events.  The  U.S.  has  paid  an 
enormous  amount  of  attention  to  Russia,  but 
China  policy  has  been  left  to  the  bean-coun- 
ters. To  maintain  good  relations,  the  U.  S.  can 
forgive  Moscow  even  its  transgressions  in 
Chechyna.  It  forgives  China  nothing. 

China,  for  its  own  part,  has  never  quite 
overcome  its  paranoia  about  the  U.  S.  When  it 
is  not  obsessing  about  U.  S.  power,  it  is  feel- 
ing hurt  by  perceived  slights  to  its  honor. 
The  truth  is,  we  have  ignored  China's  emerg- 
ing importance  on  the  world  stage  and  have 
focused  on  specific  issues,  such  as  human 
rights  and  copyrights.  Washington  plays  the 
incessant  nag,  hounding  China. 

Of  course,  there  is  nothing  in  Chinese  his- 
tory of  the  past  50  years  to  endear  the  coun- 
try to  us.  Its  record  on  human  rights  is  a 
horror.  The  arbitrariness  of  government,  the 
pervasive  corruption  of  a  decadent  political 
class,  the  use  of  violence  at  Tiananmen  Square 
and  in  countless  other  cases,  and  the  mind- 
boggling  devastation  under  Man  Zedong  and 
the  Red  Guards  do  not  easily  encourage 
warmth  between  the  two  countries. 
failed  RECIPE.  Warmth  shouldn't  be  Ameri- 
ca's foreign  policy  goal  anyhow.  The  U.  S. 
should  tiy  to  influence  events  inside  China.  It 
should  attempt  to  keep  the  country  to  an 
economic  reform  agenda,  foster  more  free- 
dom, and  above  all,  create  more  openness  to 
the  outside  world. 

The  U.  S.  has  found  out  in  the  past  few 
years  that  it  cannot  change  China  by  holding 
out  trade  carrots  and  sticks.  The  simple  reason 
is  that  the  U.  S.  is  too  eager  to  benefit  from 
China's  exploding  economy,  and  its  commercial 
rivals  cheerfully  undercut  the  U.  S.  anytime 
Washington  takes  a  strong  political  position. 
Beijing  is  keenly  aware  of  this  and  just  holds 
out  until  Washington  caves.  Rather  than  trying 
more  of  this  failed  recipe,  a  very  different  ap- 
proval must  come  now,  and  it  must  come  fast. 
Before  Deng  dies  and  Hong  Kong  moves 


into  Chinese  hands,  America  should  start 
new  relationship  built  on  accepting  China  as  j 
is  and  realizing  that  the  march  toward  demo' 
racy  will  be  slow.  After  all,  it  took  nearl 
half  a  century  for  Taiwan  and  South  Korea  t 
shift  to  full  democracy.  But,  contrary  to  all  tl 
talk  about  the  Asian  way  based  on  Conn 
cian  authoritarianism,  democracy  now  pr< 
vails  in  these  two  economic  dynamos. 

Can  the  U.S.  build  a  new  relationsh: 
with  China?  Maybe.  China  is  ambivalent- 
There  is  paranoia  about  the  U.  S.,  but  alsjj 
admiration.  China  is  into  making  money  an| 
getting  ahead,  and  America  stands  for  a| 
of  that  (after  Deng,  basketball  star  Micha|i 
Jordan  is  the  best-known  person  in  Chinajfj 
Washington  should  capitalize  on  the  potenti;| 
to  widen  and  strengthen  admiration  for  tH|» 
U.  S.  and  let  that  part  of  the  relations!* 
win  the  upper  hand. 

POWER  player.  The  most  effective  policy  | 
an  early  visit  by  the  next  U.  S.  President  4 
China.  Not  a  stopover  on  the  way  to  Japar 
but  a  high-level  political  trip  full  of  pomp  ar|* 
ceremony  that  highlights  the  meeting  of  t\*F! 
great  powers.  The  visit  should  not  be  doni 
nated  by  seeing  every  dissident  or  harpir; 
about  counterfeit  cos.  It  should  not  be  a  con| 
mercial  trip  with  a  planeload  of  chief  execi 
tives  signing  up  deals.  It  should  be  a  demoi 
stration  that  the  U.  S.  accepts  China  as  tl 
single  most  important  player  in  Asia  an 
wants  to  treat  it  on  that  basis. 

What  is  America's  agenda  in  China?  Moij 
important,  it  should  promote  young,  reforn 
minded  Chinese — not  party  hacks  trained  du 
ing  the  excesses  of  the  past  40  years — as  tl 
successors  to  the  current  generation  of  leai 
ers.  A  key  goal:  Encourage  these  new  leade; 
to  see  economic  growth  and  widening  pro 
perity  as  the  dominant  political  direction  f< 
China  in  the  years  ahead. 

In  time,  this  generation  of  new  leaders  a 
create  more  freedom  and  the  institutions  th; 
support  it.  Hong  Kong  should  become  an  e: 
ample  for  Chinese  economic  and  political  di 
velopment  rather  than  a  victim  of  a  powil 
that  feels  it  has  to  make  a  point. 

None  of  this  is  assured.  But  just  as  tl 
U.  S.  threw  its  weight  on  the  side  of  gettir 
Yeltsin  elected  in  Russia,  it  must  now  het 
the  reformers  win  out  in  China.  There  is  i 
official  election  going  on  in  China,  but  4 
can  run  a  campaign  to  influence  the  outconl 
of  those  chosen. 
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Where  things  are 


Pa ni  Jones  is  a  chemical  engineer 
mother  of  two,  nature  lover  and 
part  of  a  team  that  pioneered  a 
revolutionary  regeneration  process  u 


called  Petretec™  It  takes  used 
polyester  plastic,  unzips  the  mole- 


cules  and  allows  it  to  he  reused, 
good  as  new.  An  everyday  jar 
can  become  a  videotape,  then  a 
seat  belt,  then  a  designer  shirt. 
"Evergreen  poiyejfer,"  Pam  says, 
the^fcfe  continues  on  and  on. 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  PARTY  WILL 
EEP  ON  ROCKIN' 

Bmand  is  slowing,  but  inventory  growth  will  spur  the  economy 


US.  ECONOMY 


FACTORY  OUTPUT  IS 
GAINING  MOMENTUM 


It  really  doesn't  get  any  bet- 
ter than  this:  first-half  growth 
3.4%,  the  jobless  rate  close  to  a  two-decade  low, 
e  inflation  at  a  three-decade  low,  and  the  Dow  head- 
toward  5900.  Hey,  let's  party. 
Jut  is  the  economic  bash  getting  a  little  too  rau- 
s?  That's  the  question  that  the  financial  markets, 
icymakers,  and  most  economists  are  grappling  with. 
?ed  on  recent  trends,  an  all-too-familiar  scenario 
y  be  shaping  up:  Late  in  a  business  cycle,  when  lit- 
slack  remains  in  the  markets  for  labor  and  prod- 
s,  inflation  worries  crop  up,  and  the  Federal  Re- 
ve  swoops  in  to  take  away  the  punch  bowl,  hoping 
quiet  the  party — sometimes  even  killing  it. 

Although  the  third-quarter 
data  is  flashing  mixed  signals, 
economic  growth  in  the  sec- 
ond half  does  not  yet  appear 
to  be  slowing  enough  to  allay 
those  late-cycle  concerns.  True, 
housing  gains  may  be  tougher 
to  come  by,  but  sales  have 
been  surprisingly  resilient,  and 
the  supports  under  consumer 
spending,  capital  spending,  and 
exports  remain  strong. 
Imid  good  prospects  for  demand,  extremely  lean 
entories  are  fueling  factory  orders  and  output,  and 
economy  has  rarely  slowed  in  a  lasting  way  when 
nufacturing  is  gaining  momentum  (chart).  So  far,  as 
price  indexes  show,  inflation  remains  benign,  espe- 
\y  goods  prices.  But  labor-market  slack  has  already 
iporated,  and  as  factory  activity  picks  up,  production 
2k  will  diminish. 

ERALL  INDUSTRIAL  PRODUCTION  in  the  nations 

tories,  mines,  and  utilities  rose  a  sturdy  0.5%  in 
gust,  although  a  rebound  in  utility  output,  which 
1  been  depressed  in  July  because  of  unusually  cool 
ather,  exaggerated  the  gain. 

Still,  factory  production  rose  0.3%  in  August.  Pro- 
lion  of  consumer  goods  fell  in  the  month,  led  by  de- 
tes  in  auto  production  and  output  of  housing-related 
ms,  such  as  appliances,  TVs,  and  air  conditioners, 
setting  that  weakness  was  another  solid  advance 
business  equipment. 

n  addition,  output  of  materials  jumped  1.2%,  the 
gest  monthly  gain  in  more  than  two  years,  sug- 


QUARTERLY  PERCENT  CHANGE. 
ANNUAL  RATE 

ASSUMES  SEPTEMBER  IS  UNCHANGED 
'ATA  FEDERAL  RESERVE,  BUSINESS  WEEK 


INVENTORIES  LOOK 
EXTREMELY  LEAN 


JAN.  '93  JULY  '96 

DATA:  COMMERCE  DEPT 


gesting  that  factories  are  starting  to  beef  up  invento- 
ries in  order  to  meet  the  faster  pace  of  output.  Ex- 
cluding the  year's  ups  and  downs  in  auto  output,  which 
have  distorted  the  underlying  trend,  third-quarter  fac- 
tory production  is  set  to  rise  at  about  a  4.5%  annual 
rate,  a  continuation  of  this  year's  speedup. 

Lean  inventories  are  a  key 
reason  why  manufacturing  is 
gathering  speed.  For  a  year 
and  a  half,  businesses  have 
been  following  very  conserva- 
tive inventory  policies,  which 
slowed  the  growth  of  overall 
stock  levels  to  a  crawl  in  the 
first  half — just  when  demand 
was  picking  up.  Now,  some 
businesses  are  caught  short 
and  have  to  play  catch-up. 

In  July,  stock  levels  at  manufacturers,  wholesalers, 
and  retailers  rose  0.4%.  That  was  faster  than  in  recent 
months,  but  business  sales  in  July  jumped  1.2%.  As  a 
result,  the  ratio  of  inventories  to  sales,  a  measure  of  the 
adequacy  of  current  stock  levels,  fell  to  1.39 — the  low- 
est level  on  the  Commerce  Dept.'s  books,  which  go 
back  to  1980  (chart). 

From  1994  until  the  second  quarter  of  1996,  a  slower 
pace  of  inventory  gains  subtracted  from  economic 
growth.  But  from  now  on,  inventories  will  add  to  growth. 
Some  economists  estimate  that  stock-building  could  con- 
tribute as  much  as  a  percentage  point  to  the  second-half 
pace  of  real  gross  domestic  product.  So  even  if  final  de- 
mand slows,  the  inventory  catch-up  will  supply  an  offset. 

THIRD-QUARTER  DEMAND  is,  indeed,  off  to  a  slow 
stait,  as  retail  sales  and  exports  show,  but  the  slug- 
gishness is  not  likely  to  last.  Exports  fell  3.6%  in  July, 
while  imports  rose  1.2%,  causing  the  trade  deficit  to 
widen  sharply  to  $11.7  billion,  from  $8.2  billion  in  June. 
Such  a  large  deterioration  suggests  trade  is  a  drag  on 
third-quarter  growth. 

The  July  trade  gap  with  Western  Europe  ballooned, 
mainly  because  of  weak  exports.  However,  growth 
there  is  generally  strengthening,  led  by  Germany  and 
Britain,  and  exports  to  Europe  are  up  7.5%  so  far 
this  year. 

Consumers  are  also  off  to  a  slow  second-half  start. 
Retail  sales  rose  0.2%  in  August,  after  edging  up  0.1% 
in  July,  and  falling  0.6%  in  June.  Real  retail  sales  are 
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barely  above  the  second-quarter  level  (chart).  Howev- 
er, fourth-quarter  spending  is  likely  to  rebound.  Jobs 
and  incomes  are  growing  strongly.  Unemployment  is  at 
a  seven-year  low.  And  consumer  confidence  is  at  an  ex- 
pansion high.  Those  are  all  components  of  a  good 
Christmas  shopping  season. 

True,  credit-card  delinquencies  are  rising.  They  hit  a 
record  3.G6%  in  the  second  quarter,  and  the  monthly 
payment  burden  on  installment  debt  has  surpassed  the 
peak  of  the  late  1980s,  especially  if  you  include  auto 
leases.  But  the  debt  load  may  have  more  to  say  about 
the  increased  number  of  cardholders  and  the  new  ways 
we  use  debt  than  about  the  financial  problems  of  house- 
holds. In  fact,  the  monthly  payment  burden  of  mortgage 
debt  remains  well  below  the  1980s  level. 

SO  FAR,  THE  MANUFACTURING  PICKUP  has  not 

squeezed  production  capacity.  The  operating  rate  for  all 
industry  rose  to  83.5%  in  August  from  83.3%  in  July, 
but  that  rise  reflected  the  rebound  in  utility  output.  The 
rate  in  the  factory  sector  dipped  0.1%  for  the  second 
month  in  a  row,  to  82.3%. 

But  if  output  continues  to  accelerate,  capacity  pres- 
sure will  build.  The  Fed  estimates  that  manufacturing- 
capacity  through  August  grew  at  a  yearly  rate  of 
4.4%,  while  factory  output  over  the  year  was  up  4%. 
In  the  third  quarter,  however,  overall  manufacturing 
output  is  set  to  rise  at  an  annual  rate  of  about  5% 


SPAIN 


THIRD-QUARTER 
SHOPPING  SLOWED 


from  the  second  quarter,  when  it  advanced  79 

The  lack  of  capacity  pressures,  so  far,  is  a  key  reasc 
why  goods  prices  remain  so  well-behaved.  Except  f( 
energy  and  food,  wholesale  inflation  has  fallen  th 
year.  The  producer  price  index  for  all  finished  gooc 
rose  0.3%  in  August,  while  the  core  index,  which  e: 
eludes  energy  and  food,  fell  0.1%.  Yearly  core  inflatic 
has  fallen  to  1.4%,  down  from  2.6%  at  the  end  of  199. 

Consumer  prices  show  much 
the  same  trend.  The  consumer 
price  index  rose  a  scant  0.1% 
in  August,  as  did  the  core  CPI. 
Yearly  core  inflation  in  August 
dropped  to  2.6%.  That's  the 
lowest  pace  since  1973.  Of 
course,  since  monetary  policy 
works  with  a  long  lag,  the 
Federal  Reserve  does  not 
make  policy  based  on  yester- 
day's price  index. 

In  fact,  if  a  Reuters  newswire  report  is  corree 
eight  of  the  12  Fed  district  presidents  are  requesting  ;! 
least  a  quarter-point  hike  in  the  Fed's  discount  rat] 
and  three  are  requesting  a  half-point  hike.  The  repoi 
also  said  that  a  consensus  is  forming  on  the  Fed's  po 
icy  committee  for  a  quarter-point  increase  in  the  ke 
federal  funds  rate  at  the  Sept.  24  meeting. 

Better  drink  up  before  the  punch  bowl  disappears! 
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A  QUARTERLY  PERCENT  CHANGE. 
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DATA  COMMERCE  DEPT ,  BUSINESS  WEEK 


AZNAR'S  HIGH  HOPES  MAY  BE  DASHED 


The  new  government  of  Prime 
Minister  Jose  Maria  Aznar 
continues  to  vow  that  Spain's  pub 
lie  deficit  will  fall  to  3%  of  gross 
domestic  product  in  1997.  But 
with  the  1996  deficit  on  track  to 
total  about  5%,  and 
Math  the  latest  data 
showing  only  modest 
growth,  the  chances  of 
hitting  the  target  are 
shrinking. 

Industrial  production 
in  June  fell  an  unex- 
pectedly large  5.7% 
from  a  year  ago.  For 
the  second  quarter, 
output  was  down  2.8%, 
the  second  drop  in  a  row  (chart). 
Part  of  the  June  decline  reflected 
fewer  workdays,  but  excess  inven 
tories  and  weak  domestic  demand 
also  slowed  output.  Consumer 
spending  is  shaky  amid  low  confi- 


AN0THER  DROP  IN 
SPANISH  OUTPUT 


'94  '95  '96 

PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA:  NATIONAL  STATISTICS  INSTITUTE, 
DRI/McGRAW-HILL,  8W 


dence  and  high  unemployment: 
The  jobless  rate  fell  only  a  bit  in 
June,  to  22%,  from  22.3%  in  May. 

The  Bank  of  Spain  has  tried  to 
help  lift  growth  this  year  by  slash- 
ing 1.75  percentage  points  off  its 
benchmark  lending 
rate,  now  a  record  low 
7.25%.  But  more  cuts 
are  on  hold  until  the 
1997  budget  is  released 
in  late  September. 

Officials  already 
have  warned  of  short- 
falls in  revenues  and 
cost  overruns  in  the 
social  security  system. 
A  wage  freeze  for 
government  workers  and  cuts  in 
public  investment  and  corporate 
subsidies  seem  the  most  likely 
measures  to  trim  800  billion  pese- 
tas ($6.28  billion)  in  spending.  The 
government  expects  overall  bud- 


get adjustments  to  equal  a  hefty 
1.6%  of  gross  domestic  product. 
But  its  budget  plan  also  counts  on 
real  gdp  growth  of  3%  next  year, 
after  a  2.3%  gain  in  1996.  Private 
economists  expect  growth  at  a 
slower  2.5%  to  2.8%,  with  the 
deficit  at  3.5%  of  GDP  in  1997. 

For  either  forecast,  better 
growth  depends  on  a  strong  Eu- 
ropean recovery  to  keep  exports 
surging  and  at  least  one  more 
rate  cut.  Subdued  inflation  will 
give  the  central  bank  some  lati- 
tude to  ease  further.  Consumer 
prices  in  August  rose  just  3.7% 
from  a  year  ago.  And  with  the 
outlook  for  modest  growth,  price 
pressures  are  unlikely  to  build. 
That's  good,  because  the  central 
bank  will  need  more  room  for  cute 
to  offset  some  of  the  fiscal  auster- 
ity that  will  be  a  serious  drag  on 
the  Spanish  economy. 
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There  are  a  lot  of 
questions  you  might  ask 
a  Nurse  Case  Manager. 

Like,  "What's  a 
Nurse  Case  Manager?" 
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Yon  won't  lind  the  definition  m  any  dictionary.  So  with  apolo- 
gies lo  Mr.  Webster,  we'll  give  ii  a  In  ourselves.  Nurse  Case 
Man-ag-ers  (nurs  kas  man-ij-ers)  n.  Registered  Nurses  who: 
1.  Act  as  advocates  (see  ally)  for  patients  who  require  com- 
plex care,  keeping  them  informed  and  involved  in  heallh  care 
decisions.  2.  Plan,  assess  and  coordinate  all  health-related 
servic  es.  3.  Are  one  small  part  of  a  hig  idea  called  Informed 
Health"  (see  innovation),  a  concept  dedicated 
to  keeping  people  better  informed  about  their 
health  and  their  care  (see  l-HOO-AETNA-HC). 

Informed  Health  from  Aetna  Health  Plans 
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News:  Analysis  &  Commentary 


Ford's  contract 
shows  the  UAW's 
flexibility.  That 
could  help  GM,  too 


Ford  Chairman  Alexander  J.  Trot- 
man  looked  like  the  cat  who  had 
just  swallowed  the  canary.  After 
winding  up  round-the-clock  talks 
with  the  United  Auto  Workers  on  Sept. 
16,  Trotman  had  agreed  to  a  new  labor 
contract  that  not  only  looked  good  for 
Ford  Motor  Co.  but  also  seemed  as  if  it 
could  hurt  rival  General  Motors  Corp. 
"We  think  we  have  a  good  deal,"  said 
Trotman  with  a  grin. 


On  the  face  of  it,  Ford's  sweet  deal 
looks  pretty  sour  for  gm,  if  the  uaw  can 
force  the  No.  1  auto  maker  to  swallow  its 
terms.  By  agreeing  to  keep  employment 
at  95%  of  its  current  105,000  workers, 
Ford  set  a  pattern  GM  would  be  hard- 
pressed  to  match.  After  all,  GM  still  needs 
to  shed  up  to  70,000  of  its  220,000  work- 
ers to  boost  lagging  productivity  and 
make  parts  operations  competitive. 

But  this  is  one  case  where  appear- 
ances may  be  deceiving.  Ford's  new  em- 
ployment guarantees  have  loopholes. 
For  instance,  they  don't  apply  if  the 
economy  falls  into  a  recession.  Also,  the 
union  already  is  sending  out  signals  that 
it  may  let  GM  cut  a  higher  percentage  of 
jobs  than  Ford,  say  sources  close  to  the 
talks  (table).  "We're  going  after  an 
agreement  that  all  three  companies  can 
live  with,"  uaw  President  Stephen  P. 
Yokich  told  reporters  on  Sept.  16.  At  a 


Chairman  John  F.  Smith  Jr.  went  so  fi 
as  to  laud  Yokich  for  his  "statesman- 
ship" and  said  that  he  expected  the  UA  \ 
to  come  up  with  a  deal  gm  could  aljfr 
cept.  gm  may  not  be  so  lucky  in  Canad 
though:  On  Sept.  17,  the  Canadian  Aul  r. 
Workers  (caw)  won  a  near-absolute  ba 
on  cutting  jobs  through  outsourcin 
from  Chrysler  Corp.  that  seems  likely  1  r, 
spark  a  strike  at  gm  there. 
pragmatism.  Indeed,  this  year's  aul 
talks  seem  to  be  shaping  up  as  a  repla 
of  1987,  the  last  time  the  uaw  extracte 
guaranteed  job  levels  from  Detroit.  Bac 
then,  a  healthy  Ford  agreed  to  maintai 
current  employment  but  the  union  le 
enough  loopholes  in  the  deal  to  allow  G  \ 
to  go  along.  It  even  fudged  the  pattei 
further  when  it  actually  sat  down  wit 
gm,  which  at  the  time  was  plagued  wit 
overcapacity  and  efficiency  problerr^ 
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much  worse  than 
those  it  faces  today. 

The  question  now 
is  how  far  Yokich  will 
go  in  accommodating 
GM  this  time.  Both 
Ford  and  Chrysler 
have  added  workers 
in  recent  years,  but 
gm  still  hasn't  finished 
the  slim-down  that  it 
started  a  decade  ago. 
Management  has  put 
four  parts  plants  on 
the  auction  block — in- 
cluding two  in  Cana- 
da— and  labeled  eight 
others  with  low  prof- 
its as  "troubled."  It 
also  is  counting  on 
slashing  labor-hours 
by  20%  to  30%  on 
the  15  new  vehicles 
the  company  is  now 
launching.  Ford-level 
limits  on  job  cuts 
would  stall  these  ef- 
forts before  they  re- 
ally get  rolling.  "The 
95%  figure  would 
only  let  GM  cut  about 
12,000  jobs,"  said 
Daniel  Luria,  a  labor 
analyst  in  Ann  Arbor, 
Mich.  "That's  got  to 
change." 

It  probably  will, 
unless  the  uaw  is 
ready  to  weather  a 
strike  against  gm. 
Sure,  Yokich  will  in- 
sist that  GM  match 
the  economic  portions 
of  the  pact:  a  $2,000 
L  SMILES:  bonus  in  the  pact's 
rd's  Trotman  first  year  and  3%  an- 
d  the  UAW's  nual  wage  hikes  in 
kick  shake  on  the  second  and  third 
sir  agreement  years,  plus  improved 
"  pension  benefits, 
ese  rich  terms  are  key  to  getting 
mbers  to  ratify  the  deal  later  this 
nth  as  expected.  "People  like  wage 
reases,"  says  Donald  F.  Ephlin  Jr.,  a 
rd  worker  in  Rawsonville,  Mich.,  and 
l  of  a  retired  uaw  vice-president. 
But  industry  observers  believe  the 
w  may  allow  gm  to  cut  employment 
a  larger  percentage  than  Ford.  That 
uld  be  in  keeping  with  the  pragma- 
m  Yokich  already  has  shown  in  his 
;t  national  contract  talks  as  uaw  pres- 
et. He  dropped  a  demand  to  allow 
i  uaw  to  strike  over  outsourcing  is- 
as,  which  would  have  given  a  pow- 
iil  boost  to  the  guerrilla-war  tactic 


THE  FORD  PACT-AND 
HOW  GM  MIGHT  COPE 

JOB  SECURITY  Ford  will  guaran- 
tee to  keep  union  jobs  at  95%  of 
current  levels — a  standard  that 
still-bloated  GM  won't  want  to 
meet.  However,  the  UAW  may  give 
GM  more  leeway  than  Ford.  Plus,  if 
a  recession  occurs,  the  Ford  con- 
tract allows  for  deeper  cutbacks. 

OUTSOURCING  The  union  didn't 
win  the  right  to  strike  over  out- 
sourcing; GM,  which  badly  needs 
to  farm  out  work  to  more  efficient 
suppliers,  would  have  been  clob- 
bered if  it  had.  The  union  had 
wanted  the  Big  Three  to  agree  to 
pressure  suppliers  to  unionize,  a 
demand  Ford  rejected. 

COST  AND  DURATION  Ford 
agreed  to  two  3%  pay  hikes,  a 
lump-sum  bonus,  and  richer  pen- 
sions— expensive,  but  something 
cash-rich  GM  can  afford.  Ford  and 
the  union  also  dropped  the  idea  of 
a  pact  lasting  more  than  three 
years,  which  would  have  locked  in 
GM  for  too  long. 


of  local  walkouts  that  he  has  used 
against  cm  in  recent  years.  He  also  jet- 
tisoned a  demand  that  Ford  force  its 
suppliers  to  remain  neutral  in  uaw  or- 
ganizing drives.  Instead,  he  broke  with 
uaw  precedent  by  allowing  Ford  to  add 
new  parts-making  jobs  at  a  permanent- 
ly lower  wage  comparable  to  those  at 
outside  suppliers.  This  is  the  first  time 
the  union  has  agreed  to  a  two-tier  wage 
structure,  but  it  could  add  new  mem- 
bers to  the  union's  dwindling  ranks. 

Lower-paid  parts  jobs  could  save 
Ford  and  Chrysler  a  bundle  as  they 
cope  with  aging  workforces.  For  in- 
stance, they  could  set  up  new  parts- 
making  operations  next  to  an  assembly 
plant,  then  move  trained  parts  workers 
into  the  plant  to  replace  retirees,  Luria 
speculates.  The  new  workers  would 
start  in  parts  jobs  at,  say,  $11  an  hour, 
then  graduate  into  the  assembly  plant 


as  workers  there  retire.  The  companies 
"could  set  up  a  'minor  league'  system  in 
new  parts  plants  and  move  promising 
workers  up  to  assembly  plants  as  need- 
ed," says  Luria. 

But  gm  won't  necessarily  be  hurt.  By 
agreeing  to  treat  some  parts  jobs  dif- 
ferently from  assembly  ones  for  the  first 
time,  the  union  may  find  ways  to  ad- 
dress gm's  attempts  to  outsource  high- 
wage  parts  jobs.  For  instance,  Yokich 
may  agree  to  different  job-guarantee 
levels  for  the  two  kinds  of  work,  says 
one  uaw  insider.  "It  could  be  95%  for 
the  assembly  portion  of  gm  and  85%  for 
the  parts,"  says  the  source. 
CANADIAN  FIGHT?  The  broader  question: 
whether  a  Ford-type  contract  would  let 
gm  shrink  as  much  as  it  wants.  With  an 
annual  attrition  rate  of  10,000  to  15,000 
workers,  it  would  take  at  least  five  years 
for  gm  to  approach  its  ideal  size.  Selling 
off  parts  plants  could  accelerate  the  pace, 
but  Yokich's  minimum  employment  levels 
could  snag  such  moves. 

But  the  union  has  stretched  its  pat- 
tern many  times  before  to  allow  for 
cost-cutting.  Yokich  has  said  several 
times  recently  that  he  wants  a  pattern 
established  more  for  wages  and  benefits 
than  for  issues  such  as  job  security.  And 
he  scoffs  at  the  notion  that  he's  strictly 
bound  by  the  Ford  pattern.  "Steve 
knows  he  can't  protect  all  these  jobs  if 
GM  is  to  stay  sound  economically,"  says 
one  source  close  to  the  union. 

GM  faces  a  far  less  understanding  ad- 
versary in  Canada.  The 
ATLANTA  LINE:      agreement  between 
Ford  could  save   Chrysler  and  the  Cana- 
a  bundle  with      dian  union  embargoes 
the  pact's  two-      the  sale  of  any  plant 
tier  wage  setup     and  requires  any  jobs 
lost  to  outsourcing  to 
be  replaced  with  equivalent  work,  caw 
President  Basil  "Buzz"  Hargrove  plans  to 
seek  a  similar  deal  from  Ford  and  GM. 
But  gm,  which  plans  to  cut  some  5,500  of 
its  26,000  caw  jobs  through  outsourcing, 
"can't  accept  this  deal  in  any  way,  shape, 
or  form,"  warns  Dennis  DesRosiers,  a 
Toronto  auto  consultant.  Unless  some- 
one capitulates,  a  costly  strike  seems 
likely,  which  would  soon  cripple  many  of 
gm's  U.  S.  plants,  too. 

Yokich  has  provided  nonstop  surpris- 
es ever  since  Detroit's  labor  talks  began. 
He  refused  to  target  Chrysler,  as  every- 
one predicted,  and  wound  up  clasping 
hands  with  a  smiling  Trotman  over  a 
conciliatory  contract.  If  Yokich  keeps 
showing  such  creativity,  he  and  Smith 
may  end  up  as  happy  partners,  too. 

By  Bill  Vlasic  in  Detroit,  with 
William  C.  Symonds  in  Toronto  and 
bureau  reports 
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COMMENTARY 


By  Keith  Naughton 

BARGAINING  IN  DETROIT:  ONE  SIZE  NO  LONGER  FITS  ALL 


■  s  time  running  out  for  the  auto 
I  industry's  long-held  tradition  of 

■  pattern  bargaining?  Even  as 
United  Auto  Workers  President 
Stephen  P.  Yokich  celebrated  the 
deal  with  Ford  Motor  Co.,  much  of 
which  he  expects  Chrysler  Corp. 
and  General  Motors  Corp.  to  meet, 
that  question  is  increasingly  being 
raised  around  Detroit. 

Trying  to  squeeze  gm,  Ford,  and 
Chrysler  into  a  one-size-fits-all  con- 
tract no  longer  makes  much  sense — 
particularly  for  the  companies.  And 
even  the  union  probably  could  do 
better  for  its  members  by  using 
a  different  approach.  The  sys- 
tem is  a  vestige  of  the 
1950s,  when  Detroit 
ruled  the  roads.  To- 
day, one-third  of  the 
market  is  owned 
by  foreign  carmak- 
ers not  covered  by 
the  pattern.  The  Big 
Three  also  face  diver 
gent  financial  and  operat 
ing  problems.  Chrysler,  for 
example,  spends  $600  less 
to  build  each  vehicle  than  gm 
does,  and  earns  46%  more. 
That  productivity  gap  allows 
Ford  and  Chrysler  to  use  the 
talks  as  a  weapon  against  gm. 
TRIENNIAL  CONTEST.  In  the  postwar 
era,  pattern  contracts  spread  across 
the  auto,  rubber,  steel,  and  other 
businesses.  The  egalitarian  ideal  made 
sense  in  time  of  U.  S.  hegemony:  By 
making  wages  and  benefits  uniform 
industrywide,  companies  competed  on 
product  quality,  not  the  backs  of  their 
workers.  "You  took  labor  costs  out  of 
the  competitive  equation,"  says  ex- 
uaw  President  Douglas  Fraser. 

But  foreign  competition  changed 
that.  Pattern  bargaining  has  been 
much  weakened  in  every  major  manu- 
facturing industry  except  autos.  And 
today,  rather  that  standardizing  De- 
troit's labor  costs,  pattern  talks  put 
them  in  play  more  than  ever. 

Nowhere  is  that  more  evident 
than  in  the  triennial  "beauty  contest" 
the  Big  Three  engage  in  to  be  named 
as  the  uaw's  "target."  The  rush  to  be 
first  isn't  surprising:  The  winner  gets 
to  establish  the  pattern  its  rivals 
must  more  or  less  follow.  Not  only 
can  the  lead  company  craft  a  deal 
that  best  suits  its  needs  but  it  can 


stick  it  to  rivals  at  the  same  time. 

Take  the  deal  Ford  struck  guaran- 
teeing a  minimum  employment  level 
only  5%  below  its  current  staffing. 
That's  virtually  meaningless  for 
Ford,  which  has  hired  nearly  10,000 
workers  since  1992  and  plans  no  big 
cuts.  But  Ford  knows  such  a  pledge 
hurts  gm.  Without  a  30%  cut  in  its 
labor  force,  analysts  say  gm  can't  re- 
duce its  productivity  gap.  Says  Mor- 
gan Stanley  &  Co.  auto  analyst 


brushes  with  death  in  the  early  1980s. 
gm  never  had  the  management  disci- 
pline to  do  so.  That  left  gm's  labor 
costs  the  highest  of  the  Big  Three- 
one  reason  why  its  U.  S.  auto  profits 
are  the  lowest. 

The  irony  today:  gm  seems  ready  to 
make  some  of  the  tough  cuts,  but  the 
pattern  system  intended  to  protect 
gm's  220,000  uaw  workers  may  take 
money  out  of  their  pockets.  Although 
the  1982  uaw  talks  established  profit- 
sharing  for  workers,  gm's  weakness 
means  its  workers  get  little  com- 
pared with  those  at  Chrysler  and 
Ford.  "The  union  has  prevented 
gm  from  restructuring  and  cost 
each  of  their  employees 
thousands  in  profit-shar- 
ing," says  Bear,  Stearns 
&  Co.  analyst 
Nicholas  Lobaccaro. 


Stephen  Girsky:  "gm  is  going  to  have 
to  look  to  get  around  the  pattern." 

Certainly,  the  uaw  knows  that,  too. 
And  problems  at  individual  companies 
have  led  the  union  to  interpret  the 
pattern  loosely  in  past  talks.  Still, 
thanks  to  Ford,  gm  will  have  to  agree 
to  a  restrictive  minimum  jobs  level 
where  none  existed  before.  Analysts 
say  the  best  gm  can  hope  for  is  job 
cuts  of  15% — half  of  what  it  needs. 

When  the  strongest  company  sets 
labor  costs  for  the  weakest,  it  per- 
petuates and  often  worsens  the  lag- 
gard's problems.  Chrysler  and  Ford, 
with  the  uaw's  complicity,  drastically 
slashed  their  workforces  during  their 


Maybe  it's  time  to  limit 
industrywide  rules  to 
such  issues  as  wages 
and  standard  benefits 


"DEATH  KNELL."  GM 

must  move  fast.  Some 
2.7  million  vehicles  sold 
in  the  U.  S.  this  year  will 
be  made  at  Japanese  trans- 
plants. Most  of  their  workers 
are  nonunion — paid  an  average 
of  $38  an  hour  in  wages  and  ben- 
efits, vs.  $43  at  gm  and  $40  at  Ford 
and  Chrysler.  "The  transplant  situa- 
tion is  the  final  death  knell  for  the 
pattern,"  says  University  of  Michigan 
labor  economist  Sean  McAlinden. 

Even  Yokich  has  signaled  that  he 
is  willing  to  make  the  pattern  more 
porous  to  accommodate  each  auto 
maker's  needs.  "What  do  you  call  a 
pattern?"  he  asked  this  summer. 
"Each  company  is  different."  But 
stretching  the  pattern  won't  end  it. 
Since  the  pattern  talks  increase  the 
union's  bargaining  clout,  the  uaw 
would  bitterly  fight  any  attempt  to 
dismantle  them.  Nor  could  the  com- 
panies impose  such  a  change  without 
risking  enormous  labor  strife. 

Instead,  Fraser  says  it  may  be  time 
to  construe  the  industry  pattern  far 
more  narrowly.  Rather  than  set 
industrywide  rules  for  a  thorny  issue 
such  as  outsourcing,  for  example,  he 
says  the  pattern  might  be  applied 
only  to  hourly  wages,  pensions,  health 
care,  and  standard  benefits.  The  pat- 
tern is  likely  to  survive  in  some  form 
this  year,  but  with  luck,  it  will  be  the 
dying  gasp  of  a  20th  century  tradition. 


: 
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Naughton  tracks  autos  from  Detroit. 
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BARGAINS? 
Bowing  to 
competition, 
Ford  now  offers 
cheap  leases  on 
Explorers. 
Other  signs  of 
price  wars  are 
also  emerging 


UCKS 


ONK  IF  YOU'RE  BUILDING 
SPORT-UTILITY  VEHICLE 

*lut  is  coming.  Profits  will  drop,  and  a  shakeout  looms 

now  faced  with  a  capacity  glut.  They 
are  gearing  up  to  build  some  3.5  million 
sport-utilities  annually  by  2005 — about  a 
million  units  more  than  projected  de- 
mand, figures  analyst  George  C.  Peter- 
son of  AutoPacific  Inc.  "Somebody  is 
going  to  lose,"  he  predicts. 

One  sign  of  strain: 
Inventories  of  less  pop- 
ular models  already  are 
building.  Chevrolet/Geo 
dealers  have  a  121-day 
supply  of  the  Geo 
Tracker,  which  has  been 
left  in  the  dust  by 
sporty  new  rivals  such 
as  Toyota  Motor  Corp.'s 
RAV4.  (About  60  days' 
supply  is  considered  ide- 
al.) And  the  glut  seems 
sure  to  get  worse.  A 
year  ago,  there  were  32  brands  of  sport- 
utes  on  the  road,  says  Peterson.  By 
2003,  there  will  be  65. 

This  flood  of  new  models  is  arriving 
just  as  the  torrid  growth  rate  in  sport- 
utilities  sales  is  about  to  cool  off.  Unit 
sales  grew  at  nearly  a  12%  annual  clip 
in  the  first  half  of  the  decade,  but 
growth  is  slowing  to  a  5.2%  pace  for 
the  second  half  and  will  taper  off  to 
0.9%  through  2005,  says  Susan  Jacobs, 
president  of  Rutherford,  (N.J.)-based 


Iitchell  Dale  has  sold  a  lot  of  Ford 
Explorers  in  the  past  six  years. 
Customers,  undaunted  by  reces- 
n  or  Gulf  War  oil-price  scares,  have 
ipped  up  the  trendy  sport-utility  ve- 
les  as  fast  as  the  factory  could  ship 
m,  with  nary  a  rebate  required.  "It's 
;n  a  great  run,"  says  Dale,  general 
nager  of  McRee  Ford  in  Dickinson, 
t. 

But  on  Sept.  10,  after  three  months 
slipping  sales.  Ford  Motor  Co.  finally 
i  to  admit  the  boom  was  over.  It 
pped  a  $299-a-month  cheap  lease  deal 
the  Explorer,  joining  all  the  other 
kers  of  sport-utilities  who  are  curbing 
ce  increases  or  announcing  rebates, 
ys  Ford  Chairman  Alexander  J. 
itman:  "The  segment  is  clearly  get- 
g  much  more  competitive." 
»ING  INVENTORIES.  That  may  be  an 
derstatement.  With  18  new  models 
•iving  by  the  end  of  the  decade,  the 
}  billion  sport-utility  market  is  ap- 
laching  saturation,  triggering  intense 
ce  competition.  That's  bad  news  for 
to  makers,  which  have  reveled  in  fat 
•nings  from  sport-utilities:  Profit  mai- 
ls can  run  as  high  as  the  eye-pop- 
lg  $10,000  per  vehicle  of  Ford's  new 
nbo  Expedition.  Manufacturers,  es- 
cially  the  Big  Three,  have  invested 
avily  in  new  suv  factories  and  are 


DOWNSHIFTING 


DA1A  WARD'S  AUTOMOTIVE  REPORTS, 
JACOBS  &  ASSOCIATES 


auto  consultants  Ja- 
cobs &  Associates. 
One  big  downer:  Ja- 
cobs figures  that  as 
Baby  Boomers  age 
and  their  kids  leave 
home,  many  will  shift 
back  to  cars  again. 

Despite  all  this, 
most  auto  makers 
and  analysts  expect 
sales  of  sport-utility 
vehicles  to  keep  ris- 
ing for  at  least  another  decade.  But  the 
growth  will  be  slower,  and  the  heady, 
anything-sells  days  of  uncontested  prof- 
it margins  are  over.  In  fact,  the  emerg- 
ing trend  in  sport-utilities  closely  paral- 
lels the  flattening  in  the  growth  rate  of 
minivan  sales  a  couple  of  years  ago. 

Already,  the  Darwinian  struggle  is 
beginning  in  sport-utilities.  Experts  ex- 
pect a  shakeout  even  in  the  super- 
premium  category,  where  more  players 
are  piling  in  than  the  narrow  niche  can 
support.  Among  the  most  vulnerable 
models  are  gussied-up  basic  suvs  mas- 
querading as  luxury  trucks,  including 
Infiniti's  QX4  (based  on  Nissan's  Pathfind- 
er). But  even  the  bread-and-butter  com- 
pact suv  segment,  which  includes  Ex- 
plorer, Grand  Cherokee,  Chevy  Blazer, 
and  Toyota  4  Runner,  will  come  under 
attack  from  a  new  class  of  leather- 
trimmed  larger  suvs — as  well  as  from  a 
crop  of  trendy  mini  models  such  as  Hon- 
da's crv.  Plus,  starting  next  year,  the 
domestic  brands  that  have  ruled  suvs 
for  the  past  decade  will  face  tougher 
import  competition  at  the  top  end  from 
the  likes  of  Lexus  and 
Mercedes-Benz. 

Signs  of  price  wars 
are  emerging,  too.  In 
mainstay  compact  and 
subcompaet  suvs,  where 
prices  have  spurted  5% 
annually  since  1992, 
sticker  prices  rose  just 
2.3%  for  the  1997  model 
year,  according  to  Ja- 
cobs. And  she  says 
prices  of  full-size  sport- 
utes  such  as  the 
Chevrolet  Suburban  and  GMC  Yukon, 
which  shot  up  nearly  10%  in  the  past 
two  years,  rose  just  2.9%  for  1997. 

Incentives  on  suvs  have  tripled  in 
the  past  year,  figures  consultant  Cliristo- 
pher  W  Cedergren.  That's  good  news 
for  consumers.  But  the  advent  of  savage 
competition  in  one  of  Detroit's  best  mar- 
kets may  cast  a  shadow  over  company 
profits  for  years  to  come. 

By  Kathleen  Kerwin,  with  Keith 
Naughton,  in  Detroit 
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DEALS 


HOW  GILLETTE  WOWED 
WALL  STREET 

It  structured  the  Duracell  buy  to  juice  up  earnings  immediately 


Two  thumbs  up?  Try  four,  or  even 
six.  Such  was  the  overwhelmingly 
positive  reaction  to  news  that 
Gillette  Co.  would  pay  $7.1  billion  in 
stock  to  buy  battery  maker  Duracell 
International  Inc.  In  the  two  days  after 
the  deal  was  announced  on  Sept.  12, 
Duracell's  stock  shot  up  27%,  while 
Gillette's  rose  8%.  Together,  the  two 
added  a  remarkable  $4.1  billion  in  mar- 
ket capitalization — an 
unusually  large  gain  rel- 
ative to  the  deal's  size, 
says  Steven  N.  Kaplan, 
a  University  of  Chica- 
go professor  of  finance. 
"The  market,"  adds 
Kaplan,  "says  this  is  a 
huge  home  run." 

Why  such  rave  re- 
views? For  starters,  the 
deal  seems  a  logical 
fit,  combining  two  com- 
panies with  premier  con- 
sumer brands  and  stellar 
track  records.  Duracell 
is  the  top 
player  in  a  JjJ7|5 
global 

JAN.  '95 
$40.75 

panding  at  dou 
ble-digit  rates.  But  it's 
lagging  outside  the  U.  S. 
and  Europe,  and  Gil- 
lette's international  mar- 
keting prowess  could 
quickly  add  muscle. 
Even  rivals  are  im- 
pressed. "What  would 
have  taken  Duracell 
years  to  achieve  on  its 
own,  Gillette  has  the 
ability  to  do  almost 
overnight,"  says  David 
A.  Jones,  ceo  of  Rayovac  Corp.,  the 
No.  3  U.  S.  battery  maker. 

But  that  only  partly  explains  the 
market's  enthusiasm.  Gillette  executives 
also  did  a  masterful  job  of  selling  the 
deal  to  the  Street.  Indeed,  they've  laid 
the  groundwork  for  years,  having 
racked  up  24  straight  quarters  of  dou- 
ble-digit earnings  growth  with  nary  a 
missed  target.  That  gave  Gillette  credi- 


bility when  time  came  to  unveil  a  deal 
that  might  normally  have  gotten  a  more 
skeptical  look.  Most  analysts,  for  exam- 
ple, take  it  on  faith  that  Gillette  will 
be  able  to  reverse  a  slowdown  in  Dura- 
cell's  growth  that  began  late  last  year. 

What's  more,  Gillette  executives  de- 
liberately structured  the  deal  to  cater  to 
Wall  Street's  simplistic  emphasis  on  re- 
ported earnings  per  share.  They  chose 


premium  for  a  large  acquisition.  Also,  iij 
vestors  often  assume  that  companic 
using  stock  in  an  acquisition  are  ail; 
nouncing  that  their  stock  is  overvalue^ 
Otherwise,  why  not  pay  cash? 

But  Gillette  ceo  Alfred  M.  Zeie 
quickly  put  on  his  salesman's  garb.  In, 
conference  call  with  analysts,  Zeien  vir- 
tually promised  that  Duracell  would  a§i3 
celerate  Gillette's  robust  growth  rat{ 
The  clincher  came  when  he  emphasize  . . 
that  the  deal  would  immediately  boo^s 
earnings  per  share.  "That  was  all 
needed  to  hear,"  says  one  analyst.  Witl 
in  moments,  Gillette  stock  jumped  $3 
share,  to  $67.  Zeien  was  so  focused  o| 
the  market's  reaction  that  he  intei 
rupted  the  conference  to  ask  an  aids 
how  the  stock  was  doing.  He,  anl— 
everyone  on  the  call,  heard  it  was  upj- 
Making  sure 
that  the  Dura-    sept,  l 
cell  deal  would  %m 
immediately  add 
to  reported  earn- 
ings was  one  of 
Zeien's  key 
goals.  But  to  do 
that,  he  had  to 
ensure  the  deal 
was  structured 
as   a  stock 
swap.  If  Gil- 
lette had  paid 
cash  for  Du-  j 
racell,  which  j 


THE  ART 
OF  SELLING 
THE  DEAL 

With  an  all-stock 
deal,  Gillette  ignited 
Duracell's  slock  and 
kept  analysts  happy. 
But  it  may  have 
shortchanged  its  own 
investors.  Here's  why: 


CASH  DEAL 

At  $58.50  a  share,  it 
would  have  cost 
$7.1  billion.  But 
since  Duracell's  mar- 
ket/book ratio  is 
high,  Gillette  would 
have  had  to  take  big 
annual  deductions 
for  goodwill  and 
depreciation, 
depressing  earnings. 


an  accounting  treatment  that  would  ap- 
peal to  the  Street — even  though  it  may 
cost  shareholders  more  money. 

For  a  taste  of  how  the  Wall  Street 
game  is  successfully  played,  just  look 
at  trading  in  Gillette  stock  the  day  the 
Duracell  deal  was  announced.  After  the 
news  leaked  early  that  morning,  the 
stock  swooned,  a  predictable  reaction 
when  a  company  pays  a  25%  to  30% 


has  a  lo 
book  value  bi 
a  high  market  valuii 
the  larger  compani 
would  have  absorbed  s] 
least  $125  million  in  an 
nual  charges  for  goo( 
will  and  depreciatioi 
To  analysts  focusing  | 
the  bottom  line,  tha 
would  have  been  ; 
downer,  and  could  haV 
depressed  Gillettel 
share  price.  A  stoc 
swap,  by  contrast,  a 
lows  Gillette  to  emplOj 
a  "pooling"  aecountin 
calculation,  which  merges  the  two  com 
panies'  balance  sheets  and  eliminate! 
such  pesky  problems  as  extra  goodwit 
Accounting  experts  say  there  is  r 
economic  difference  between  the  tw 
methods.  "The  market  should  be  SI 
phisticated  enough  to  see  through  thj. 
accounting  treatment,"  says  William  l! 
Coyle,  a  professor  of  accounting  at  Bal 
son  College.  "But  it  often  doesn't.  ^ 


STOCK  SWAP 

Gillette  avoids  huge 
deductions.  But 
because  its  shares 
rose  on  the  deal,  the 
merger  could  cost 
several  hundred  mil- 
lion dollars  more. 
Also,  Gillette's  ability 
to  buy  back  stock 
will  be  restricted  for 
two  years. 
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have  the  accounting  driving  the  be- 
ior,  which  is  not  the  way  it  should 
'  So  important  was  the  accounting 
itegy  that  one  Gillette  adviser  says 

company  would  have  walked  away 

Duracell  insisted  on  a  cash  deal. 
IALIZED.  For  Gillette  shareholders, 
*e  are  two  downsides  to  a  stock  deal, 
st,  it  may  already  have  cost  them 
ley.  An  all-cash  deal  at  $58.50  per 
■acell  share  (the  price  when  the  deal 

announced)  would  have  cost  Gillette 
ut  $7.1  billion.  But  because  Gillette's 
:k  soared  on  the  news,  Duracell 
reholders  may  get  several  hundred 
ion  dollars  more.  Another  problem: 


The  rules  on  pooling  restrict  Gillette's 
ability  to  buy  back  shares  for  two  years, 
to  the  dismay  of  some  institutional 
shareholders  who  see  such  buybacks  as 
a  way  to  soak  up  excess  cash  and  boost 
the  stock  price.  Gillette  already  has  cut 
short  a  modest  share  buyback  program. 

Zeien  admits  that  "a  cash  transac- 
tion might  be  the  best  thing  to  do  for 
an  individual  who  wants  to  hold  the 
stock  for  five  or  10  years,"  but  says 
shorter-term  holders  would  have  been 
penalized  by  Wall  Street's  focus  on  earn- 
ings per  share.  "Anybody  you  ask  will 
tell  you  that  the  stock  price  will  go 
down"  if  a  company  takes  on  a  huge 


slug  of  goodwill  in  an  acquisition.  Zeien 
also  hints  that  the  company  might  re- 
sume its  share  buyback  program  after 
the  waiting  period. 

Gillette  can  hardly  be  blamed  for 
playing  Wall  Street's  game,  and  play- 
ing it  well.  After  all,  that's  the  currency 
by  which  companies  are  measured,  and 
managers  compensated.  And  to  be  sure, 
the  enthusiasm  for  this  deal  among  in- 
vestors is  genuine.  Most  observers  be- 
lieve Duracell  will  thrive  under  Gillette's 
vaunted  management.  But  investors 
probably  could  have  figured  that  out 
whatever  accounting  was  used. 

By  Mark  Maremont  in  Boston 


AT  DURACELL,  AN  EARLY  CHRISTMAS 


Chalk  one  up  for  the  little  guy. 
Sure,  Duracell  ceo  Charles  R. 
Perrin  stands  to  earn  some 
£26.5  million  when  Gillette  acquires 
lis  company.  And  leveraged  buyout 
irm  Kohlberg  Kravis  Roberts  & 
3o.'s  original  $350  million  invest- 
ment now  is  worth  a  total  of  $3.7 
aillion.  Then  there  is  the  handful  of 
anidentified  market  players  who 
lave  sparked  a  Securities  & 
Exchange  Commission  inves- 
;igation  by  pocketing  a  nearly 
?1  million  windfall  from  Dura- 
cell call  options.  But  come 
December,  when  the  deal  is 
set  to  close,  8,231  Duracell 
workers  in  39  countries  will 
win,  too. 

That's  because  in  Novem- 
ber, 1992,  every  full-  and 
part-time  employee  received 
options  to  purchase  Duracell 
International  Inc.  stock  for 
$33.94  a  share.  For  most  em- 
ployees, that  grant  amount- 
ed to  about  30%  of  annual 
pay.  Rank  and  file  produc- 
tion workers  got  approxi- 
mately 400  options;  engi- 
neers and  managers  took 
home  many  times  more. 
Now,  even  the  lowest-level 
employees  have  made  a  pa- 
per profit,  on  average,  of 
more  than  $10,000— before 
taxes  and  exercise  fees — 
based  on  the  Sept.  17  clos- 
ing price  of  $60.63.  Employees  can  ex- 
ercise all  then-  options  as  soon  as  the 
merger  becomes  effective. 

At  Duracell's  Bethel  (Conn.)  head- 
quarters, the  thrill  of  a  huge  one-time 
gain  appears  tempered  by  uncertainty 
about  how  the  merger  will  play  out. 
Employees  have  been  told  their  jobs 


are  secure.  But  they're  faced  with  the 
unsettling  choice  of  cashing  out  imme- 
diately or  converting  their  holdings  to 
comparable  options  on  the  stock  of 
their  new  employer.  "Do  I  want  to  let 
everything  I  have  ride  with  Gillette 
when  I'm  not  even  sure  what  my  fu- 
ture will  be,  or  do  I  start  exercising 
gradually  now?"  wonders  Rob  DaPra, 
assistant  corporate  controller.  DaPra 
exercised  25%  of  his  options  last  Oc- 
tober and  used 


OPTION  CITY: 

Duracell  company 
cafeteria  (left); 
in-house  TV 
monitor  (right) 


the  proceeds  to 
help  pay  for  a  new  home. 

Merrill  Lynch  &  Co., 
which  administers  Dura- 
cell's  stock  option  plan, 
says  it  has  seen  a  dramatic  increase 
in  the  number  of  Duracell  employ- 
ees calling  to  find  out  the  worth  of 
their  options.  "Some  people  are  very 
uneasy,"  says  Sharon  Roma,  an  as- 
sistant payroll  manager  who  holds 
at  least  600  options.  Like  80%  of 
Duracell's  employees,  Roma  hasn't 


exercised  any  of  her  holdings — so 
far.  "I  have  a  3-year-old  daughter, 
and  I  figure  maybe  I  can  use  them 
for  her  college  education,  so  I'm  go- 
ing to  let  the  options  sit  there."  Ex- 
perts say  that's  probably  wise.  At 
many  companies,  employees  exercise 
their  options  prematurely,  wasting 
much  of  the  instruments'  potential 
value,  says  Robert  Salwen,  presi- 
dent of  consultants  Executive  Com- 
pensation Corp. 
"VESTED  INTEREST."  Employees 

weren't  the  only  winners  at 
Duracell.  Since  the  company 
doled  out  options,  investors 
have  seen  their  holdings  ap- 
preciate nearly  100%,  says  Pe- 
ter Chingos,  a  compensation 
consultant  at  kpmg  Peat  Mar- 
wick.  And  because  the  stock 
reserved  under  the  option 
plan — 7%  of  the  company's  out- 
standing shares — was  modest, 
dilution  of  earnings  per  share 
has  been  minimal. 

By  setting  aggressive  target 
prices  that  determined  when 
options  would  vest,  Duracell 
helped  ensure  that  its  plan 
would  do  what  it  was  supposed 
to  do — produce  higher  value  by 
effectively  motivating  workers. 
"Employees  really  do  have  a 
vested  interest  in  how  the  company 
performs,  and  as  we  make  those  hur- 
dles there's  a  real  sense  of  accom- 
plishment," says  Gary  Fox,  general 
manager  of  headquarter  services. 
Says  Salwen:  "The  company  has  suc- 
ceeded in  energizing  their  work- 
force," and  now  the  workforce  is  a 
little  richer.  It's  a  storybook  ending — 
and  a  textbook  argument  for  employ- 
er stock  options. 

By  Kerry  Capell  in  New  York 
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THE  FEDERAL  RESERVE 

POLITICAL  HARDBALL 
INSIDE  THE  FED 

Using  the  press,  regional  banks  may  force  Greenspan's  hand 


The  Federal  Reserve  prides  itself  on 
its  collegiality  and  its  sober  delib- 
erations, free  of  backroom  politick- 
ing. When  deep  divisions  surface, 
though,  the  Fed's  monetary  mandarins 
are  not  beyond  playing  Beltway  hard- 
ball. That  became  abundantly  clear  on 
Sept.  17,  when  an  extraordinary  leak 
seeped  out  of  the  secrecy-obsessed  cen- 
tral bank:  Eight  of  its  12  regional  banks 
have  requested  at  least  a  quarter-point 
hike  in  the  key  discount  rate,  with  three 
of  the  eight — Minneapolis,  San  Francis- 
co, and  Richmond,  Va. — pushing  for  a 
half-point  boost. 

Veteran  Fed  watchers  agree  that 
the  leak  to  Reuter  news  service  was 
a  shot  across  the  bow  from  one  of 
the  hawkish  regional  bank  presi- 
dents   to    Fed    Chairman  Alan 
Greenspan.  Approximate  translation: 
We  want  a  rate  increase,  and  we 
want  one  now.  And  it  looks  as  if 
the  maneuver  will  work. 
RISING  CONCERN.   For  months, 
Greenspan  and  his  board  of  gover- 
nors had  resisted  the  hawks  among 
the  bank  presidents.  But  Fed  insiders 
are  signaling  that  Greenspan  and  his 
allies  are  likely  to  beat  a  tactical  re- 
treat at  the  Fed's  Sept.  24  rate-setting 
meeting,  acceding  to  a  quarter-point 
boost  in  both  the  5%  discount  rate, 
which  the  Fed  charges  banks  directly 
for  overnight  loans,  and  the  5.25%  fed- 
eral funds  rate,  which  banks  charge  one 
another.  Such  a  small  hike  "won't  af- 
fect the  economy,"  says  one  dove.  "And 
if  it's  a  mistake,  we  can  easily  undo  it." 

Greenspan  has  never  been  one  to 
court  confrontation.  While  Administra- 
tion officials  believe  he  had  hoped  to 
postpone  any  move  until  after  the  elec- 
tions, Fed  colleagues  say  he  would  not 
do  so  at  the  risk  of  a  rebellion  on  the 
Federal  Open  Market  Committee.  In- 
deed, even  before  the  discount-rate 
leak,  Greenspan  seemed  willing  to  pla- 
cate the  hawks,  who  ar- 
gue that  higher  rates 
are  needed  to  head 
off  a  wage  spiral 
caused  by  tight 
labor  markets. 

In  recent 
days,  for  ex- 


ample, the  Fed  chief  has  been  signaling 
his  rising  concern  over  pay  pressures. 
With  corporate  profit  margins  starting 
to  narrow,  he  fears  that  employers  may 
be  less  inclined  to  swallow  wage  hikes — 
and  under  greater  pressure  to  ram 
through  higher  prices.  Adding  to  the 
wage  push:  an  imminent  hike  in  the 
minimum  wage.  Greenspan  is  mindful 
that  the  last  such  increase  had  little  in- 
flationary effect  because  it  arrived  dur- 
ing 1991's  weak  economy.  By  contrast, 


wi 


RETREAT? 

Greenspan 
faces  strife  if 
he  doesn't 
raise  rates. 
And  he's  not 
likely  to  take 
that  risk 


he  worries,  the  new  wage  boost 
only  add  to  labor  market  pressure] 
Until  lately,  Greenspan  had  argue 
that  there  was  no  sign  that  the  waj 
spiral  was  driving  up  prices.  Moreove 
he  maintained,  a  sizzling  economy  wou 
cool  by  fall,  making  a  rate  increase  ui 
necessary.  But  hawks  feared  that  wit 
unemployment  running  at  a  seven-yei 
low  of  5.1%,  the  slowdown  could  be  t< 
little  and  too  late  to  prevent  a  new  boi 
of  inflation.  The  economy  "is  runnir 
hot,"  Dallas  Fed  President  Robert  1 
McTeer  Jr.  said  in  a  recent  speech.  "Tl 
pedal  is  to  the  metal." 
"COUNTERATTACKED."  That's  not  how 
looked  to  Wall  Street  on  Sept.  12  and  1 
when  government  reports  showed  th; 
inflation  was  still  tame  and  retail  sal 
soft.  Bond  and  stock  prices  surged  l 
traders  suddenly  bet  that  Greenspan 
Co.  would  indeed  hold  off  hiking  rate 
until  after  the  elections.  That  didn't  s 
well  with  the  Fed  hawks.  Rather,  Ft 
watchers  say  the  frustrated  region 
banks  feared  the  markets  were  gettir 
complacent,  and  Greenspan  wasn't  doir 
anything  to  prepare  them  for  a  rat 
increase.  "I  think  Greenspan  g< 
counterattacked  by  presidents  wF 
are  fed  up  with  the  governors  ak 
guing   that   the   economy  hat 
changed  and  the  inflation  risks  arerL 
as  great,"  says  David  M.  Jones,  chi  :> 
economist  at  Aubrey  G.  Lanston  &  Cc 
But  the  leak  may  not  have  been  ne 
essary  after  all.  In  recent  weeks,  son 
of  the  more  dovish  Fed  governors-  '1 
Janet  L.  Yellen,  Lawrence  B.  Lindse 
and  Laurence  H.  Meyer — have  voice 
rising  concerns  about  wage  pressure 
which  until  now  they've  thought  ha 
been  kept  in  check  by  global  ou 
sourcing  and  corporate  downsi 
ing.  Although  they  aren't  W 
ly  to  lobby  for  a  rate  boosj 
they  don't  seem  willing  j 
resist  one,  either. 

Greenspan  may  yt 
persuade  his  cnlleagw 
that  there's  no  har: 
in  waiting  until  aft< 
the  elections  to  act:  I: 
flation   won't  exploc 
over  the  next  six  week 
But  Chairman  Greenspf 
faces  political  peril — ope 
dissension  in  the  Fed.  Ar, 
that's  a  risk  he's  unlikely  1 
take.  Always  the  cautious  coi 
sensus-builder,  he  likely  wi 
figure  a  quarter-point  hil 
is  a  cheap  price  for  kee 
ing  the  peace. 

By  Dean  Fou 
in  Washingtc 
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NTRODUCING  DESKTOP  COMPUTING  WITHOUT  THE  DESKTOP 


SPEAK 


^JVoiceType 


JNDERSTAND     Isn't  the  most  natural  interface  of  all 
ur  voice?  So  how  come  you're  still  chained  to  a  key- 
tard?  Why  don't  you  just  talk  to  your  computer  while 
u  get  on  with  the  zillion  other  things  that  need  your 
ention?  Sound  impossible?  Not  anymore,  because 
:Ve  incorporated  IBM  VoiceType  speech  recognition 
Jinology  into  the  best  desktop  operating  system  solu- 
•n  money  can  buy:  OS/2 "  Warp  4.  Which  means  you 
n  have  hands-free  e-mail,  voice  Internet  navigation, 
en  dictation  into  most  all  your  applications.  All  at  the 
mid  of  your  voice.  So  now  you  11  be  able  to  get  on  with 


ur  work  while  you  get  out  from  behind 


Noll 


r  <le>k. 


With  a  great  new  graphic  interface,  OS/2  Warp  4 
is  the  ultimate  network  computing  solution  that  lets  you 
connect  to  almost  anything,  from  just  about  anywhere. 
All  it  takes  is  a  couple  of  mouse  clicks  and  you're  into 
your  drives,  printers,  networks,  servers  and  Web  pages. 
It  even  comes  with  Java  runtime  so  you  can  run  Java 
applets  from  vour  desktop  without  a  broN\ser.  \nd  now 
you  can  also  download  a  native  OS/2  Warp  4  version  of 
Netscape  Navigator™  from  our  website  at  no  additional 
(  barge*  All  in  all,  whether  you're  in  the  office  or  on  the 
road,  there's  no  better  universal  client.  Wherever  you 
happen  to  be  in  the  universe. 


Solutions  for  a  small  planet " 


I  a  free  interactive  demo  CD  that  allows  you  to  experience  the  benefits  of  "hands-free  computing" 
by  visiting  our  website  at  www.software.ibm.com/info/w404,  or  call  1  800  357-8830. 


(ersion  IBM  reserves  At  right  lo  modify  w  withdrew  this  promotion  al  any  lime  IBM  and  OS/2  an;  registered  trademark  and  VoiceType  and  Solutions  lor  a  small  plane!  are  trademarks  ol  International  Business  Machines  Corporation  Netscape  Navkjatoi 
nark  ol  Netscape  Communications  Corporation  Java 'S  a  trademark  ot  Sun  Microsystems,  Inc  ©  1996  8M  Corp  All  rights  reserved 


News:  Analysis  &  Commentary 


MEDICINE 


KEEP  YOUR  EYE 
ON  THE  LASER 

Scores  of  doctors  are  using  unapproved  machines  for  surgery 


The  U.  S.  Food  &  Drug  Administra- 
tion has  brought  pharmaceutical  gi- 
ants to  their  knees  and  recently 
sent  shudders  through  the  mighty  to- 
bacco industry.  So  it  comes  as  a  sur- 
prise that  as  many  as  150  of  the  na- 
tion's ophthalmologists  have  decided  to 
flatly  defy  tough  new  fda  rules  on  eye 
surgery. 

The  rules  focus  on  a  new  procedure 
that  uses  a  laser  to  correct  nearsight- 
edness— an  advance  doctors  say  may  be 
one  of  the  most  significant  in  20th  cen- 
tury eye  care.  The  surgery  is  likely  to 
spawn  a  multi-billion-dollar  industry  that 
could  allow  many  of  the  nation's  70  mil- 
lion myopics  to  throw  away  their  glasses. 
"SIGNIFICANT  risk."  The  new  pro- 
cedure— known  as  photorefractive  ker- 
atectomy, or  pkk — was  approved  in  Oc- 
tober, 1995,  when  the  fda  sanctioned  a 
new  PRK  laser  made  by  Summit  Tech- 
nology Inc.  in  Waltham,  Mass.  In  March, 
the  fda  signed  off  on  a  laser  made  by 
Visx  Inc.  in  Santa  Clara,  Calif.  Only 
those  lasers  are  approved  for  prk. 

In  the  months  since,  the  FDA  has 
found  that  doctors  increasingly  are  per- 
forming  surgery  with  lasers  that  don't 
have  FDA  approval.  The  agency  says  it's 
unclear  how  many  doctors  are  violating 
the  rules  but  estimates  it  could  be  some 
150.  It  sent  warning  letters  to  three 


ophthalmologists  last  spring  and  sum- 
mer before  deciding  it  couldn't  pursue 
every  violator  individually.  Now,  it  is 
preparing  a  letter  to  be  sent  to  all  oph- 
thalmologists, warning  them  to  discon- 
tinue use  of  unapproved  lasers  or  ap- 
ply for  permission  for  experimental  use. 

"There  is  a  serious  potential  for  in- 
jury— this  is  a  significant  risk  product," 
says  Dr.  Susan  Alpert,  director  of  the 
fda's  Office  of  Device  Evaluation.  Pa- 
tients who  undergo  surgery  with  unap- 
proved lasers  risk  permanent  damage 
to  their  vision,  she  says. 

Some  of  the  unapproved  lasers  are 


gray-market  machines  that  have  been 
exported  to  Europe  or  Canada  and 
reimported  to  the  U.  S.  Many  can  be 
used  to  treat  astigmatism  and  farsight- 
edness, therapies  allowed  in  some  coun- 
tries but  not  approved  by  the  FDA.  Oth- 
er doctors  are  hiring  engineers  to  build 
lasers  from  off-the-shelf  electronics 
parts — so-called  black-box  lasers. 
fda  officials  say  the  defiance  of  its 


TREATING  NEARSIGHTEDNESS:  Rays 

zap  bits  of  cornea  in  this  demo 


regulations  is  prompted  by  the  unusual 
arrangement  under  which  the  lasers  ar] 
sold.  The  Summit  and  Visx  lasers  sell 
for  about  $500,000  each,  but  the  compal 
nies  also  demand  a  royalty  fee  of  $25 1 
each  time  a  laser  is  used.  The  gray 
market  and  black-box  lasers  allow  doc 
tors  to  evade  payment  of  royalties. 
FBI  FOCUS.  The  royalty  payments  ar 
shared  by  Summit  and  Visx  through  a 
entity  called  Pillar  Point  Partners,  ere 
ated  as  part  of  the  settlement  of 
patent  dispute.  Many  ophthalmologist 
are  outraged  by  the  royalty:  Pillar  Poin 
has  been  hit  with  eight  separate  clas 
actions  challenging  the  payment,  say 
Mark  Logan,  Visx's  ceo. 

Pillar  Point  is  fighting  back.  In  earl 
September,  it  sued  William  D.  Appier, 
Washington  attorney,  charging  that  h 
advised  an  ophthalmologist  on  reimpoi 
tation  of  an  exported  Summit  laser.  Pi 
lar  Point  also  sued  the  Barnet-Dulane 
Eye  Center  in  Phoenix,  charging  that  i 
violated  patents  by  contracting  with  a 
engineer  to  build  its  own  laser.  Apple 
did  not  return  phone  calls  seeking  con 
ment.  Michael  Eaton,  a  Washington  at 
torney  representing  Barnet-Dulaney,  r< 
leased  a  statement  saying:  "The  doctor 
of  the  Barnet-Dulaney  Eye  Center  ar 
outraged  that  anyone  would  sugges 
that  their  laser  is  unsafe." 

At  about  the  time  Pillar  Point  file 
the  lawsuits,  Summit  announced  that 
had  terminated  its  ceo,  David  F.  Mulle 
A  Summit  spokeswoman  says  the  tei 
mination  was  "performance-related"  an 
concerned  "differences  of  opinion  on  th 
future  of  the  company."  Summit  lof 
$15.3  million  in  the  first  six  months  < 
this  year,  and  its  stock  dropped  froi 
about  $34  per  share  at  the  beginnin 
of  the  year-  to  5%  on  Sept.  17.  Muller  di 
not  return  calls  seeking  comment. 


Now  the  issue  has  grown  beyond  t? 
fda.  The  agency  is  embroiled  in  a  scail 
dal  in  which  confidential  Visx  doci1 
ments — including  blueprints  for  its  STA 
laser — turned  up  in  Muller's  mailbc 
last  Thanksgiving.  As  the  fda  continu< 
to  pursue  violators,  the  Federal  Bures 
of  Investigation  is  now  sharpening  ii 
focus  on  the  suspicious  leak. 

By  Paul  Raeburn  in  New  Yo) 


Gray-market  lasers  are  exported,  then 
reimported  to  the  U.S.  Other  so-called  black 
boxes  are  made  with  off-the-shelf  parts 
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kinkonet 


Now  your  marketing 

plan  can  fly 
through  cyberspace. 

Even  if  you're 
craio/i/uj  on  1-94. 


Clogged  arteries, 
gridlock,  bottlenecks. 
Documents  printed 
and  distributed  via 
Kinkonet  avoid  all 
that.  It's  designed  to 
help  our  corporate 
customers  produce  documents  conveniently  and 
easily. Kinkonet  works  like  this:  From  your 
office,  home  or  laptop  computer,  you  complete  an 
electronic  job  ticket  telling  us  how  many  docu- 
ments you  need,  their  destinations,  and  whether  they 
need  folding,  binding,  color,  etc.  Then  you  attach 
your  document,  press  a  button  and  we  take  care 
of  the  rest.  You  can  have  2000  technical  manuals 
customized  and  delivered  to  ten  district  offices. 


Or  presentation 
materials  can  be 
produced  and  wait- 
ing tor  you  at  your 
meeting  instead  of 
lugging  them  through 
airports.  Kinkonet 
gives  you  access  to  a  full  range  of  services  24  hours 
a  day  right  from  your  desk,  and  can  save  you  time 
and  money  on  shipping  and  handling.  Even 
more  importantly,  Kinkonet  could  give  you  a  jump 
on  rush  hour.  Which  is  another  reason  why  every 
day  more  than  200,000  businesses  use  Kinko's. 

Want    to    know  more?- 
Calll-800-2-KINKOS  for  a  brochure  on 
the  full  range  of  Kinko 's  Corporate  Services. 


The  new  way  to  office." 


)96  Kinkos.  Int.  All  rights  reserved,  Kinko's  is  a  registered  trademark  ot  Kinko's  Graphics  Corporation  and  is  used  by  permission.  Kinkonet  is  operating  under  a  license  from  Freemail,  Inc.  Subscription  fees  may  a 
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SCIENCE 


TAKE  THAT, 
ISAAC  NEWTON 


A  researcher  in  Finland  claims  to  have  defeated  gravity 


Is  this  science?  Or  science  fiction?  A 
Russian  researcher  working  in  Fin- 
land claims  he  has  discovered  a  way 
to  partially  negate  the  effects  of  gravi- 
ty— using  a  spinning  disk  made  of  a  su- 
perconducting ceramic.  The  claim  has 
yet  to  be  verified,  but  it's  being  taken 
seriously  by  nasa  and  scientists  else- 
where. Four  groups,  including  one  at 
nasa's  Marshall  Space  Flight  Center  in 
Huntsville,  Ala.,  are  scrambling  to  du- 
plicate the  Finnish  antigravity  setup. 

The  so-called  grav- 
ity     shield  was 
brought  into  being 
accidentally  by  Eu- 
gene E.  Podkletnov 
while  he  was  doing 
research   on  high- 
temperature  super- 
conducting materials 
at  Tampere  Univer- 
sity of  Technology. 
To  create  the  shield, 
he  chills  the  disk  to 
around  -334F  and 
zaps  it  with  an  elec- 
tromagnetic field  that 
causes  it  to  spin.  At 
around  3,000  revolu- 
tions   per  minute, 
anything  placed 
above  the  rotating 
disk  supposedly  loses  some  2%  of  its 
weight.  Podkletnov  claims  this  weight 
loss  occurs  in  all  materials — metal,  wood, 
and  plastic.  Even  more  astounding:  If 
two  disks  are  stacked  one  atop  the  oth- 
er, the  weight  loss  reportedly  doubles  to 
4%. 

A  FUROR.  Details  on  the  phenomenon 
had  been  slated  to  appear  in  the  Octo- 
ber issue  of  the  Journal  of  Physics-D: 
Applied  Physics,  published  by  the 
British  Institute  of  Physics.  But  a  Sept. 
1  article  in  London's  Sunday  Telegraph, 
based  on  the  scientific  paper,  precipi- 
tated a  furor.  One  of  the  listed  co-au- 
thors complained  he  is  no  longer  con- 
nected with  the  project.  Podkletnov 
then  withdrew  the  paper — sparking 
charges  of  misconduct,  for  including  the 
name  of  a  former  associate  without  his 
permission,  and  cries  of  outright  fraud. 

nasa  remains  undeterred.  The  scien- 
tific uproar  "won't  affect  our  plans. 


We're  going  to  continue,"  says  L.  Whitt 
Brantley,  chief  of  nasa's  Advanced  Con- 
cepts Office.  If  the  antigravity  effect  is 
real,  he  adds,  "we  want  to  be  the  first 
to  know."  Cloning  Podkletnov's  disk  is 
nasa's  main  mission  now.  The  disk  is 
about  11  inches  across  and  may  take  a 
couple  months  to  construct.  "Building 
a  superconductor  disk  of  that  size  hasn't 
been  done  in  the  U.  S.  yet,"  explains 
Ronald  J.  Koczor,  a  chief  engineer  at 
NASA  Marshall. 


four  or  five  disks.  "I  want  a  weight  lcj 
of  10%  or  more,"  he  says.  "You'll  1 
able  to  feel  that  by  placing  your  hal 
over  the  disks." 

There  is  a  theoretical  basis  for  the  f 
feet.  Ning  Li,  a  senior  research  scientis 
at  the  University  of  Alabama 
Huntsville  campus,  believes  supercofl 
ducting  disks  are  analogous  to  perml 
nent  magnets.  A  magnet's  field  corn! 
from  millions  of  magnetic  particles  I 
oriented  in  the  same  direction.  SimilJ 
ly,  each  atom  in  a  whirling  supercol 
ductor  creates  a  minuscule  "gravitl 
magnetic"  field — and  if  all  the  atoij 
are  aligned,  Li  says  these  gravity  fiell 
can  compound  in  strength. 
MANY  SKEPTICS.  Modanese  of  Mai 
Planck  disputes  Li's  theory.  He  insisj 
the  only  feasible  explanation  is  an  esl 
teric  quantum-physics  reaction  that  cl 
soak  up  gravitational  energy.  In  sul 


iVJMmiMMWPf^RiMrfAViisfifDl  Scientists,  including  those 
at  NASA,  take  the  report  seriously  and  are  trying  to 
replicate  the  feat  with  a  spinning  superconducting  disk 


A  gadget  that  defies  gravity 
would  have  profound  business 
implications.  Built  into  cars, 
trains,  and  planes,  it  could     .  V 
drastically  slash  fuel  con-  " 
sumption  and  open  new  vistas 
for  designing  vehicles  with  little 
concern  for  size  and  weight. 
And  if  a  stack  of  100  disks, 
each  providing  a  2%  weight 
loss,  can  produce  a  cumulative  ' 
200%  weight  loss,  that  could  launch 
spacecraft. 

In  addition  to  NASA,  laboratories  in 
Italy,  Canada,  and  India  are  trying  to 
duplicate  Podkletnov's  work,  says  Gio- 
vanni Modanese,  a  theoretical  physicist 
at  Max-Planck-Institut  for  Physics  in 
Munich.  And  Antioch  University  re- 
searcher John  H.  Schnurer  was  already 
cranking  up  his  first  stab  at  antigravity 
as  this  issue  went  to  press.  If  it  works, 
Schnurer  plans  to  assemble  a  stack  of 


port  of  this  ide 
Modanese  says  Po 
&   kletnov  told  him 

April  that  objects  los 
weight  even  under  tl 
spinning  disk. 

However,  the  overwhelr| 
ing  reaction  among  scientis 
is  to  reject  both  notions.  Aft 
all,  gravity  is  a  force  that's  not  su 
posed  to  be  pliable.  The  doubters  co: 
tend  there's  a  simpler  explanation:  son 
kind  of  error  that's  tainting  Podkl 
nov's  results. 

Modanese  believes  Podkletnov  h: 
been  diligent,  so  antigravity  is  probab 
real.  "If  confirmed,"  he  adds,  it  will  ha1 
"amazing  applications."  The  stickler,  : 
course,  is  "if  confirmed."  Is  Podkletnov 
shoo-in  for  a  Nobel  Prize,  or  a  Candida 
for  a  special-effects  Oscar?  The  issi 
should  be  settled  within  a  few  weeks 
By  Otis  Port  in  New  Foi 
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3H  launches 

Imation. 

The  new  $S-25 
billion  leader 
in  information 
and  imaging- 

There's  a  new  world  leader 
in  data  storagei  medical 
laser  imaging  1  private 
label  photo  color  film  and 
color  proofing:  Imation- 
Imation  is  a  brand  new 
Fortune  SOQ  company  with 
3d  innovation  in  its  genes- 
A  company  with  a  lot  of  big 
new  ideas-  A  company  that 
thinks  the  way  you  do-  See  us 
at  http://www-imation.com 
or  call  l-flflA-Mbb-345b. 


IMATION 


Borne  of  3WI  Innovation 
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ADVERTISING 


TALK  ABOUT  SPIN  CONTROL 


Isuzu  fights  charges  that  two 
of  its  sport-utes  are  unsafe 

■  t's  every  executive's  nightmare,  and 
I  it's  happening  now  to  J.  Terry  Mal- 
I  oney,  general  manager  of  American 
Isuzu  Motors  Inc.  On  Aug.  20,  Con- 
sumers Union  called  a  rare  press  con- 
ference to  say  that  in  its  October  issue 
of  Consumer  Reports,  it  would  rate 
Isuzu's  Trooper  and  its  sister,  the  Acura 
slx,  which  Isuzu  builds  for  American 
Honda  Motor  Co.,  unacceptable.  As  evi- 
dence, it  provided  video  demonstrating 
that  they  could  roll  over  in  accident- 
avoidance  maneuvers. 

That  was  last  month.  On  Sept.  12, 
Isuzu  brought  the  matter  up  again,  at  its 


own  press  conference.  It  refuted  the  cu 
charges  with  engineering  data,  indepen- 
dent road  tests,  and  outsiders'  criticisms 
of  cu's  methodology.  The  next  day  it 
ran  full-page  newspaper  ads  aimed  at 
Isuzu  owners  and  the  public  stressing 
the  safety  of  its  vehicles. 

Was  it  foolish  to  raise  the  issue  again? 
"Let's  be  honest;  the  Consumers  Union 
footage  broadcast  in  all  the  news  re- 
ports was  pretty  terrifying,"  Maloney 
says.  "We  had  to  reassure  our  owners." 
The  company  noted  that  neither  Isuzu 
nor  the  government  had  ever  received  a 
roll-over  complaint  about  the  '95  or  '96 
Trooper — the  models  cu  criticized. 

Experts  say  the  rebuttal  is  classic  cri- 
sis management — and  that  Isuzu  is  doing 
it  extremely  well.  "They  should  fight 


m 


like  hell  to  win  in  the  TESTING  THE 
court  of  public  opin-  TROOPER  for  I 

ion  as  fast  as  they  Consumer 
can,"  says  Gerald  C.  Reports 
Meyers,  a  former  w 
American  Motors  Corp.  chairman  wB 
teaches  crisis  management.  Isuzu  "is  «L 
fending  its  owners  from  ridicule  by  <Sj 
ficemates  and  neighbors,"  says  MyrMl 
A,  Hartwig  of  Hill  &  Knowlton  Inc.  I 

Will  Isuzu's  strategy  work?  When  (fr 
charged  in  1988  that  the  Suzuki  SamuiE 
could  easily  roll  over,  sales  plunged  | 
1,435  vehicles,  from  77,493  in  the  'S 
model  year.  Suzuki  is  arguing  in  couf- 
that  the  Consumers  Union  test  is  flaw* 
Isuzu  hopes  its  owners  will  buy  thl 
line — and  a  future  Trooper  or  two. 

By  Larry  Armstrong  in  Los  AngeM 


DANCE 


THE  MIKE  MILKEN 
STORY-IN  TIGHTS 

From  the  junk-bond  follies 
of  the  '80s,  a  ballet  is  born 

Who  would  have  thought  that  junk- 
bond  king  Mike  Milken's  life 
would  be  the  stuff  of  art,  let 
alone  art  with  overtones  of  Greek 
tragedy  and  backing  from  European 
governments?  But  that's  what  will  hap- 
pen Oct.  16-19,  when  the  Brooklyn 
Academy  of  Music  (bam)  stages  its 
two-hour  multimedia  theatrical  pro- 
duction of  The  Predators'  Ball. 

In  a  ballet  based  on  winter  Con- 
nie Bruck's  1989  book,  choreogra- 
pher Karole  Armitage,  who  also 
created  Madonna's  Vogue  video, 
uses  rapping,  voguing  (stylistic- 
hand  movements),  video,  and  clas- 
sical dance  to  tell  Milken's  story.  A 
Greek  chorus  of  rappers  acts  as 
Milken's  conscience,  and  a  god 
called  Thyades  (read:  the  '80s)  ma- 
nipulates his  fate.  "This  is  not  a 
documentary  about  Milken,  but  a  ass 
story  about  a  genius  with  a  tragic  THE 


flaw,"  says  Armitage.  The  flaw:  "Milken 
believed  he  could  control  life  through 
willpower  and  failed  to  realize  that  fate 
and  destiny  play  a  significant  role  in 
your  life.  Man  has  limitations  and  must 
accept  them,  but  Milken  did  not." 

How  did  a  cutting-edge  choreograph- 
er become  interested  in  Milken,  Drexel 
Bumham  Lambert  Inc.,  and  the  financial 
maneuverings  of  the  era?  Armitage  says 
her  interest  was  piqued  when  she  got 
$50,000  from  Wall  Street  arbitrageurs 
including  Asher  B.  Edelman  to  support 
her  New  York  dance  company  in  the 
early  '80s.  She  attended  their  parties 
and  became  intrigued  with  the  "art  of 
war"  mentalitv  thev  exuded  before 


PREDATORS'  BALL:  Intrigued  by  a  tragic  flau 


takeovers.  After  the  1987  stock  marki 
crash,  money  became  scarce.  By  19a 
donations  had  dried  up. 

Wondering  what  happened,  ArmitaJ 
began  studying  books  on  Milken  ail 
the  junk-bond  era.  She  never  contact! 
Milken,  but  she  did  interview  form| 
Drexel  head  Frederick  H.  Joseph,  I 
nanciers  Carl  C.  Icahn  and  Ronald  I 
Perelman,  and  several  traders  wll 
worked  with  Milken  in  Beverly  Hills.! 
EUROPEAN  RUN.  Armitage  then  creatJ 
a  dance  about  Wall  Street  excesses  an 
Milken  called  Hucksters  of  the  Soul.  1 
1993,  she  received  $350,000  in  granj 
and  other  support  from  the  French  goi 
ernment.  Hucksters  had  a  successfl 
six-week  run  in  France,  German! 
and  Italy.  Then,  Armitage  renam<i| 
and  reworked  it,  using  B rucks 
book  to  give  the  production  mo:l 
of  a  story  line,  with  the  goal  I 
bringing  it  to  the  U.S.  In  1991 
BAM  got  interested,  and  Armitaj'i 
raised  the  $500,000  to  stage  til 
ballet.  Even  then,  financial  glitchjj 
nearly  scuttled  it. 

And  what  is  Milken's  reacticjj 
to  his  life  being  recreated  for  till 
sake  of  art?  "There  is  nothing  1  j 
can  say,"  says  a  Milken  spokesmajl 
"Facts  have  given  way  to  fictior| 
That's  life — and  art. 

By  Toddi  Gutner  in  New  Yoi\ 
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For  the  right  business  moves, 
we  turn  to  the  NFL's 
leading  carrier." 


—  Marv  Levy,  Head  Coach,  Buffalo  Bilh 


Sprint  is  now  the  official 
telecommunications  provider 
to  the  National  Football  League. 

The  name  of  the  game  at  the  NFL  is  performance. 
That's  why  they  tapped  Sprint  to  be  their  official 
telecommunications  provider.  Sprint  brings  a  bold 
new  playbook  to  a  business  that's  as  fast-charging 
off  the  field  as  it  is  on. 

Now  the  NFL  can  use  Sprint  technology  to  access 
the  Internet  and  use  inbound  toll-free  to  expand  their 
business  game  plan.  Plus,  they  can  call  on  Sprint  reliability 
and  teamwork  to  score  year-round.  Find  out  how  Sprint 
can  be  a  valuable  player  for  your  business. 

Call  Sprint  Business 

1800816REAL 

www.sprint.com 


Sprint 


OFFICIAL 

TELECOMMUNICATIONS 
PROVIDER  TO  THE  NFL 


We  help  business  do  more  business1 


In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


A  CATHETER  IN 
CRITICAL  CONDITION? 

FOR  25  YEARS,  PHYSICIANS  IN 

intensive  care  units  have 
used  heart  catheters  to  mon- 
itor patients'  blood  pressure 
and  oxygen  levels.  On  Sept. 
18,  suddenly,  the  hospital 
mainstay  was  called  into  se- 
rious question  by  findings 
published  in  the  Journal  of 
the  American  Medical  Assn. 
The  report,  based  on  a  study 
involving  6,000  patients,  sug- 
gests that  the  catheters  may 
actually  increase  patients'  risk 
of  death  by  20%.  The  Food  & 
Drug  Administration  says  it 
will  examine  the  controver- 
sial findings,  but  "as  of  today, 
we  don't  think  there  is  a 
need  for  regulatory  action," 
says  Larry  Kessler,  head  of 
medical  device  surveillance  at 


CLOSING  BELL 


VITAL  SIGNS 

Consolidation  of  the  health- 
care industry  proceeds 
apace.  On  Sept.  16,  Founda- 
tion Health  said  it  was  talk- 
ing merger.  The  rumored 
partner:  Health  Systems 
International,  another  big 
California  hmo.  That  combo 
would  create  a  $6  billion 
powerhouse.  The  news  fol- 
lowed by  days  disclosure  of 
talks  between  Kaiser  Perma- 
nente  and  Group  Health 
Cooperative  of  Puget  Sound. 
In  August,  California's  Pacifi- 
Care Health  acquired  fhp 
International  for  $2.1  billion. 
All  that  juiced  hmo  stocks. 


1 1 1 1 1 1 1 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


the  agency.  The  catheter, 
made  by  Baxter  Internation- 
al and  several  other  compa- 
nies, accounts  for  revenues  of 
$300  million  worldwide.  One 
concern  for  those  manufac- 
turers now:  The  threat  of 
new  liability  suits  from  fami- 
lies of  patients  who  died 
years  ago. 


SERVICE  CORP.  S 
GRAVE  BID  

NO  MORBID  BUSINESS,  THIS. 

Service  Corp.  International 
has  spent  three  years  gob- 
bling up  $1  billion  worth  of 
funeral  home  chains  and 
cemetery  operators — becom- 
ing, with  $1.6  billion  in  rev- 
enues— the  world's  largest 
"death  services"  business. 
On  Sept.  16,  sci  made  its 
biggest  play,  disclosing  an 
unsolicited  $2.8  billion  offer 
for  Canada's  Loewen  Group. 
The  donnybrook  between  the 
two  largest  such  operations 
could  get  very  loud,  very 
soon.  SCI,  which  hasn't  shied 
away  from  hostile  deals,  says 
it  revealed  the  offer  after  its 
calls  were  not  returned  and 
Loewen  stock  started  to  rise. 
Loewen  says  it  will  present 
the  offer  to  its  board. 


FTC  DEADLINES  FOR 
STREAMLINING 

REINVENTING  GOVERNMENT? 

The  Federal  Trade  Commis- 
sion has  done  its  part.  Since 
Chairman  Robert  Pitofsky 
took  office  last  year,  the 
agency  has  tried  to  cut  down 
on  the  costs  and  delays  that 
so  annoy  the  private  sector. 
On  Sept.  18,  the  FTC  an- 
nounced a  one-year  deadline 
for  its  administrative  law 
judges  to  issue  decisions  in 
agency  cases,  including  merg- 
er reviews,  antitrust  investi- 
gations, and  consumer-pro- 
tection enforcement.  The 
agency  also  will  put  most 
merger  cases  on  the  "fast 
track,"  giving  companies  fac- 
ing preliminary  injunctions 


HEADLINER:  SCOTT  COOK 


GUT  FEEL  AT  INTUIT 


Scott  Cook  knew  when  to 
let  go.  On  Sept.  16,  Intuits 
chairman  announced  that 
the  No.  1  personal-finance 
software  maker  will 
sell  its  money- 
losing  isc  elec- 
tronic bill-pay- 
ment subsidiary 
so  it  can  refocus 
on  the  Internet. 
CheckFree  will 
pay  $268  million  in 
stock  for  the  unit, 
which  Intuit  bought  two 
years  ago  for  $8  million. 

Changing  course  isn't 
what  most  technology 
execs  do  well.  But  the  bill- 
paying  business  clearly 
was  problematic.  ISC  pro- 
vided a  private  network  for 
users  of  Intuit's  Quicken 
software  to  pay  bills  and 
bank  electronically.  Banks 


balked  at  Intuit  as  middle-  ! 
man,  however,  and  analysts^ 
guess  it  lost  more  than 
$20  million  on  the  busi-  | 
ness  in  two  years. 
Such  transactions  I 
now  are  better 
suited  to  the 
Net,  anyway. 

The  result: 
Intuit  shares 
have  risen  10% 
since  the  news,  to 
$33.  With  new  soft- 
ware expected  next  fall, 
profits  could  hit  $26  million 
in  the  fiscal  year  ending 
July  31,  from  a  1996  loss  of 
$20  million.  "They're  taking 
a  golden  opportunity  to 
reverse  course,"  says  Bear 
Stearns  analyst  Peter 
Rogers.  "I  wish  more  tech 
companies  would  do  this." 

By  Kathy  Rebello 


the  option  of  getting  an  ftc 
decision  within  13  months. 


A  MAC  ATTACK 
BY  MOTOROLA 

MOTOROLA  IS  BROADENING  ITS 

push  into  computers.  The 
technology  giant  has  sold  its 
modest  PowerStack  PCs  since 
last  year.  But  on  Sept.  17  it 
introduced  its  StarMax  Mac- 
intosh clones,  the  first  major 
manufacturer  to  do  so.  Star- 
Max,  powered  by  Motorola's 
PowerPC  microprocessor,  will 
cost  $1,600  to  $4,000.  And  21 
new  PowerStack  II  models 
will  run  $2,500  to  $10,000. 
Both  systems  carry  five-year 
warranties — long  for  the 
industry. 

CORPORATE  SPYING 
JUST  GOT  HARDER 

THE  HOUSE  OF  REPRESENTA- 

tives  on  Sept.  17  approved  a 
bill  that  would  impose  stiff 


criminal  penalties  on  peop 
caught  stealing  business  s 
crets  for  foreign  compani< 
or  governments.  Agents  coi 
victed  could  get  25  years 
prison  and  a  $250,000  fin 
And  companies  that  recen 
stolen  information  could  get 
maximum  fine  of  $10  millio 
A  similar  measure  awaits  a 
tion  in  the  Senate.  But  cor 
petitive  intelligence  exper 
worry  that  the  proposal  w 
outlaw  some  types  of  eo 
nomic  data-gathering  that  ai 
currently  legal. 

ETCETERA... 

■  Tambrands  will  shut  foi 
plants,  cut  600  jobs,  and  tal 
a  $46  million  pretax  hit. 

■  Allied  Waste  will  pay  ! 
billion  for  the  solid-wasi 
unit  of  Canada's  Laidlaw. 

■  Wayne  Huizenga's  Floric 
Panthers,  which  lost  $25  mi 
lion  last  year,  filed  for  an  IP, 

■  Columbia  University  sue  1 
hospital  chain  Columbia/HC 
for  trademark  infringemen 
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Introducing  three  things 

you  might  not 
expect  from  Motorola. 


Mac  OS.  Windows  NT  and  MX. 
All  now  available  with  PowerPC  performance. 

Motorola's  been  making  everything  from 
nps  to  motherboards  for  years.  Truth  is, 
e  Motorola  name  stands  for  quality  and 
novation  in  everything  we  do.  So  leave  it 


us  to  introduce 
e  very  first  line 
r  computers 

hich  includes  systems  running  Windows  NT,"JAIX  and 


The  industry's  only 
five-year  system  warranty. 


With  the  only  five-year  warranty  in  the  computer 


industry,  were  making  PowerPC 
Motorola  the  name  to  look  for  in  systems 
and  servers.  Which  brings  us  to  yet  another 


And  one  you  would. 


thing  you  might 
expect  from  us: 
computers 

that  are  among  the  industry's  lowest-priced  systems  of 


'.ac®OS.  All  running  on  the  PowerPC'"microprocessor —     this  quality  and  power.  Call  and  ask  how  you  can  order 
e  one  that  outperformed  Pentium6'  and  PentiunfPro         any  of  our  systems  and  servers 
-ocessors  in  a  recent  BYTE  magazine  performance  test!      We'll  be  expecting  your  call. 


l-800-759-1107ex,Bsw 

http:llttnuw.mot.com/cotnputerl 


arMa^  for  Mac  OS  PowerStack/J  for  Windows  NT  and  AIX 


996  Motorola,  Inc.  All  rights  reserved.  Motorola  and  ®  are  registered  trademarks  of  Motorola,  Inc. 
werPC  and  the  PowerPC,  logo  are  trademarks  of  International  Business  Machines  Corporation,  used 
ier  license  therefrom.  All  other  brand  and  product  names  are  the  trademarks  or  registered  trademarks 
their  respective  holders.' BYTE  magazine.  August  1996,  used  with  permission. 
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Computer  Group 

What  you  never  thought  possible'. 


All  right,  earning  miles  was  probably  never  the 
sole  inspiration  for  a  collector's  fervor. 
But  earning  one  A^Ad vantage"'  mile 
on  American  Airlines"  for  every 
dollar  spent  with  the  Citibank 
AAdvantage  card  sure  has  inspired 


A«A  CITIBAN<0 


a  lot  of  enthusiasm  for  collecting 


A¥A  CITIBANK 


AAdvantage' 


4-128  0012  345b  18=10 


02/<>s  at/ji/97  cv 

L  WALKER 


Advantage*     miles.*1  And  why  not?  They  add 
up  fast.  Not  to  mention  they 
don't  take  up  any  closet  space. 
The  Citibank  AAdvantage  care 


J 


j  To  apply;  call  I-800-FLY-4444,  ext.  33. 


or  was  it  the  miles? 

•The  maximum  number  of  AAdvantage  miles  you  can  earn  with  the  Citibank  AAdvantage  card  is  60,000  miles  per  calendar  year  American  Airlines  A»Advantage  Platinum*  and  Advantage  Gold '  members  are  excluded  from  this  lir 
Amencan  Airlines,  AAdvantage,  AAdvantage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines,  Inc.  American  Airlines  reserves  the  nght  to  change  AAdvantage  program  rules,  regulations,  travel  awards. . 
special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice.The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota),  N.A.  ©  1996  Citibank  (South  Dakota).  NA_ 


Washington  Outlook 


r  OWEN  ULLMANN 


VHY  THE  FORCE 

SN'T  WITH  THE  THIRD  FORCE' 


(emember  the  "Third  Force"?  A  populist  storm  fueled  two 
years  ago  by  voter  disgust  with  Washington  was  going  to 
howl  through  the  land  in  '96,  buffeting  pols  and  uproot- 
l  the  two-party  system.  Well,  the  raging  hurricane  has 
en  downgraded  to  a  tropical  depression. 
Contempt  for  the  political  process  hasn't  ebbed,  and  neither 
esident  Clinton  nor  Republican  rival  Bob  Dole  inspires 
ssionate  support.  Even  so,  voters  can't  seem  to  break 
sir  habit  of  voting  for  the  major  parties — and  probably 
m't  anytime  soon. 

Exhibit  A:  Ross  Perot.  The  Reform  Party 
minee,  a  genuire  threat  to  the  status  quo 
ir  years  ago,  garners  a  mere  5%  to  8%  in 
lis  this  time  around.  Concluding  that  the 
xas  billionaire  has  no  real  chance  of  affecting 
3  election,  a  bipartisan  commission  proposed 
Sept.  17  to  bar  him  from  the  fall  debates, 
rot  forces,  charging  a  two-party  conspiracy 
ainst  the  Texan,  threaten  a  legal  challenge, 
i  Perot  campaign  also  insists  its  man  will 
irt  moving  up  in  the  polls,  as  he  did  four 
ars  ago.  But  exclusion  from  the  debates 
mid  likely  consign  him  to  a  fringe  candidacy. 
JIRKY.'  Political  forecasters  who  were  bracing 
•  the  Third  Force  say  it  lost  its  punch  this 
ar  because  the  wrong  candidate  is  running  at 
i  wrong  time.  Perot's  personality  has  turned 
'  two-thirds  of  the  voters,  according  to  recent 
Us.  "In  the  eyes  of  a  lot  of  people,  he's  at  best  quirky,  and 
worst  crazy,"  says  Andrew  Kohut,  director  of  the  Pew  Re- 
arch  Center  for  the  People  &  the  Press.  And  the  healthy 
3nomy  has  eased  voter  discontent.  "When  you've  had  four 
•aight  years  of  relative  prosperity,  it's  hard  to  get  people  an- 
y  at  the  incumbent,"  observes  Gordon  S.  Black,  an  inde- 
ndent  pollster  who  worked  for  Perot  in  1992. 
There's  also  a  political  axiom  that  hampers  independent 
allengers:  Americans  would  rather  hold  their  noses  and 


PEROT:  No  hot  button 


choose  the  lesser  of  two  evils  than  cast  principled  votes  for 
someone  who  can't  win.  Ask  former  Colorado  Governor 
Richard  D.  Lamm,  who  challenged  Perot  for  the  Reform 
Party  nod.  "We  know  the  air  goes  out  of  all  third  party 
movements  as  they  approach  the  elections,"  he  concedes. 

And  independents  have  trouble  keeping  potent  issues  as 
their  own.  After  Perot  captured  19%  of  the  vote  in  '92 — the 
best  showing  by  an  independent  in  80  years — President  Clin- 
ton and  the  gop  embraced  Perot's  top  priority:  deficit  re- 
duction. Today,  the  deficit  as  a  percentage  of 
gdp  is  at  its  lowest  since  1974.  Alas,  Perot's  is- 
sues this  year — a  campaign  finance  overhaul 
and  entitlement  reform — lack  the  sizzle  of  bud- 
get-balancing. "Throughout  history,  the  two 
major  parties  have  cannibalized  ideas  that 
sparked  third-party  challenges,"  says  Rutgers 
University  political  scientist  Ross  K.  Baker. 

So  the  Democrats  and  Republicans  can 
breathe  easy,  right?  Not  quite.  Support  for  the 
two  parties  remains  extremely  weak.  In  a  Sept. 
5-8  Harris  Poll  of  690  likely  voters,  48%  said 
the  country  needs  a  new  national  party.  And 
party  loyalty  is  at  a  record  low,  with  nearly 
40%-  of  voters  calling  themselves  independents, 
according  to  the  Pew  Center.  Indeed,  given 
the  level  of  discontent  with  the  status  quo,  a 
charismatic  candidate  such  as  retired  General 
"  Colin  L.  Powell  might  have  created  a  three-way 
race  had  he  not  declared  himself  a  Republican,  says  Kohut. 

Although  Perot  may  fade,  his  legacy — getting  his  Reform 
Party  on  every  state  ballot — may  not.  "A  new  party  structure 
that  survives  Perot  would  be  an  historical  precedent,"  says 
Cornell  University  government  professor  Theodore  J.  Lowi. 

A  grass  roots  operation  won't  be  enough,  however.  Without 
an  appealing  candidate,  compelling  cause,  and  reeling  econo- 
my, the  Third  Force  will  remain  a  potent  threat — but  one  that 
never  quite  reaches  landfall. 


CAPITAL  WRAPUP 


MUSICAL  CHAIRS  AT  THE  CEA? 

*  Top  White  House  economist  Joseph 
I  Stiglitz  may  be  moving  to  the 
Vorld  Bank.  The  chairman  of  the 
Council  of  Economic  Advisers  is  in 
ine  to  become  the  bank's  chief  econo- 
nist  after  the  election.  The  job  pays  a 
ot  better  ($150,000  after  taxes  vs." 
1133,600  pretax  at  cea).  Jockeying  to 
eplace  him:  Deputy  Treasury  Secre- 
ary  Lawrence  H.  Summers,  who  once 
leld  the  World  Bank  economics  post, 
tnd  cea  member  Alicia  H.  Munnell. 
?ut  some  Clintonites  hope  to  lure 


economist  Alan  S.  Blinder,  a  former 
cea  member  and  Federal  Reserve 
Board  vice-chairman.  Meanwhile, 
World  Bank  insiders  say  President 
James  D.  Wolfensohn  has  tired  of  the 
post  after  16  months  and  is  lobbying 
for  a  top  Clinton  Adminstration  job. 

GEPHARDT  KICKS  THE  HABIT 

►  Has  House  Minority  Leader 
Richard  A.  Gephardt  (D-Mo.)  made  a 
sudden  conversion  to  the  antitobacco 
ranks?  Gephardt  is  one  of  the  biggest 
congressional  recipients  of  tobacco 
money — $74,000  over  the  past  11 


years.  So  he  was  a  logical  target  for 
the  Campaign  for  Tobacco-Free  Kids, 
a  group  that's  pressuring  lawmakers 
to  endorse  new  federal  rules  aimed  at 
curbing  teenage  smoking.  Just  days 
after  the  group  ran  an  ad  in  the  Sept. 
9  edition  of  the  St.  Louis  Post-Dis- 
patch asking  whether  Gephardt  would 
"stand  with  America's  kids,"  the 
Democratic  leader  declared  he  sup- 
ports the  rules.  He  also  canceled  a 
Sept.  17  fund-raiser  in  New  York 
sponsored  by  Philip  Morris  Cos.  A 
Gephardt  spokesman  says  the  con- 
gressman had  a  "scheduling  conflict." 
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International  Business 


NORTH  KOREA 


A  WHIFF 
OF  REFORM 


Pyongyang  tests 
free-market 
moves  while  trying 
to  keep  the  lid  on 

Inside  the  saunas  and  soaking  tubs  of 
the  Rajin  International  Club  on  the 
northern  tip  of  North  Korea,  you 
can  almost  forget  that  the  economy 
of  the  world's  last  Stalinist  society  is 
on  the  edge  of  collapse.  For  $30 — a 
price  too  high  for  all  but  ultra-elites  in 
the  "workers'  paradise" — you  can  sweat, 
steam,  and  undergo  a  pummeling  from  a 
masseuse  who  complains  if  not  given  a 
fat  tip.  When  it's  time  to  leave,  a  beige 
Cadillac  Coupe  de  Ville  waits  outside. 
But  halfway  home,  reality  bites.  The 
driver  stops  and  tells  the  passengers 


to  get  out.  The  car  is  almost  out  of  gas. 

Such  are  the  contradictions  of  North 
Korea's  first  efforts  to  reach  out.  The 
world's  most  closed  and  secretive  state 
is  now  desperate  to  lure  foreign  in- 
vestors. It  has  created  a  secluded  trade 
zone,  Rajin-Sonbong,  on  its  far  northern 
tip.  From  there  it  hopes  to  suck  in  for- 
eign exchange  to  fund  the  rest  of  the 
country.  It  also  is  allowing  internation- 
ally supervised  construction  of  light-wa- 
ter nuclear  reactors  in  exchange  for 
halting  its  nuclear  program.  In  another 
tentative  foray,  Pyongyang  has  agreed 
to  permit  commercial  aircraft  to  fly  over 
its  territory. 

But  these  economic  openings,  by 
themselves,  won't  be  enough  to  reverse 
the  downward  spiral  of  North  Korea's 
economy.  Worst-case  scenario:  complete 
collapse,  with  streams  of  starving 
refugees  fleeing  to  South  Korea,  China, 
and  Russia,  and  the  devastating 
prospect  of  bailing  out  an  economy  that 


AN  ECONOMIC  VISE 
TIGHTENS  ON  THE  NORTH 


Since  the  collapse  of  the  Soviet  Union, 
North  Korea 's  economy  has  been 
spiraling  downward 

RUSSIA 
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has  shrank  30%  over  the  last  six  yea* 
Military  strategists  also  fear  a  desperas 
armed  attack  against  the  South. 

To  help  prevent  an  implosion,  the  Clir 
ton  Administration  in  late  September 
likely  to  ease  a  46-year-old  trade  emba* 
go.  According  to  a  high-level  U.  S.  sourt 
Washington  will  permit  some  U.  S.  con 
panies  to  do  business  with  North  Kore 
In  exchange,  Pyongyang  will  agree  | 
attend  briefings  about  four-way  peat 
talks  with  South  Korea,  China,  arc 
Japan.  Although  the  North  has  nl 
agreed  to  take  part  in  the  talks,  the  U.| 
seems  ready  to  accept  their  gesture.  3 

South  Korea,  Japan,  and  China  all 
want  to  prop  up  the  North,  but  for  d| 
ferent  reasons.  South  Korea,  where  p| 
capita  income  is  more  than  10  timl 
higher  than  in  the  North,  wants  w 
stave  off  reunification  until  the  Norl 
can  advance  economically,  reducing  i 
cost  that  could  range  from  $450  billitf 
to  $1  trillion.  Japan  would  like  to  slc| 
the  creation  of  a  more  potent  Kore;if 
competitor.  And  the  last  thing  Chil 
wants  is  a  booming,  democratic  Sour 
Korea  to  extend  to  its  border.  It  mul 
prefers  a  repressive  communist  stafcr 
as  a  buffer.  "A  strong  capitalist  sw 
tern  on  the  border  could  be  seen  asi 
source  of  spiritual  and  cultural  pollutij 
in  China,"  says  researcher  Mark  J.  \f 
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cia  of  Honolulu's  East-West  Center. 
The  key  question  is  whether  trade, 
,  and  investment  can  reverse  the 
ntry's  dizzying  slide.  The  industrial 
tor,  ravaged  by  shortages  of  fuel  and 
re  parts,  appears  close  to  paralysis, 
de  volume  has  fallen  57%  since  1990, 

North  Korea  owes  a  staggering  half 
annual  gross  national  product  in  for- 
n  debt.  Severe  drought  and  flooding 
•e  forced  its  hungry  population  to 
.  grass  and  roots  for  food.  According 
;he  U.  N.,  the  North  will  need  $43.6 
lion  in  rice  and  other  goods  to  get 
ough  the  winter.  "There  is  no  other 
irnative  for  North  Korea  except  to 
ry  out  economic  reforms,"  says  Kwun 
ing  Hoon,  an  economics  professor  at 
lyang  University  in  Seoul. 
}an  North  Korean  leaders  dance  with 

capitalist  devil  without  losing  their 
tical  grip?  There's  little  doubt  serious 
nomic  reform  would  endanger  the 
)le  political  system.  "I  think  they 
ierstand  that  if  they  open  up,  they 

their  survival  at  stake,"  says  James 
Yzystup  of  the  Heritage  Foundation. 
>o  far,  the  regime  of  Kim  Jong  II  has 
mitted  only  limited,  controlled  ex- 
i  iments  with  Western-style  capital- 
.  .  The  remote,  fenced-off  Rajin-Son- 

g  is  as  far  from  Pyongyang  as 
■  sible  and  off-limits  to  regular  citi- 


zens. North  Korean  reformers  hope  the 
free-trade  zone  will  be  a  prototype  for 
others  throughout  the  country.  An  un- 
precedented government-sponsored  con- 
ference Sept.  13-15  drew  440  partici- 
pants from  China,  Japan,  Thailand,  and 
the  U.  S.,  about  a  third  of  them  inter- 
ested investors.  But  the  regime  contin- 
ues to  set  prices  for  labor  and  land  that 
are  higher  than  in  nearby  China.  It  also 
maintains  a  foreign  exchange  rate  25 
to  50  times  actual  value. 
BUFFER.  While  Pyongyang  claimed  to 
have  nailed  down  $840  million  in  con- 
tracts, more  than  half  came  from  intan- 
gible sources.  The  most  significant  deal 
was  a  $210  million  pledge  from  the  Em- 
peror Group,  a  Hong  Kong  company 
with  a  less-than-clean  reputation,  to 
build  a  hotel  and  casino  complex  cater- 
ing to  Chinese  gamblers. 

Even  a  few  hundred  million  dollars, 
though,  is  far  from  enough  to  salvage 
the  North  Korean  economy.  Marcus 
Noland,  senior  fellow  at  the  Institute 
for  International  Economics  in  Wash- 
ington, reckons  the  money  would  boost 
gross  domestic  product  by  only  $100 
million,  or  about  $5  per  person.  "It's  a 
drop  in  the  bucket,"  he  says.  According 
to  Noland,  North  Korea  would  require  a 
total  investment  of  $500  billion  to  $750 
billion  over  20  to  25  years  to  raise  its 


So  far,  foreign 
investment  is 
still  skimpy,  and 
the  North  needs 
vast  amounts  of 
capital  to  halt  its 
dizzying  slide 


THE  FRIENDSHIP  BRIDGE:  A 
POSSIBLE  LINK  TO  MARKETS 
IN  CHINA  AND  RUSSIA 

per  capita  income  to  60%  of  the  Souths. 

U.  S.  giants  haven't  been  able  to 
move  in  yet.  St.  Louis-based  Monsanto 
wants  to  sell  herbicides,  seeds,  and  agri- 
cultural chemicals.  While  the  North 
lacks  hard  currency  to  pay  for  the  prod- 
ucts, it  has  rare  minerals  Monsanto  can 
use.  "There's  lots  of  tilings  I'd  like  to  do 
here.  North  Korea  is  ripe,"  says  Donald 
H.  Abresch,  president  of  Monsanto  Ko- 
rea Inc.  in  Seoul.  General  Motors  Corp. 
officials  made  two  trips  to  North  Korea 
to  explore  manufacturing  last  year  but 
now  have  "absolutely  no  thoughts"  of 
locating  there,  a  spokesman  says.  Coca- 
Cola  is  keenly  interested  but  must  wait 
for  the  easing  of  sanctions. 

South  Korea,  eager  to  use  investment 
as  a  bargaining  chip,  has  also  been 
blocking  its  companies'  access  to  the 
North.  Only  Daewoo  Corp.  has  put  $5 
million  into  a  textile  factory  in  Nampo. 
Other  conglomerates  want  to  invest  in 
the  North,  too.  But  Seoul  forbade  busi- 
ness leaders  to  attend  the  investment 
conference  in  a  visa  dispute. 

Even  under  the  best  circumstances. 
North  Korea  faces  a  long  and  tortuous 
path.  It  has  survived  this  far  on  its  sys- 
tem of  juche,  or  self-reliance,  under 
which  schoolchildren  learn  to  endure 
hardship  for  the  sake  of  the  nation. 
"North  Korea  is  likely  to  accept  a  lot  of 
punishment,"  says  Charles  E.  Morrison, 
an  Asia  strategist  at  the  East-West 
Center.  "Most  of  the  people  know  no 
other  life."  Unless  Pyongyang  can  great- 
ly accelerate  its  economic  opening,  the 
punishment  will  continue. 

By  Steven  V.  Brull  in  Rajin,  with 
Sheri  Prasso  in  Honolulu,  Catherine 
Keumhyun  Lee  in  Seoul,  and  bureau 
reports 
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BRITAIN 


BRITISH  AIRWAYS 
SURE  ISN'T  COASTING 

A  radical  plan  could  make  the  airline  even  more  formidable 


On  Sept.  18,  some  300  senior  man- 
agers from  British  Airways  PLC  as- 
sembled for  a  crucial  powwow  at 
the  Ramada  Hotel  just  off  the  busy 
runways  of  London's  Heathrow  Airport. 
Although  ba  led  the  world's  airlines  in 
profits  last  year,  the  message  they 
heard  from  ceo  Robert  Ayling  was  any- 
thing but  complacent.  "We 
must  do  better  because  our 
competitors  have  caught  up, 
and  we  are  in  some  respects 
slipping  back  to  the  middle 
of  the  pack,"  he  warned. 
Then  Ayling  dropped  a 
bombshell:  ba  will  be  asking 
for  5,000  volunteers  to  leave 
the  company  over  the  next 
18  months. 

Britain's  $12  billion  flag- 
ship carrier  has  for  several 
years  been  Europe's  paceset- 
ter. But  Ayling,  a  50-year-old 
lawyer  and  former  govern- 
ment negotiator  who  took 
over  from  Colin  Marshall  this 
year,  sees  threatening  skies 
ahead  from  deregulation,  low- 
er fares,  and  upstart  com- 
petitors. He  has  put  ba's 
whole  operation  under  review 
and  wants  radical  changes. 
It's  the  kind  of  scenario  that 
promises  labor  strife.  It  also 


The  smaller  carriers  get  to  use  ba  colors 
on  their  planes  and  crew  uniforms,  while 
paying  ba  a  fee.  In  the  latest  arrange- 
ment, ba  will  soon  turn  its  service  to 
Damascus,  Beirut,  and  Amman  over 

to  British  Mediter-   

ranean  Airways.        FIGHTING  TRIM:  A  B A  fligh  t 
Press  speculation  attendant  shaves  the  boss 


BOB  AYLING'S  NEW  COURSE  FOR  BA 

LAYOFFS  Aims  for  5,000  voluntary  job  cuts  from  the  air- 


line cannot  use  losses  as  an  excuse 
action,  ba's  profits  in  1996  will  probal 
reach  $1  billion,  up  from  $907  mill] 
in  1995.  Even  some  of  Ayling's  m| 
agers,  who  liked  his  speech,  seer 
shocked  by  the  projected  job  lossj 
"They  may  have  to  think  about  tha 
one  said.  "Such  issues  will  have  to  j 
handled  very  sensitively." 
WHITTLING  AWAY.  If  Ayling  pulls  oi 
radical  plan,  the  result  could  also  hi 
major  threat  to  the  Continent's  big  c| 
riers.  The  airline's  position  as  Europ 
most  aggressive  international  carrl 
has  already  upped  the  pressure 
Lufthansa,  Air  France,  s| 
Alitalia,  and  Swissair, 
looks  like  they  are  going| 
outsource  everything 
their  core  operations,"  w*| 
ries  Alitalia's  new  cf 
Domenico  Cempella.  L 
June,  the  Alitalia  chief  int 
duced  his  own  four-year  p 
gram  to  slash  almost  $1  1 
lion  in  operating  costs.  "N< 
we  may  have  to  go  even  fi 
ther,"  says  Cempella. 

Yet  ba  feels  pressure,  t 
The  best  U.  S.  carriers  h; 
European  ambitions,  a 
they  are  whittling  away 
costs.  Ayling  hopes  one 
them,  American  Airlines  Ii 
will  be  a  partner.  Delta 
Lines  Inc.  and  United  A 
lines  Inc.  have  Euro-partnt 
already,  ba's  costs  are  a 
higher  than  one  might  thi 
One  industry  observer  ss 
British  Airways  remains  h 
efficient  in  some  areas  th 
such  local  competitors 
Virgin  Atlantic  Airways  L 


ie 


will  increase  the  pressure  on     n ne_over_Tne  nexT  }?_  _montns_  _    and  British  Midland.  Cons 

ering  ba's  dominant  positi 
at  booming  Heathrow  A 
port  in  London,  it  should 
even  more  profitable  than 
is,  this  source  says. 

Ayling's  solution  is  to  t 
something  radical  that  w 

in  baggageand  cargo  hand  I  m_g,_  perhaps  by  subcontracting    force  th(f  industry  to  re; 

SPIN-OFFS  Uses  its  maintenance  division,  now  a  separate 
company,  to  sell  services  to  other  airlines 


other  European  carriers  still 
struggling  to  dismantle  costly, 
outmoded  structures  and 
work  rules  before  deregula- 
tion next  year. 

IN  THE  lead.  Setting  a  goal 
of  $1.5  billion  in  "efficiencies" 
over  the  next  three  years, 
Ayling  wants  to  create 
a  stripped-down  profit  ma- 
chine focused  on  delivering 
top-grade,  service  on  global 
routes.  Maintenance  and  overhaul  have 
already  been  hived  off  an  a  separate  busi- 
ness. Other  big  employers  including  car- 
go and  baggage  handling  and  some  ac- 
counting could  be  subcontracted  out.  It  is 
important  to  make  such  changes  "while 
you  are  in  the  lead,"  says  Ayling.  ba  is 
also  awarding  its  less  profitable  routes  to 
smaller  airlines  to  operate  as  franchises. 


FRANCHISING  Wants  a  dramatic  increase  in  the  routes  it 
rents  out  to  smaller  airlines 

TURNAROUNDS  Installs  new  managers  to  stem  losses  at 
two  subsidiaries,  TAT  (France)  and  Deutsche  BA 

REENGINEERING  Targets  big  cost  cuts  in  accounting  and 
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before  the  speech  had  made  ba  employ- 
ees jittery,  and  Ayling's  announcement 
will  not  reassure  them.  Ayling  contends 
his  message  is  positive  because  ba  will 
eventually  build  back  to  the  present 
55,000  level  as  it  hires  more  workers 
with  language  and  customer  service 
skills.  He  doesn't  rule  out  some  labor 
unrest,  though,  especially  since  the  air- 


vent  itself.  Bertra 
d'Yvoire,  president  of  Cc 
sultair  in  Paris,  conten 
that  an  airline's  real  bu 
ness  is  managing  reservation  and  trai 
systems.  Even  flying  the  planes, 
says,  could  be  outsourced.  If  Ayli 
ever  goes  that  far,  maybe  it  will 
time  for  a  name  change.  How  abo 
Virtual  British  Airways? 

By  Stanley  Reed,  with  Heidi  Da 
ley  in  London,  John  Rossant  in  Ron 
and  bureau  reports 
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CLASSIC  CAR:  A 

recent  Christie's 
auction  also 
featured  Pop 
Art  posters  and 
beer  coasters 


iiTAIN 


ND  WHAT  AM  I  BID 
OR  THIS  HUB  CAP? 

ite  auctioneers  Sotheby's  and  Christie's  look  for  new  customers 


fcharon  Lancaster,  a  middle-class 
k  mother  of  one,  never  thought  she 
"would  be  bidding  away  in  the  tony 
ndon  confines  of  Christie's.  Yet  when 
3  saw  the  auction  catalog  for  some 
idem  Design  furniture  and  decora- 
ns,  the  bug  bit  her.  Most  of  the  items 
•re  expected  to  sell  for  under  $5,000. 
at  was  still  a  stretch  for  the  35-year- 
I  Lancaster,  but  she  decided  to 
urge.  As  it  turned  out,  she  was  out- 
1  for  a  1958  Ame  Jacobsen  Egg  Chair. 
11,  Lancaster  enjoyed  the  thrill.  "At 
it  I  felt  frightened,"  she  admits.  "But 
was  dead  easy.  I'll  definitely  come 
ain." 

As  the  auction  season  opens,  Lan- 
?ter  is  one  of  the  new  class  of  cus- 
ners  being  pursued  by  Christie's  In- 
•national  PLC  and  its  American 
;hrival  Sotheby's  Holdings  Inc.  Both 
ve  sold  jewels  and  paintings  to  the 
h  for  centuries.  But  that's  a  cyclical 
siness,  as  the  collapse  of  the  art  mar- 
t  in  1990  showed.  Finally  recovering 
>m  that  fiasco,  both  companies  are  us- 
\  their  rising  earnings  to  fuel  an  ex- 
nsion  beyond  their  traditional  busi- 
3s  of  fine  art  auctioneering.  Not  only 
i  they  courting  first-time  buyers  such 
Lancaster  with  lower-priced  col- 
tibles,  but  they're  also  entering  new 
erseas  markets  and  exploring  such 
;as  as  auctions  on  the  Internet.  The 
allenge:  to  diversify  without  scuffing 
dte-shoe  reputations. 
To  hear  Sotheby's  Chief  Executive 


Diana  D.  Brooks  tell  it,  there  is  no  oth- 
er choice:  "Change  is  anathema  to  the 
art  world,  but  we  must  change."  That's 
a  strong  warning,  considering  the  up- 
beat news  lately.  On  Sept.  11,  Christie's 
announced  a  57%  jump  in  half-year  pre- 
tax profits,  to  $25  million,  on  revenues 
of  $164  million.  In  late  July,  Sotheby's 
reported  a  22%  increase  in  pretax  prof- 
its, to  $34  million,  on  sales  of  $165  mil- 
lion. Christie's  has  already  had  such 
coups  this  year  as  the  $10.5  million 
sale  of  a  painting  by  Vincent  Van 
Gogh,  while  Sotheby's  transfixed 
the  world  with  its  $35  million 
Jacqueline  Kennedy  Onassi: 
auction.  Other  nifty  items,  such 
as  some  works  by  Edgar  De- 
gas, go  on  the  block  this  fall 
at  Sotheby's.  Christie's  is  sell- 
ing Nazi-looted  artworks  to 
benefit  Holocaust  victims. 

It's  the  strongest  perfor- 
mance   since    1990,  when 
spending  by  Japanese  collec- 
tors drove  prices  to  unsus- 
tainable heights.  After  the 
crash,  Christie's  and  Sotheby's  re- 
sorted to  serious  cost-cutting  and  a 
vigorous  price  war  over  the  com- 
missions charged  to  the  sellers  of 
objects.  A  new  structure  of  fixed 
commissions  has  helped  restore 
good  profits.  Christie's  Chair 
man  Charles  Allsopp  still 
vows  that  "our  aim 
is    to  overtake 


Sotheby's,"  though 
both  companies  will 
continue  to  dominate 
the  business  and 
Sotheby's  is  more 
profitable. 

But  this  duopoly 
cannot  be  complacent.  Christie's  just  ex- 
panded its  South  Kensington  location, 
where  auctions  of  lower-priced  col- 
lectibles from  Guinness  beer  coasters 
to  Pop  Art  posters  will  build  a  future 
customer  base.  Sotheby's,  meanwhile, 
harvested  a  customer  list  of  125,000 
names  and  addresses  with  shipments  of 
its  Jackie  Onassis  catalog.  Sotheby's  has 
a  print  ad  campaign  featuring  lower- 
priced  objects,  while  Christie's  has  an- 
nounced similar  plans.  Sotheby's  is  stag- 
ing a  charity  auction  where  bidders  use 
their  Northwest  Airlines  Inc.  frequent- 
flyer  miles  in  lieu  of  cash. 
FRENCH  OPENING.  Both  houses  also  are 
going  after  the  new  wealth  in  South- 
east Asia  and  Latin  America.  Sotheby's 
recently  hired  the  retired  managing  di- 
rector of  Hang  Seng  Bank  Ltd.,  Alice 
Lam,  as  co-chairperson  of  Asia  opera- 
tions. Christie's,  located  in  Beijing, 
Jakarta,  and  Kuala  Lumpur  as  of  this 
year,  reported  a  19%  rise  in  auction 
sales  from  the  region.  France,  pressured 
by  the  European  Union,  has  agreed  to 
open  its  lucrative  market  to  non-French 
auctioneers  in  1998.  And  Christie's  has 
finally  followed  Sotheby's  move  into  the 
real  estate  business,  purchasing  a  U.  S. 
company  called  Great  Estates  Inc.  Like 
Sotheby's,  Christie's  hopes  to  sell  both 
the  house  and  the  furnishings. 

This  activity  has  been  good  for  the 
companies'  stocks,  which  have  been  so- 
so  performers  for  years.  Christie's 
shares  are  trading  at  a  recent  high 
of  $3.76  in  London.  Sotheby's, 
■g  which  is  controlled  by  Detroit 
magnate  A.  Alfred  Taubman,  has 
lately  seen  its  New  York-traded 
shares  rise  3  points,  to  about  16. 
The  Bass  family  boosted  its  Sothe- 
by's stake  in  January,  while  Ba- 
hamas-based British  art  collector 
and  currency  player  Joseph 
Lewis  now  owns  28%  of 
\  Christie's  stock.  Now  if  only 
Sharon  Lancaster  and  thou- 
sands like  her  become  dedi- 
cated bidders,  Sotheby's  and 
Christie's  stock  will  become 
prime  collectibles,  too. 
By  Julia  Flynn  in  London 
and  Christopher  Power  in  New 
York 


DEGAS  DANCER: 

Works  by  the 
artist  go  on  the 
block  th  is  fall 
at  Sotheby's 
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SOUTH  AFRICA 


A  NATION 
UNDER  SIEGE 

Even  President  Mandela  admits  violent  crime  is  out  of  control 


■  n  a  fashionable  Johannesburg  neigh- 
Bborhood  on  Aug.  15,  carjackers  shot 
land  killed  Erich  Ellmer,  48,  South 
African  company  secretary  for  Ger- 
many's aeg.  Two  weeks  later,  in  the 
poverty-plagued  black  township  of 
Soweto,  the  father  of  a  national  soccer 
hero  was  slain  dining  another  car  heist. 
And  in  August,  five  South  African  po- 
licemen were  killed  in  one  week. 

Two  years  after  apartheid's  official 
end,  South  Africa  stands  at  a  cross- 
roads. Once  hailed  as  a  model  for  social 
and  economic  change  on  the  troubled 
continent,  the  country  now  looks  more 
like  a  nation  under  siege.  In  the  past  six 
months,  the  rand  has  tumbled  about 
20%  against  other  major  currencies.  The 
government  has  failed  to  live  up  to  its 
pledges  to 'privatize  state  companies  and 
loosen  exchange  controls.  Worst  of  all, 
violent  crime  has  mushroomed,  and 
many  citizens  have  lost  faith  that  the 
government  can  stop  it.  Warns  Johan- 
nesburg's Institute  for  Defense  Policy  in 
a  recent  report:  "[South  Africa]  teeters 
on  the  brink  of  becoming  simply  anoth- 
er African  basket  case  where  violence, 
corruption,  and  brutality  rule." 


The  crime  wave  threatens  to  discour- 
age investments  needed  to  shore  up  the 
economy.  Geirnan  carmaker  BMW,  for  ex- 
ample, may  reconsider  plans  to  invest 
$223  million  to  boost  output  at  its  Preto- 
ria plant  if  crime  continues  to  escalate. 
Bernd  Pischetsrieder,  BMW's  chairman 
says  crime  has  discouraged  auto-parts 
suppliers,  on  which  bmw  depends,  from 
setting  up  in  South  Africa.  Notes  Dennis 
Dykes,  chief  economist  of  Nedcor  Bank: 
"When  [companies]  contemplate  sending 
a  manager  here,  the  crime  problem  be- 
comes a  major  consideration." 
NO.l  PROBLEM.  Portfolio  investors  are 
also  concerned.  While  crime  is  not  sole- 
ly to  blame,  the  country  has  seen  a 
"substantial  decline"  in  net  capital  in- 
flows in  the  past  six  months,  the  South 
African  Reserve  Bank  reported.  That 
has  pushed  down  the  rand,  created  a 
current  account  deficit,  and  changed 
"foreign  investors'  assessment  of  South 
Africa,"  says  the  bank's  Governor,  Chris 
Stals.  It's  "of  crucial  importance  that 
the  present  wave  of  crime  and  violence 
be  seen  to  be  curtailed,"  he  adds. 

By  some  accounts,  South  Africa  ranks 
among  the  world's  most  violent  soci- 


A  DRUG  LORD  BURNS:  Vigilante 
in  Cape  Town  are  taking  action 

eties.  According  to  a  recent  Ne 
cor  study,  South  Africa  has 
murder  rate  of  45  per  100,00( 
compared  with  a  world  averag 
of  5.5  per  100,000.  From  1990 
1995,   murders  jumped  26 
rapes  81%,  and  serious  assaul 
38%.  Nearly  half  of  the  popul 
tion  regards  crime  as  the  cou 
try's  most  serious  challenge. 

The  problem  has  led  to 
equally  alarming  outbreak  of  vi 
ilantism.  One  mob,  under  a  ba 
ner  proclaiming  itself  Peop 
Against  Gangsterism  and  Dru 
(pagad),  shot  and  burned 
death  suspected  drug  kingpi 
Rashaad  Staggie  in  Cape  To 
last  month.  Vigilante  leaders  s 
they  must  take  the  law  into  the 
own  hands  because  corrupt  poli 
refuse  to  arrest  gang  leaders. 
URGING  CALM.  While  corrupti 
is  a  problem,  police  units  also  lac 
trained  personnel.  The  U.  S.,  eoncerne? 
by  South  Africa's  spiraling  crim«' 
is  pledging  help.  The  Federal  Bure 
of  Investigation  and  the  Drug  E 
forcement  Administration  plan  to  op 
offices  in  Pretoria  soon.  The  U.  S. 
also  offering  retraining  programs  f 
police  officers. 

So  far,  government  efforts  to  resolv 
the  security  problem  seem  inadequate 
best.  The  "Safety  &  Security  Minist 
is  planning  to  send  1,000  troops  in 
Gauteng  Province,  which  includes  J 
hannesburg,  to  patrol  with  automat 
weapons.  The  airest  of  a  pagad  lead 
helped  defuse  the  vigilante  crisis.  Pre 
ident  Nelson  Mandela  admits  that  crin 
is  out  of  control  and  has  urged  calm. 

But  critics  say  he  has  done  little  el 
to  restore  confidence.  On  Aug.  31,  t 
ruling  African  National  Congress  co 
vened  a  crime  summit,  which  voted 
reconsider  the  party's  stand  against  t 
death  penalty.  But  Mandela's  oppositk 
means  there's  little  chance  a  measui 
to  restore  capital  punishment  will 
adopted.  After  months  of  unfulfilled  go 
eminent  promises,  few  South  Africa 
expect  major  change. 

Black  and  white  citizens  alike  we 
shocked  by  displays  of  vigilante  bloc 
lust  on  the  evening  news  in  early  A 
gust.  And  they  are  outraged  by  conti: 
ued  outbreaks  of  seemingly  random 
olence.  If  South  Africa  is  going  to  li 
up  to  its  potential,  a  crackdown 
crime  seems  urgent. 

By  Kathy  1'hcnanlt  in  Johannesbu 
with  Stan  Crock  in  Washington 
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spend  years  >, 

trying  to  figure  out  . 
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•     \  The  intranet.  Everyone's  talking  about  it,  but  few  are  taking 
J   advantage  of  it.  Whether  you're  talking  business-to- 
^^^Ul     business,  or  business-to-consumer,  Sun  can  show  you 
the  opportunities  associated  with  the  intranet,  and  then 
provide  you  with  the  products,  service  and  support  to  help  you  implement 
those  solutions.  Everything  from  industry-leading,  easy-to-use  Netra  servers  and  key  industry  partnerships,  to  the 

revolutionary  Java  technology,  and  SunScreen  and  Solstice  FireWall-1"  security  products, 
^$8§^^  I  ft/%  ^0n'^  waste  t'me  anc'  resources  trying  to  re-create  the  wheel,  call  Sun.  After  all,  we're 

§  mtranet  experts-we  helped  invent  it.  For  more  information  about  Sun  or  business 

the  network  is  the  computer-     ?olutions  already  in  place,  contact  us  at  http://www.sun.com  or  1-800-786-0785,  Ext.  370. 


(D1996  Sun  Microsystems.  Inc  All  rights  reserved  Sun,  Sun  Microsystems,  the  Sun  Logo,  Java,  SunScreen,  Solstice.  Netra  and  The  Network  Is  The  Computer  are  trademarks  or  registered 
trademarks  of  Sun  Microsystems,  Inc   in  the  United  Sta'es  and  other  countries  FireWall-1  is  a  trademark  of  Checkpoint  Software  Technologies,  Ltd  ,  used  under  license  by  SunSoft,  Inc.: 
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URKEY:  ITS  BEHAVIOR  ISN'T 
S  OMINOUS  AS  IT  LOOKS 


ince  coming  to  power  in  July,  Turkey's  first  Islamist-led 
4  government  in  modern  history  has  caused  alarm  in  the 
PU.  S.  by  thumbing  its  nose  at  Washington.  First,  the 
I  Prime  Minister,  Necmettin  Erbakan,  visited  Iran,  where 

inked  a  $20  billion  deal  to  import  natural  gas.  Then, 
i  government  refused  to  let  the  U.  S.  use  Incirlik  air 
se  in  southern  Turkey  for  strikes  against  Iraq.  Erbakan 
"lier  had  attacked  Turkey's  military  accord  with  Israel 
i  threatened  to  withdraw  from  NATO.  No  wonder  policy- 
ikers  are  worried  about  an  ominous  shift 

a  key  ally. 

The  reality,  however,  may  be  more  nu- 
;ed.  Instead  of  turning  his  back  on  NATO, 
bakan,  69,  seems  to  be  practicing  real- 
Utik,  accommodating  the  anti-Western 
ws  of  a  vocal  Turkish  minority  while  try- 
;  not  to  alienate  the  U.  S.  and  Europe.  It's 
lelicate  balancing  act  but  not  one  Western 
mtries  need  fret  about,  at  least  for  now. 
RFECTLY  LEGAL?  Despite  his  rhetoric,  Er- 
tan  is  quietly  maintaining  many  of  Turkey's 
wious  policies.  He  has  renewed  its  com- 
ment to  the  U.  S.-led  effort  to  protect  the 
rds  of  northern  Iraq  from  Saddam  Hus- 
n.  He  has  stopped  criticizing  the  agree-  ~ 
nt  with  Israel's  air  force.  And  U.  S.  Defense  Secretary 
lliam  J.  Perry  says  Turkey  will  allow  the  U.  S.  to  use  In- 
lik,  if  needed,  for  future  strikes  against  Iraq. 
And  the  Iranian  gas  deal,  Turkish  officials  argue,  doesn't  vi- 
sa a  U.  S.  law  aimed  at  discouraging  investment  in  Iran, 
iause  it  involves  gas  purchases  rather  than  investment.  In- 
id,  the  deal  was  made  in  1995  by  the  secularist  government 
then  Prime  Minister  Tansu  Qiller.  "Building  better  relations 
;h  our  neighbors  is  something  that  Turkey  must  do  for  eco- 
mic  and  security  reasons,"  says  Omer  Bolat,  secretary- 
neral  of  the  Independent  Industrialists'  &  Businessmen's 
sn.,  a  Muslim  lobbying  group  close  to  Erbakan's  Refah 


ERBAKAN:  Cozying  up  to  Iran: 


Party.  "It's  not  a  sign  that  Turkey  is  turning  away  from  its 
Western  friends." 

Some  of  Turkey's  moves  make  sense  when  viewed  against 
the  backdrop  of  its  stagnant  economy.  Turkey  has  paid  a 
price  for  isolating  Saddam,  losing  about  $25  billion  in  trade 
with  Iraq  since  the  U.  N.  embargo  began  in  1990.  It  also 
hoped  to  supply  up  to  half  of  the  $1.3  billion  in  humanitarian 
goods  Iraq  would  have  purchased  every  six  months  under  the 
U.  N.'s  oil-for-food  deal,  but  that  is  now  postponed. 

While  anti-Western  fundamentalists  make 
up  about  one-third  of  Refah,  the  anemic  econ- 
omy helps  them  garner  power.  Anything  Er- 
bakan can  do  to  show  voters  he's  boosting 
the  economy  will  help  keep  fundamentalists 
at  bay.  For  this  reason,  the  U.  S.  is  unlikely 
to  slap  sanctions  on  Turkey  for  the  Iran  deal. 

Even  if  Erbakan  wanted  to  sever  Western 
ties,  he  probably  couldn't.  Most  Turks  are 
secular  and  pro- Western.  Erbakan's  party  is 
the  largest  in  Parliament,  winning  21.4%  of 
the  vote  in  December's  election,  "but  that 
doesn't  give  them  the  moral  or  constitutional 
right  to  change  the  country's  basic  orienta- 
tion," says  Philip  Robins,  a  Middle  East  ex- 
"  pert  at  St.  Antony's  College,  Oxford.  Er- 
bakan also  must  be  wary  of  the  military,  which  is  secularist, 
and  pro-Western.  Business  leaders,  too,  would  fight  moves 
that  threaten  access  to  European  and  U.  S.  markets. 

For  now,  Turkey  appeal's  committed  to  keeping  religion  and 
government  apart.  Former  Israeli  Prime  Minister  Shimon 
Peres  says  the  clearest  sign  that  Turkey's  foreign  policy  is  on 
course  is  that  "they  didn't  cancel  the  agreement  between 
our  two  countries."  Turkey  may  be  in  hot  water  for  playing 
both  sides  of  the  fence.  But  if  the  U.  S.  and  Europe  too 
sternly  admonish  Erbakan's  attempt  to  be  regional  middle- 
man, they  risk  pushing  him  further  into  the  Islamic  camp. 
By  John  Doxey  in  Istanbul,  with  John  Rossant  in  Rome 


GLOBAL  WRAPUP 


■EBED  GOES  ABROAD 

•  Russian  security  chief  Alexander 
-ebed  has  accepted  NATO's  invitation 
o  visit  its  Brussels  headquarters  on 
>ct.  7-8.  Lebed  takes  a  softer  line  on 
ATO  expansion  than  most  top  Rus- 
ians  and  recently  said  Russia  is  too 
/eak  to  prevent  it  anyway.  Still, 
,ebed  says  he'll  caution  NATO  against 
astward  moves.  A  presidential  hope- 
ul  should  Boris  Yeltsin  step  down, 
iebed  will  use  the  trip  to  boost  his 
rofile  after  negotiating  the  end  of 
he  Chechen  war.  Outside  of  a  stint  in 


Afghanistan,  Lebed  has  never  trav- 
eled outside  the  former  Soviet  Union. 

NEW  CHIEF  AT  EL  AL 

►  Israeli  national  carrier  El  Al's  new 
president,  Joel  Feldschuh,  has  no  air- 
line experience  but  good  connections. 
The  former  air  force  pilot  and  auto 
importer  is  a  friend  of  Prime  Minister 
Benjamin  Netanyahu,  who  recom- 
mended Feldschuh.  The  job  could  get 
bumpy.  After  10  profitable  years,  El 
Al  is  expected  to  lose  $60  million  this 
year  because  of  a  price  war  and  a 
slump  in  tourism. 


MERCOSUR  EXPANDS 

►  Latin  American  nations  are  moving 
toward  their  goal  of  a  region-wide 
trading  bloc,  so  far  without  the  U.  S. 
The  Andean  Pact  nations  of  Peru, 
Ecuador,  Venezuela,  Colombia,  and 
Bolivia  have  agreed  to  start  talks  to 
link  with  the  Southern  Cone  common 
market  (Mercosur)  nations  of  Argen- 
tina, Brazil,  Uruguay,  and  Paraguay. 
Chile  became  an  associate  Mercosur 
member  earlier  this  year.  The 
enlarged  group  will  join  economies 
with  a  combined  gdp  of  $1  trillion. 
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Marisol  Ferrer.  Your  R&D  superstar.  Truly  innovative.  Took  concept 
to  prototype  overnight.  Customers  wanted  it  months  ago. 


alone  in  a  vacuum.  On  the  other  hand,  a  multi- 
functional team  approach  to  product  development 
may  not  be  enough  to  get  the  goods  out  to  your 
customers  -  when  they  need  them. 

So  how  do  you  breathe  new  life  into  new  prod- 
uct development?  With  Arthur  Andersen. 

No  other  business  advisors  have  greater  experi- 
ence or  savvy  with  the  industry's  trailblazing  tool:  the 
Global  Best  Practices" '■'  knowledge  base.  Nothing  else 
comes  close.  Using  it,  Arthur  Andersen  professionals 
will  help  your  people  develop  insights  into  ways  to 
improve  their  processes. 


more  confidence,  greater  creative  freedom,  superstar 
performances  -  and  super  product  introductions. 
Find  out  more.  Call  1-800-640-8914  or  visit  our  Web 
site  at  http://www.arthurandersen.com/gbp. 

Global  Best  Practices3" 

Putting  Insight  Into  Practice™ 


.Arthur 
Andersen 


©1996  Arthur  Andersen,  Andersen  Worldwide  SC.  All  rights  reserved. 


Fred  Price  gropes 
his  way  downstairs 
in  the  dark,  grabs 
a  Danish,  and  races 
off  to  work  at  4 
a.  m.  Today  is  a 
lecial  day  for  the  29-year- 
d  North  Carolina  factory 
ind.  On  the  job,  he  will 
hedule  orders  as  usual  for 
e  tiny  tool-and-die  shop 
here  he  doubles  as  a  supervisor  when  he's  not  bending 
etal  himself.  But  at  midday,  test  results  are  coming  in 
am  the  state  Labor  Dept.  in  Raleigh.  These  aptitude  exams 
r  all  43  workers  at  Northeast  Tool  &  Manufacturing  Co., 
itside  Charlotte,  measure  everything  from  math  and  me- 
.anical  skills  to  leadership  and  adaptability.  And  they  come 
ith  a  prescription.  Now  it  appears  that  Price  will  have  to 
ill  back  from  the  bird  hunting  a  little  and  spend  less  time 


Today,  life  on  the  line 
requires  more  brains  than 

brawn-so  laborers  are 
heading  for  the  classroom 


with  the  kids'  go-cart.  Like 
tens  of  thousands  of  factory 
workers  across  America, 
Fred  Price  is  going  back  to 
school. 

Growing  up,  Price  liked 
to  work  with  his  hands 
more  than  his  head.  He 
would  help  his  father  fix 
the  family's  old  Ford  pick- 
up, and  once  they  rigged 
up  a  hydraulic  log-splitter.  In  high  school,  he  excelled  in 
shop  class  but  sat  toward  the  back  in  English  and  math. 
These  days,  in  an  economy  where  even  factory  work  in- 
creasingly is  defined  by  blips  on  a  computer  screen,  more 
schooling  is  the  only  road  ahead.  Northeast  Tool,  for  one,  will 
use  the  employee  tests  over  the  next  several  months  to  de- 
velop customized  training  for  each  worker.  Some  will  enroll 
at  a  nearby  community  college.  Others  will  take  remote 
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FRED  PRICE 

Northeast  Tool 
Charlotte,  N.  C. 
Part  supervisor,  part  metal 
worker,  Price  is  aiming  for  a 
two-year  degree  in  metallurgy. 
"Someday,"  he  says,  "I  hope  to 
manage  the  plant." 


courses  through  computers  set  up 
at  the  plant.  A  few  will  attend  af- 
ternoon classes  with  professors 
brought  right  into  the  mill.  Price 
wants  to  pursue  a  two-year  degree 
in  metallurgy,  even  if  it  means 
putting  in  long  hours  on  weekends. 
"Someday  I  hope  to  manage  the 
plant,"  he  says. 

Until  recently,  Americans  often 
divided  ranks  in  high  school  be- 
tween shop  kids  such  as  Price,  who 
went  on  to  industrial  or  service 
work,  and  college-bound  students 
headed  for  white-collar  or  profes- 
sional jobs.  They  parted  ways  at 
graduation  and  would  move  into 
distinct  categories  of  manual  and 
knowledge  workers. 
IN  THE  LOOP.  But  over  the  past 
decade,  thinned-out  ranks  of  man- 
agers have  been  equipping  factory  workers  with  industrial  ro- 
bots and  teaching  them  to  use  computer  controls  to  operate 
massive  steel  casters  and  stamp  presses.  At  the  same  time, 
managers  are  funneling  reams  of  information  through  the 
computers,  bringing  employees  into  the  data  loop.  Workers 
are  trained  to  watch  inventories,  to  know  suppliers  and  cus- 
tomers, costs  and  prices.  Knowledge  that  long  separated 
brain  workers  from  hand  workers  is  now  available  via  com- 
puter on  the  factory  floor.  At  Northeast  Tool,  Rusty  Arant, 
Fred  Price's  manager,  points  to  a  powerful  computer  he 
rigged  up  to  a  milling  machine  and  says:  "I  crammed  it  with 
memoiy  because  I  want  these  guys  to  be  managing  the  busi- 
ness from  the  shop  floor." 

The  trend  toward  high-skills  manufacturing  began  in  the 
mid-1980s  with  innovative  companies  such  as  Coming,  Mo- 
torola, and  Xerox.  They  replaced  rote  assembly-line  work 
with  an  industrial  vision  that  requires  skilled  and  nimble 
workers  to  think  while  thev  work.  In  the  1990s,  what  was 


once  the  industrial  avant-garde  is  now  mainstream  as  i| 
practices  spread  across  the  manufacturing  sector.  Large,  oil 
line  companies  finally  are  learning  the  lesson  that  invea 
ments  in  training  boost  productivity,  often  at  less  cost  thJ 
capital  investments.  And  as  the  big  guys  push  suppliers  aij 
subcontractors  on  quality,  price,  and  just-in-time  delivei 
even  little  shops  such  as  Northeast  Tool  see  high  skills  as 
sential  for  competition. 

The  result  is  an  intensifying  transformation  of  the  Ame 
can  factory.  The  ranks  of  manufacturers  that  put  a  majority 
their  workers  through  different  types  of  training  have  doubl 
or  tripled  in  the  past  decade,  according  to  surveys  of  lar 
companies  by  the  University  of  California's  Center  for  I 
fective  Organizations  (chart).  At  the  same  time,  the  share 
the  country's  19  million  factory  workers  with  a  year  or  two 
college  has  jumped  to  25%  vs.  17%  in  1985,  according  to  t 
Bureau  of  Labor  Statistics.  An  additional  19%  have  colle 
diplomas  today,  up  from  16%  a  decade  ago.  "There's  a  rc 


FACTORIES  ARE  TRAINING  MORE  AND  HIRING  BETTER-EDUCATED  WORKERS 


pi  1 

Percent  of  workers 
in  manufacturing, 
i  by  education  level 

1985 
|   H  1995 



SPECIFIC 
JOB  SKILLS 

*Not  available 


QUALITY  AND  GROUP 
STATISTICAL  ANALYSIS  DECISION-MAKING 


TEAM  MULTIPLE 
BUILDING  JOBS 

DATA:  CENTER  FOR  EFFECTIVE  ORGANIZATIONS,  UNIVERSITY  OF  SOUTHERN  CALIFORNIA 


SOME 
COLLEGE 


COLLEGE 
DEGREE 


DATA  BUREAU  OF  LABOR  STATISTICS 


60  BUSINESS  WEEK  /  SEPTEMBER  30,  1996 


rise  in  companies'  willingness  to  in- 
vest in  their  workforces,"  says 
Pamela  J.  Tate,  president  of  the 
Council  for  Adult  &  Experiential 
Learning,  a  Chicago  consulting 
group. 

This  investment,  though,  carries 
a  none-too-subtle  message  for 
America's  manufacturing  workers: 
hone  your  skills  or  risk  being  left 
behind.  U.  S.  workers  are  being 
pushed  to  raise  their  technical 
savvy  to  the  level  of  the  best 
Japanese  and  German  workers.  At 
the  same  time,  many  are  being 
asked  to  develop  leadership  skills 
and  to  take  a  role  in  managing 
that's  rare  in  the  top-down  struc- 
tures found  in  Asia  and  Europe. 

Indeed,  the  old  formula  of  com- 
pany loyalty,  a  strong  back,  and 
showing  up  on  time  no  longer  guar- 
antees job  security,  or  even  a  de- 
cent paycheck.  Today,  industrial 
workers  will  thrive  only  if  they  use 
their  wits  and  keep  adding  to  their 
skills  base.  It's  a  rich  irony:  Mil- 
lions of  Americans  who  headed  for 
the  factory  because  they  didn't  like 
school,  among  other  reasons,  are 
now  faced  with  a  career-long  dose 
of  it.  "It  isn't  whether  you  can  hoist 
100-pound  sacks  anymore,"  says 
Anthony  Carnevale,  a  training  ex- 
:rt  at  Educational  Testing  Service  in  Princeton,  N.J.  "Most 
the  work  is  mental." 

Demanding  as  it  is,  the  high-skills  factory  represents 
ue-collar  America's  best  hope  for  retaining  high  wages 

a  world  teeming  with  workers.  Across  the  economy,  in 
anufacturing  and  services  alike,  there  has  been  a  surge  in 
mand  for  higher  skills  as  employers  reorganize  work 
ound  new  technologies  and  human  capital-investments, 
scently,  the  pressure  for  more  capable  workers  has  even 
gun  to  generate  skills  shortages  in  pockets  around  the 
untry. 

ULLS  GAP.  But  many  companies  still  need  to  catch  up:  Only 
<%  to  20%  of  large 
mpanies  have  adopt- 
I  high-performance 
chniques,  surveys 
ow,  including  a  third 

large  manufactur- 
s,  according  to  the 
ational  Association 

Manufacturers.  Oth- 
s  are  actually  going 

the  opposite  direc- 
>n.  In  industries  as 
verse  as  apparel 
iking,  telemarketing, 
d  chicken  process- 
es, many  employers 
ntinue  to  slice  pay, 
oid  unions,  and  out- 
urce  work  to  lower- 
ige  subcontractors, 
lese  trends  have  led 

a  growing  inequali- 

along  skill  and  edu- 
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cation  lines,  similar  to  the  one  cleaving  society  at  large. 
So  far,  the  net  result  has  weighed  more  heavily  downward, 
even  in  manufacturing,  where  average  pay  lagged  inflation 
by  3%  from  1989  to  1995,  according  to  the  bls. 

In  this  cutthroat  environment,  an  individual  worker's 
best  chance  of  getting  ahead  now  lies  in  advancing  his  or 
her  skills  whenever 
the  opportunity  aris- 
es. And  plenty  of 
workers  are  jumping 
at  the  chance.  From  downsized  defense-industry  hands  in 
Long  Beach,  Calif.,  to  white-smocked  pharmaceutical  work- 
ers in  the  Delaware  Valley,  they  are  studying  for  new  fac- 
tory jobs. 

This  even  includes  veterans  in  old-line  smokestack  compa- 
nies. Take  Adlai  John  Warner,  44,  who  put  in  25  years  at 
Acme  Metals  Inc.,  a  specialty  steelmaker  outside  Chicago. 
Warner  always  enjoyed  learning  and  was  quick  with  facts — 
quick  enough  to  be  given  top  security  clearance  as  a  U.  S.  Ma- 
rine intelligence  specialist  in  Vietnam.  He  had  planned  to 
attend  college  when  he  returned  to  Chicago  after  the  war.  In- 
stead, he  started  a  family  and  wound  up  making  good  money 
as  a  laborer  at  Acme. 

NO-BRAINER.  Warner  found  the  work  tedious.  Acme,  like 
most  other  manufacturers,  was  organized  for  a  low-skilled 
force  and  used  Warner's  body  but  not  much  of  his  brain. 
Even  after  he  jumped  a  few  rungs  on  the  job  ladder  by  ap- 
prenticing as  a  pipe  fitter,  the  work  required  more  en- 
durance than  thought.  Warner  describes  long  empty  days  of 
sitting  around,  waiting  for  pipe-fitting  jobs,  making  time 
and  a  half  with  gobs  of  overtime.  Despite  pay  that  eventu- 
ally reached  $60,000  a  year,  the  boredom  prompted  Warner 
to  pursue  a  bachelor's  degree  in  psychology  at  night  at 
  Chicago  State  Univer- 

JOHN  WARNER 

Acme  Metals 
Chicago 

When  steelmaker  Acme  saw  a 
need  for  more  skilled  workers, 
Warner,  a  pipe  fitter,  jumped  at 
the  chance.  Now  he's  studying 
to  be  a  maintenance  technician 


sity  in  the  hopes  of 
moving  into  human  re- 
sources. He  got  his  ba 
in  1978,  but  it  never 
led  anywhere. 

Meanwhile,  the 
world  was  closing  in  on 
Acme.  Low-cost  mini- 
mills  and  foreign  mills 
threatened  its  niche  in 
super-high-carbon  steel, 
which  is  used  in  knife 
blades,  tools,  and  criti- 
cal machine  parts.  Its 
old  equipment  was 
falling  apart.  In  1994, 
management  launched 
a  $400  million  redesign 
of  the  mill  with  a  high- 
tech German  caster — 
an  audacious  move  for 
a  $560  million  compa- 
ny. But  operation  of 
the  finicky  caster, 
which  converts  molten 
steel  into  a  two-inch- 
thick  band,  is  fast  and 
dangerous.  If  workers 
can't  make  quick  deci- 
sions, they  risk  a 
"breakout,"  when  hot 
liquid  steel  spills  from 
the  mold  all  over  the 
machinery.  To  date, 
only  minimill  leader 
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Nucor  Corp.  and  its  offspring,  Steel  Dynamics  Inc.,  with 
skilled  and  flexible  workforces,  have  made  money  with  the 
new  technology. 

In  effect,  Acme  is  betting  the  company  on  its  workers" 
brains — and  Warner  has  leaped  at  the  opportunity.  Last 
year,  the  company  brought  in  scads  of  consultants  to  test 

those  who  volunteered 
among  its  1,100  union- 
ized ranks.  They  used 
an  exhaustive  battery 
of  exams  to  look  for  reading,  math,  technical,  and  communi- 
cation skills.  Some  workers  weren't  interested  and  took  ear- 
ly retirement.  About  750  were  chosen  to  create  an  entirely 
new,  team-oriented  system.  Warner  qualified  for  an  advanced 
job  as  a  maintenance  technician  and  last  September  prompt- 
ly hit  the  books. 

Acme  set  up  classroom  trailers  next  to  the  mill  and 
brought  in  teachers  from 
Detroit,  Georgia,  even 
Germany.  The  company 
paid  Warner  and  130  oth- 
ers to  spend  nine  months, 
full-time,  learning  every- 
thing from  metallurgy, 
math,  and  computers  to 
a  piece-by-piece  study  of 
the  new  machinery.  The 
total  cost  to  upgrade  the 
workforce,  including  em- 
ployee salaries,  came  to 
some  $8  million,  or  just 
2%  of  the  amount  Acme 
spent  on  the  new  caster. 
"We're  being  exposed  to 
things  we've  never  been 
exposed  to  before,"  says 
Warner  appreciatively. 
NEW  STANDARDS.  Warner 
and  his  colleagues  also  are 
involved  in  reinventing 
Acme's  entire  work  sys- 
tem. In  the  spring,  he  and 
five  other  workers  were 
selected  to  sit  down  with 
managers  and  consultants 
for  weeks  on  end  at  a 
nearby  Ramada  Inn. 
There,  they  hung  poster 
paper  all  over  the  walls 
and  blackboards,  marking 
up  a  scheme  for  the  new 
workplace,  from  devising 
a  pay  system  pegged  to 
profits  to  redefining  super- 
visors' roles.  "The  people 
working  there  have  to 
make  the  decisions,"  says 
Anthony  C.  Capito,  Acme's 

vice-president  for  steel  production.  The  new  system,  including 
the  training  received  by  Warner  and  his  colleagues,  will  be  put 
to  the  test  when  the  new  caster  is  brought  on  line  this  fall. 

Workers  at  small  manufacturers  are  facing  similar  tests.  In 
1985,  when  the  then  18-year-old  Fred  Price  landed  his  job  at 
Northeast  Tool,  the  job  shop  sold  custom-made  metal  pieces 
primarily  to  local  Carolina  customers.  Today,  as  regional  mar- 
kets meld  into  national  and  global  ones,  Northeast  must 
boost  quality  enough  to  land  contracts  from  the  likes  of  bmw 
and  Siemens.  These  companies  want  metal  fashioned  to  pre- 
cise tolerance  -  that  only  statistical  quality-control  methods  can 
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achieve.  Many  demand  that  suppliers  be  certified  to  tough  Eu- 
ropean standards,  a  goal  Northeast  is  pursuing. 

All  this  requires  more  training  than  Price,  a  high  schc|i; 
graduate,  had  gained  through  work  experience.  For  him,  t'm 
payoff  comes  in  getting  a  shot  at  advancement  and  improvib 
his  $15-an-hour  pay.  From  manager  Arant's  perspective 
there's  no  choice  at  all.  Arant  plans  to  use  his  higher-skill! 
workforce  to  bid  for  more  lucrative  business  and  expand.  £. 
he  didn't,  Northeast  could  fall  behind,  as  Arant  thinks  sorj 
rivals  may  do.  "They'll  run  the  machines  as  long  as  th« 
can  and  then  close,"  he  predicts. 

OPPORTUNITY  COSTS.  Until  recently,  workers  such  as  Pril 
probably  would  have  been  out  of  luck.  Northeast,  a  fiyspe* 
of  a  company  with  annual  revenues  of  less  than  $5  millkj, 
simply  wouldn't  have  had  the  wherewithal  to  launch  its  a| 
bitious  training  program.  And  many  companies,  large  a4 
small,  were  loath  to  invest  too  much  in  workers,  only  I 


RACHELLE COOK 

Medrad 
Pittsburgh 

Cook  t  ook  a  job  at  the  medical-equipment 
maker  because  she  heard  it  invested  in  its 
workers-and  last  year,  managers  chose  her 
for  a  career-development  program 


lose  them  later.  Now,  though,  more  companl 
feel  they  can't  afford  not  to  train.  And  Nor! 
east,  like  other  small  companies,  has  bel 
able  to  tap  into  a  growing  netwrork  of  lol 
and  state  training  initiatives.  Often,  th<B 
are  cobbled  together  with  regional  or  st;l 
development  funds  and  community-collel 
training  programs  (page  68). 

As  a  result,  Northeast  is  spending  jm 
$35,000  for  its  entire  training  plan.  NoM 
Carolina  has  set  up  programs  to  assist  snT' 
companies,  helped  out  with  staff  advice,  software,  and  accl 
to  the  nearby  community  college.  Such  state  programs 
growing  fast.  "If  we  don't  invest  in  higher  skills,  we  relegi 
ourselves  to  low-wage  jobs,"  says  Eric  Butler,  president^ 
Bay  States  Skills  Corp.,  which  coordinates  training  progra/ 
in  Boston. 

The  education  message  rings  so  loudly  today  that  so| 
job-seekers  actually  target  high-performance  employers  justj 
get  the  schooling.  In  fact,  in  the  post-cold-war  era,  such  cd 
panies  are  replacing  the  military  as  a  blue-collar  train] 
ground  as  a  way  to  get  some  college  education,  or  its  equl 


naivaru  Dusmess  ocnooi  executive  rjuucatiun 


Is  the  Office  Really  Any 
Place  to  Think  About 
Business? 


Harvard  Business  School's 
Executive  Education  Programs 
offer  more  than  20  intensive 
courses  to  help  executives  gain 


"in  one  word,  profound.  I  rate  OPM  among  the 
top  ten  experiences  of  my  life  so  far." 

Joseph  W.  Bl.andford,  President 
Atlantia  Corporation  •  OPM  participant 


Governing  for  Nonprofit  Excellence:  Critical 
Issues  for  Board  Leadership  (GNE) 
December  4  -  7,  1996 

This  new  program  is  designed  to  enhance  the  capacity 
of  nonprofit  board  leaders  to  contribute  directly  to 
their  organization's  effectiveness.  Issues  explored 
include  the  board's  role  in  strategic  planning, 
achieving  financial  sustainability,  and  maintaining 
effective  oversight. 

Owner/President  Management  Program  (OPM) 
January  12  -  January  31,  1997 
July  27  -  August  15,  1997 

Business  owners  and  CEOs  of  companies  with  several 
million  to  several  hundred  million  dollars  in  sales 
focus  on  honing  their  management  effectiveness  in 
this  intensive  program  which  runs  three  weeks  a  year 
for  three  consecutive  years. 


new  perspectives  and  fresh 
insights.  Several  upcoming 

courses  are  featured  below. 

Call  us  for  our  complete  portfolio. 


Achieving  Breakthrough  Service  (ABS) 
January  26  -  February  1,  1997 

Managers  of  service  and  retail  firms  (or  the  service 
components  of  a  manufacturing  firm)  develop  a 
detailed  understanding  of  the  ways  in  which  a  firm's 
various  components  can  contribute  to  "breakthrough" 
service  —  and  achieve  sustained  profitability  and 
growth.  In  1997,  HBS  will  also  offer  ABS  programs 
outside  the  U.S..  Please  call  for  details. 


"ABS  was  eye  opening!  I  now  know  that  by 
treating  customers  and  employees  better,  the 
bottom  line  value  of  a  customer  is  improved.' 

Petra  Kerp,  Chief  Financial  Officer 
BMW  Canada  Inc.  •  ABS  participant 


Strategic  Finance  for  Small  Businesses  (SFSB) 
March  2  -  7,  1997 

New  in  1997,  this  program  teaches  owners,  presidents, 
and  CEOs  of  small,  privately  owned  companies  how  to 
strategically  manage  the  corporate  finance  aspects  of 
their  businesses.  Topics  include:  managing  accounts 
receivable  and  inventory,  calculating  working  capital 
needs,  determining  whether  to  buy  or  lease  equipment, 
deciding  when  and  how  much  money  to  borrow,  and 
maintaining  control  over  costs. 

Advanced  Management  Program  (AMP) 
April  10  - June  11,  1997 
September  4  -  November  5,  1997 

Top  managers  from  around  the  world  probe  political, 
economic,  social,  cultural,  and  ethical  aspects  of 
corporate  performance.  The  course  fosters  greater 
appreciation  of  business  complexities  and  enhances  the 
participant's  ability  to  lead  and  change  organizations. 


To  learn  more  about 
Harvard  Business  School's 
Executive  Education  Programs, 
call:  1-800-HBS-5577,  Ext.  445. 

Outside  the  U.S.,  call  617-495-6555,  ext.  445 
FAX:  617-495^6999 

E-MAIL:  executive_education@hbs.edu 
WEB:  http://www.exed.hbs.edu/ 


lent,  inexpensively.  Many  companies  are  willing  to  sink  money 
into  training  if  they  feel  confident  the  employee  has  the  profile 
of  a  lifelong  learner.  "We  look  for  people  who  want  change,  who 
don't  see  it  as  troublesome,  but  as  an  opportunity,"  says  David 
P.  Jones,  an  official  of  Aon  Consulting,  a  Chicago  firm  that  as- 
sists manufacturers  in  testing  and  hiring. 

Rachelle  Cook,  36, 
fits  that  description. 
Cook  worked  at  a 
Pittsburgh  nursing 
home  for  six  years  while  she  pursued  an  associate  degree  at 
Westmoreland  County  Community  College.  But  to  get  any- 
where in  nursing,  she  says,  requires  at  least  a  four-year  de- 
gree, and  the  mother  of  two  was  having  enough  trouble 
freeing  up  study  time  after  work.  So  in  1992,  when  a  friend 
told  her  that  Medrad  Inc..  a  Pittsburgh  medical-equipment 
maker,  invested  in  its  workers,  she  applied  for  a  job. 


Special  Report 


PHIL  WAGCARY 


Medrad  didn't  seem  at  all  promis- 
ing at  first.  Cook  found  herself  work- 
ing as  a  temp,  up  all  night  assem-   Kinetic  Parts  Manufacturing 
bling  syringes,  and  making  less  than   JJCLrbOV  dtU  CdUf. 

Waccarv.  a  former  defense  industry  worker, 


$10  per  hour.  "Everyone  could  see  I 
was  miserable,"  she  recalls.  "Work- 
ing that  shift.  I  had  no  life."  But  she  has  gotten  plenty  of  training  at  auto-parts 

had  good  communications  skills  and         ,      v.  .  _  •  , 

loads  of  ambition.  She  applied  for  maker  Kinetic,  but  his  wages  remain  low 

every  job  she  saw  posted. 

gung  HO.  Fortunately,  Medrad  was  instituting  teams  in  its 
250-employee  factory  and  giving  workers  more  say  in  how 
their  jobs  are  done.  Cook  was  part  of  a  pilot  project  that  of- 
fered courses  in  conflict  resolution,  problem  solving,  and  cus- 
tomer and  supplier  relations.  A  few  times,  the  team  stayed  up 
all  night  debating  how  to  reorganize  manufacturing  and  qual- 
ity-control systems. 

Cook  excelled,  primarily  because  of  a  gung  ho  attitude 
and  her  sense  of  teamwork.  The  result:  Last  year,  company 
managers  selected  her  for  a  career  development  program. 


Now,  she  fills  in  as  a  substitute  to  learn  different  jobs  ;jjd 
takes  a  slew  of  in-house  computer  courses.  Once  a  week,  ye 
commutes  into  downtown  Pittsburgh  for  a  Dale  Carnete 
course  on  public  speaking.  When  she's  done  in  a  year  or  tw 
Medrad  will  place  her  in  a  higher-paying  job  that  best  uK 
her  abilities — possibly  as  a  trainer  or  a  customer  servl 
supervisor. 

Unfortunately,  plenty  of  the  most  flexible  factory  works 
wind  up  running  in  place.  Or  worse,  they  take  on  new  I 
sponsibilities  and  get  a  pay  cut  for  their  trouble.  That's  m 
Waccary's  problem.  In  1992,  defense  cuts  prompted  Allied  £^ 
nal  Inc.  to  shutter  the  aerospace  plant  in  Torrance,  Ca« 
where  he  had  earned  $19  an  hour  as  a  supervisor.  Waccfl 
found  part-time  jobs  driving  freight  trucks  and  loading  pla* 
for  a  United  Parcel  Service  Inc.  subcontractor.  Next  camp 
full-time  post  in  a  shipping  and  receiving  department.  Bt 
none  paid  close  to  what  he  had  made  building  medical  I 

struments  for  Kewlett-Packal 
F-18  fighters  for  Northrop  Gn|- 
man,  and  aircraft  parts  for  J 
lied. 

So  Waccary  took  a  monthlcg 
federally  funded  course  til 
teaches  job-seekers  how  to  wm 
resumes  and  start  business! 
But  a  host  of  job  interviews  d 
to  nothing  with  much  promi 
He  suspected  that  part  of  t 
problem  mav  have  been  his  a 
57.  Then,  finally,  in  1994,  W 
cary  won  a  spot  on  the  gra 
yard  shift  at  Kinetic  Pails  M; 
ufacturing  Inc.,  a  high-tech  ai 
parts  factory  in  Harbor  City. 

The  plant  was  opened  tl 
year  by  Autospecialty.  a  priva 
ly  owned,  S75  million  import 
of  brake  parts.  Autospecialty  h 
gone  into  manufacturing  after 
dustry  consolidation  left  it  chrc 
ically  short  of  critical  parts.  T 
company's  founders  travers 
the  globe  to  study  brake  mar 
facturing  and  designed  a  hig 
tech  plant  based  on  heavy  tra 
ing  and  job  rotation. 
"STARTING  OVER."  But  while 
netic  is  high-perfbimance,  it's  i 
exactly  high-wage.  It  set  up  sh 
in  the  Southern  California  to\ 
and  hired  lots  of  laid-off  defer 
and  aerospace  workers  such 
Waccary  for  $9  an  hour.  By  nc 
Waccary  has  gone  through  t 
same  kind  of  extensive  traini 
that  has  helped  Price,  Warn 
and  Cook.  Armed  with  sta 
funds.  Kinetic  paid  him  and  ot 
er  new  hires  to  put  in  a  mon 
of  eight-hour  days  learning  basic  math,  algebra,  and  bluepri 
reading  with  instructors  from  nearby  El  Camino  College 

The  company  also  has  given  Waccary  and  his  fellow  ei 
ployees  doses  of  upgrade  training  on  the  job,  including  mo 
math,  supervisory  skills,  office  automation,  and  comput< 
aided  design.  Now,  Kinetic  is  setting  up  classes  for  tol 
quality  management  and  statistical  process  control. 

But  fierce  competition  from  the  Chinese  has  left  Kine 
barely  profitable  so  far.  And  even  though  recent  U.  S.  tra 
threats  against  China  for  dumping  brake  parts  has  the  coi 
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how  we  spent 
our  summer. 


•  Traveled  to  Russia,  Indonesia, 


Poland,  Egypt.  Missed  Great  Sphinx 


but  signed  contracts  to 


install  monumental 


communication  networks. 


Helped  build  network  for  Summer 


Olympic  Games  (largest  ever). 


Also  world's  first  video- 


conferencing system  with  ability 


to  connect  24  sites. 


Plus  new  chip  that  eliminates  echo 


on  international  and  wireless  calls. 


Lots  more  too.  But  gotta  go. 


Fall  is  looking  to  be  a  scorcher. 


Lucent  Technologies 

Be"  Labs  ln„ovT,i0„s 

600  Mountain  Avenue 

ST NJ  07974  ■ 0636 


■4-Lucent 


We  make  the  things  that  make  communications  work." 


pany  mulling  a  major  expansion,  Waccary  is  not  likely  ever  to 
come  close  to  his  old  wage.  So  far,  he  has  received  only  a  50c- 
an-hour  raise  for  the  training  he  has  gone  through.  "No  one 
in  this  building  can  take  pride  in  their  salaries,"  concedes  Ki- 
netic plant  manager 
Stephen  J.  Paiiz.  Says 
Waccary:  "I  feel  like 
I'm  starting  over 
again.  But  I'm  not  sure  I  have  any  other  choice." 

The  same  could  be  said  for  many  other  blue-collar  Ameri- 
cans. To  earn  a  higher  paycheck  or  save  their  jobs  from  rivals 


Special  Report 


abroad,  U.  S.  factory  workers  are  under  the  gun  to  add  vahj 
This  relentless  atmosphere  is  far  less  forgiving  than  the 
niority-based  assembly  line  it  replaces.  But  talk  to  thel 
men  and  women  about  their  work,  their  class  load,  the  so] 
ware  they  have  to  reconfigure,  or  the  inventory  that  shod 
show  up  in,  oh,  three  minutes,  and  many  seem  happy  for  tj 
chance  to  stake  out  a  new  path.  Most  realize  that  they'| 
helping  to  cany  U.'  S.  industry.  This  time,  though,  it's  not 
their  shoulders,  but  with  their  heads. 

By  Stephen  Baker  in  Pittsburg 
with  Larry  Armstrong  in  Los  Angel 


YOUR  LOCAL  CAMPUS:  TRAINING  GROUND  ZERO 


The  six  guys  clustered  around  a 
transmission  hardly  look  like 
state-of-the-art  high-skilled 
workers.  Yet  these  students  are 
toiling  at  a  potent  nexus  of  acade- 
mia  and  business.  They're  ripping 
apart  General  Motors  Corp.  cars 
with  sophisticated  gm  equipment, 
working  toward  associate  degrees 
at  Gateway  Community- 
Technical  College — and  to 
careers  as  technicians  of 
GM-made  natural-gas-pow- 
ered cars. 

Over  the  past  seven 
years,  GM  has  donated  $2 
million  of  equipment  and 
75  demonstration  cars  to 
the  college's  North  Haven 
(Conn.)  campus.  And  when 
the  auto  maker  started  in- 
vesting in  alternative-pow- 
ered cars,  Gateway  sought 
out  a  federal  grant  to  run 
its  technician  training. 
"Satisfying  the  needs  of 
the  community  is  one  of 
our  goals,  but  now  we're 
finding  this  other  [busi- 
ness] market,  and  we're 
pushing  the  envelope  to 
get  into  it,"  says  Roy  C. 
Francis,  coordinator  of  the 
auto  program  at  Gateway. 
WELCOME  BUSINESS.  In  ac- 
cepting his  party's  renomi- 
nation  Aug.  29  in  Chicago, 
President  Bill  Clinton  vowed  to 
"make  the  typical  community-college 
education  available  to  every  Ameri- 
can"— with,  among  other  proposals,  a 
$l,500-a-year  tuition  tax  credit.  The 
pledge  acknowledged  a  new  reality: 
Community  colleges,  long  the  hum- 
ble stepsisters  of  U.  S.  higher  educa- 
tion, are  in  demand. 

"In  the  past,  community  colleges 
didn't  seem  to  have  that  strong  an 
interest  in  working  with  [compa- 
nies], and  we  weren't  that  easy  to 
work  with,"  says  Stan  Horner,  senior 


manager  of  training  and  education  at 
chipmaker  AMD.  These  days,  though, 
community  colleges  are  awash  in 
corporate  contracts.  With  govern- 
ment funding  dwindling  and  their 
full-time  student  base  stagnating, 
the  institutions  welcome  the  busi- 
ness. Local  governments  see  the 
programs  as  engines  for  business  de- 


COMMUNITY  COLLEGES  GO  CORPORATE 

Training  partnerships  between  community  colleges 
and  corporate  employers  are  growing: 


SEMATECH  The  semiconductor  industry  associa- 
tion is  working  with  Maricopa  Community  Colleges 
in  Phoenix  to  develop  a  national  curriculum  for 
training  entry-level  manufacturing  technicians. 

PENNSYLVANIA  POWER  &  LIGHT  The  utility  has 
created  a  technology  demonstration  center  with 
Northampton  Community  College  in  Bethlehem, 
Pa.,  to  test-run  new  developments. 

AEGON  US  In  Cedar  Rapids,  Iowa,  the  insurer  built 
a  $10  million  corporate  data  center  at  Kirkwood 
Community  College,  to  be  shared  by  company 

employees  and  college  students.   j^^g" 

GM  With  Toyota,  it  has  donated  equipment  to  labo- 
ratories at  Gateway  Community-Technical  College  in 
North  Haven,  Conn.,  to  prepare  service  technicians 
for  work  at  area  dealerships.  GM  has  similar  pro- 
grams at  more  than  50  other  schools. 


leges  at  North  Carolina  State  Uni- 
versity in  Raleigh.  "Business  and 
industry  have  to  have  training  be- 
cause technology  is  changing  so 
rapidly,"  he  says.  Massive  restruc- 
turing, moreover,  has  left  thousands 
of  displaced  workers  in  need  of  new 
skills. 

IN  THE  CHIPS.  Look  at  Austin  Com- 
smss    munity  College  (ACC)  in 
Texas.  A  sleepy  1,800-stu- 
dent  two-year  institution 
when  it  opened  in  1973,  it 
now  serves  26,000  for-cred- 
it  students.  On  top  of  that, 
18,000  employees  get  train- 
ing through  $2.7  million  in 
annual  contracts  with  local 
businesses  such  as  AMD. 
The  chipmaker  gave  the 
college  $400,000  in  equip- 
ment; acc,  which  already 
had  worked  with  AMD  and  I 
other  technology  companies! 
to  create  programs  for 
semiconductor  manufactur- 
ing technicians,  put  in  $2 
million.  The  result:  a  new 
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velopment.  Employers,  meanwhile, 
have  discovered  that  the  colleges  are 
better  at  most  sorts  of  training — and 
cheaper,  too. 

Community  colleges  were  born 
after  World  War  II,  and  they  multi- 
plied through  the  1960s  and  1970s. 
Today,  some  5  million  students  are 
enrolled  in  degree  programs,  paying 
average  tuition  of  $1,492.  But  deep- 
er ties  with  business  and  industry 
"are  the  future  of  the  community- 
college  movement,"  says  George 
Baker,  who  studies  community  col- 


could  train  up  to  350  chip 
workers  a  year. 

Most  contracts  are  more 
modest,  lasting  less  than 
three  months  and  costing 
under  $10,000— far  less 
than  companies  typically 
would  pay  elsewhere.  In 
Pittsfield,  Mass.,  papermaker  Crane 
&  Co.  pays  Berkshire  Community 
College  an  average  of  $400  per  stu- 
dent, a  fraction  of  the  $1,500  it  once 
spent  on  commercial  courses.  "Be- 
cause we  do  it  every  day,  we  think 
we  can  be  more  cost-effective,"  says 
Robert  J.  Kopecek,  president  of 
Northampton  Community  College  in 
Bethlehem,  Pa.  That's  compelling 
logic — for  employers  and  colleges 
alike. 

By  Susan  Jackson  in  North 
Haven,  Conn 
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With  our  poi  ICYHOLDERS.  WE  are  encaged  in  a  great  mutual  enterprise  it  is  great  because  it  seeks  to  prevent  crippling  injuries  and  death  b 


> 


While  Louisa  hates  taking  a  spill,  it  is  something  she  expects  when  surfing.  Wl 
Louisa  works  though,  she's  never  taken  a  spill  because  of  the  safety  precautions  h 

- 

employer  learned  from  Liberty  Mutual.  Slips  and  talis  on  workplace  floor  surf; 
account  tor  almost  30  percent  of  injuries  and  workers  compensation  clain 

z 
< 

Liberty  Mutual  is  the  only  insurer  with  a  research  center  that  studies  in  detail 
connection  between  shoes,  floor  surfaces  and  slippery  hazards  like  water  and  gr 

i    isnv  hh  iviao  si  ii  sson  qnv  «vh  gnv  mohhos  qnv  nivj  jo  jaiu'H  jhi  ni  sivjq  11  jsnv:>j8  ivj'md  si  ii  sinjqiddv  m>iom  qnv  avmhdih  jvmoh  jo 


OF  HOMF.  HIGHWAY  AND  WORK  ACCIDENTS-  IT  IS  GREAT  BECAUSE  IT  DEALS  IN  THE  RELIEF  OF  PAIN  AND  SORROW  AND  FEAR  AND  LOSS    IT  IS  GREAT  BECAUSE  IT 

o 


x  loss  prevention  consultants  will  investigate  a  company's  safety  concerns  and 
n  recommend  a  thorough  safety  plan  that  includes  ways  to  help  prevent  slips 
i  falls.  So,  the  real  bottom  line  isn't  just  lowering  workers  compensation  costs, 
ensuring  that  someone  like  Louisa  Abbott  lives  a  safer,  more  secure  life. 
There's  more  information  we'd  like  to  share.  So  please  call  John  Ryan  J^JJ^SJ^T 

MUTUA 

617)  574 -5842  or  rioit  our  website  at  http://www.libertym.utual.com  jreedom  of  Jj'betty 
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Information  Processing 


COMPUTERS 


WHY  BOTHER 
MAKING  HOME  PCs? 

The  digital  future  may  be  brighter  than  today's  profits 

[ 


Gunst,  ceo  of  West  Coast  retailer  The 
Good  Guys  Inc. 

So  why  does  anybody  bother?  Be- 
cause home  PCs  are  seen  increasingly 
as  the  key  to  an  emerging  all-digital 
consumer-electronics  business,  pes,  say 
Gunst  and  others,  will  become  the  caffl 
tral  information  appliance  in  a  network 
of  devices  for  everything  from  watching 
TV  to  surfing  the  Internet.  With  an  eye 
on  that  prize,  a  company  like  Sony  is 
willing  to  lose  money  on  home  PCs  now 
to  make  sure  that  it  has  a  way  to  sell 
profitable  add-ons  down  the  road — 
items  such  as  big-screen  monitors,  CD- 
rom  changers,  wireless  mice,  digital 
cameras,  and  so  on.  "Profitability  isn't 
the  issue,"  says  Timothy  M.  Errington, 
senior  vice-president  for  Sony's  home- 
PC  unit.  "Even  if  this  is  a  break-even 


f  any  company  knows  how  to  tend 
to  the  bottom  line,  it's  Hewlett- 
Packard  Co.  Its  sales  and  profits 
have  zipped  along  at  more  than  20% 
per  year  since  1993,  blowing  away  rivals 
in  everything  from  lab  equipment  to 
network  servers  to  laser  printers.  Then 
hp  tried  home  PCs.  The  company  made 
an  impressive  leap  to  No.  4  in  the  U.  S. 
market  in  just  16  months,  but  the  busi- 
ness has  barely  broken  even.  Says 
Webb  McKinney,  general  manager  of 
hp's  home-PC  unit:  "Making  money  in 
this  business  is  like  trying  to  land  a 
man  on  the  moon." 

And  about  as  common.  With  cus- 
tomers demanding  ever-lower  prices, 
gross  margins  are  just  10%.  By  mis- 
judging what  models  will  sell,  many 
home-PC  makers  have  been  stuck  with 
inventory  pileups,  write- 
clowns  rTictrkct^shtirG  sIicIgs 

and  losses,  just  ask  Packard  Compaq's  home-PC  business  may  be  the 

Bell.  Once  the  undisputed  _ 

top  dog  in  consumer  pes,  only  profitable  one  this  year,  as  the  likes 

Packard  Bell  has  seen  its 
share  plunge  from  23.4%  to 
17.5%  since  last  August,  ac- 
cording to  market  re- 
searcher Computer  Intelligence.  And 
with  no  high-margin  products  to  make 
up  for  shrinking  home-PC  profits,  the 
company  was  running  out  of  cash.  In 
June,  it  took  a  capital  infusion  from  NEC 
Corp.,  leaving  the  electronics  giant  with 
some  40%  of  what's  now  known  as 
Packard  Bell  NEC  Inc. 
ANGRY  RETAILERS.  Matters  won't  get 
any  easier  this  holiday  season  (page 
74).  Overall  growth  will  still  be  strong, 
and  analysts  expect  sales  to  jump  19%. 
But  that's  a  considerable  slowdown 
from  last  year's  29%  expansion.  And 
Japanese  electronics  powerhouses  Sony 
Corp.  and  Toshiba  Corp.  are  getting 
into  the  act,  with  sleek,  new  pes.  This 
season,  many  analysts  figure  that  only 
market  leader  Compaq  Computer  Corp. 
will  have  a  profitable  home-PC  business 
and  CompUSA  will  be  the  only  retailer 
to  actually  turn  a  profit  on  pc  sales. 
"It's  a  losing  category,"  says  Robert  A. 


of  HP  struggle  for  razor-thin  margins 


business,  it's  certainly  worth  pursuing." 

Not  for  everybody.  Some  players  are 
heading  for  the  sidelines — even  if  that 
means  writing  off  the  21st  century  liv- 
ing room.  "This  was  absolutely  not  a 
market  worth  fighting  for,"  says  Bruce 
Claflin,  a  pc  vice-president  at  Digital 
Equipment  Corp.,  which  pulled  the  plug 
on  its  home-PC  ef- 
forts in  January. 
Meanwhile,  Apple 
Computer  Inc.,  look- 
ing for  ways  to  stem 
its  losses,  is  easing 
out  of  the  low  end  of 
the  home  market.  It 
will  sell  older  models 
at  lower  prices  and 
emphasize  new  Per- 
formas  with  prices 
starting  at  $2,400 
that  are  aimed  at 
more  sophisticated 


buyers.  "We're  determined  to  be  a  ml 
jor  player  in  the  home,"  says  Chief  Oj 
erating  Officer  Marco  Landi.  "But  vj 
also  want  to  make  money." 

hp  is  intent  on  sticking  with  hon|i 
PCs — and  turning  the  business  into! 
moneymaker.  Chief  Financial  Officl 
Robert  P.  Wayman  concedes  that  til 


WITH  HOME-PC 
GROWTH  SLOWING... 


.AND  AVERAGE  SEll 
PRICES  FALUN  1 
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company's  home-PC  unit 
is  breaking  even  at  best 
but  says  the  PC  business 
did  not  contribute  to  the 
26%  fall  in  earnings  last 
quarter,  when  hp  was  hit 
}  a  slowdown  in  Europe  and  took  a 
35  million  write-off  to  scrap  its  disk- 
ive  business.  Still,  the  company  will 
y  to  streamline  its  PC  operation  and 
is  postponed  entry  into  home-PC  mar- 
its  beyond  North  America,  France, 
id  Britain.  "We're  not  happy  yet  with 
e  whole  situation  in  home  PCs,  so 


we're  not  rolling  out  to 
new  countries  at  this 
time,"  Wayman  says. 

The  company  seemed 
on  track  for  a  textbook 
HP-style  execution  when 
it  launched  its  Pavilion 
home  PCs  last  April.  Its 
success  in  the  printer 
business  helped  it  win 
widespread  distribution 
in  computer  and  con- 
sumer-electronics stores. 
To  save  money,  it  had  In- 
tel Corp.  design  the  in- 
nards of  the  Pavilion  and 
hired  sci  Systems  Corp. 
to  build  them.  That  al- 
lowed the  company  to 
throw  in  lots  of  features 
for  an  aggressive  price. 

By  yearend,  hp  was  a 
home-PC  winner,  having 
sold  more  than  200,000 
systems.  It  was  also 
about  to  get  its  first  les- 
son in  the  home-PC  school 
of  hard  knocks.  Seeing  in- 
ventories building  up,  hp 
executives  halted  produc- 
tion in  mid-December. 
They  had  not  realized, 
however,  that  the  reason 
for  the  buildup  was  not 
slowing  demand  but  their 
late  response  to  price  cuts 
from  rivals  such  as  Com- 
paq, hp's  misstep  angered  retailers  that 
had  been  promoting  the  now  overpriced 
models.  Then  dealers  got  even  more  up- 
set when  hp  finally  slashed  prices, 
spurring  fresh  demand  when  no  new  in- 
ventory was  coming  from  the  factories. 

Now,  hp  is  following  the  lead  of  com- 
panies such  as  Compaq  and  IBM,  which 
have  been  investing  in  systems  to  let 
them  manage  then-  PC  businesses  on  a 
day-to-day  basis.  The  idea  is  to  create 
links  to  where  consumers  are  buying  so  a 
manufacturer  can  instantaneously  see 
what's  selling  and — even  more  impor- 


.THE  QUEST  FOR  PROFITS  IS  INTENSIFYING 


MT  THE  MARKET  PC 

are  fine-tuning  the 
designed  strictly  for 
jstomers  as  gamers  and 
on-minded  families 

I  THE  BRAND  To  gener- 
re  profits,  PC  makers 
elling  add-ons  and 
irals  such  as  scanners 


SERVICES  Compaq,  HP,  and 
others  now  charge  for  some 
service  calls  and  intend  to 
launch  a  range  of  new 
services — such  as  next-day 
support  for  home  businesses 

THINK  CONSERVATIVE  To  avoid 
write-downs  on  outdated  prod- 
ucts, PC  makers  are  lowering 


production  plans — and  tight- 
ening supply  chains  to  avoid  a 
buildup  of  parts 

OUTSOURCE  IBM  is  consider- 
ing using  Taiwan's  Acer  to 
build  PCs,  while  SCI 
Systems  makes  all  HP  Pavil- 
ions in  the  U.S. 


tant — what's  not.  Acer  America  Inc. 
learned  that  the  hard  way  last  year.  It 
kissed  off  $20  million  in  profits  by  paying 
$10  million  to  air-freight  monitors  to  keep 
up  with  demand — and  $10  million  more 
to  write  down  much  of  that  same  inven- 
tory later,  when  demand  abated. 

At  the  other  end  of  their  operations, 
PC  makers  are  fine-timing  links  with  sup- 
pliers. At  hp,  McKinney  has  renegotiated 
contracts  with  suppliers  of  memory  chips 
and  cd-rom  drives.  Under  the  new  deal, 
hp  will  agree  to  use  standard  parts 
rather  than  demand  custom  features,  so 
long  as  the  supplier  agrees  to  change  or- 
ders on  just  four-  weeks'  notice,  hp's  ef- 
forts are  paying  off.  McKinney  says  the 
company  was  able  to  boost  production 
20%  in  the  second  week  of  July  because 
of  the  new  arrangement  with  suppliers. 

But  can  hp  and  other  home-PC  mak- 
ers hope  to  avoid  the  holiday  blues  this 
fall?  They're  certainly  trying.  In  addition 
to  tightening  operations  to  respond 
faster  to  market  changes  and  avoid  cost- 
ly inventory  snafus,  they're  looking  for 
money  wherever  they  can. 
EYE-CATCHING  DESIGN.  In  the  past,  for 
example,  PC  makers  paid  software  de- 
velopers for  the  right  to  bundle  their 
programs  with  their  hardware.  This 
year,  those  payments  are  being  slashed 
from  dollars  to  pennies  per  unit  where 
possible.  And  PC  makers  are  insisting 
on  a  cut  of  any  upgrade  sales  when  a 
customer  moves  up  to  a  new  version  of 
the  program  later.  In  an  agreement  with 
developer  Seventh  Level,  for  example, 
hp  will  pay  a  lesser  amount  per  unit 
for  demo  versions  of  Tuneland  and  The 
Great  Word  Adventure. 

Another  tack  is  to  do  what  Compaq  is 
trying — to  fine-tune  products  for  demo- 
graphic groups  that  will  pay  more  than 
the  prevailing  bargain-basement  price. 
Compaq,  for  example,  has  opted  for  eye- 
catching design  to  grab  the  attention  of 
upscale  consumers.  Its  Presario  3000, 
equipped  with  a  flat-panel  display  and 
carrying  a  $3,499  price  tag,  is  billed  as 
the  home  PC  that  will  look  great  in  the 
kitchen  or  the  den. 
By  focusing  on  such 
models,  Compaq  ex- 
pects  the  average 
price  it  gets  from 
each  home-PC  sale  to 
rise  5%  to  10%  over 
last  fall — even  as  in- 
dustry prices  drop, 
says  Vice-President 
Rodney  Schrock. 

There's  another 
target  for  higher- 
priced  gear  among 
the  millions  of  PC 
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owners  who  are  ready  for  an  upgrade. 
Repeat  shoppers  now  represent  more 
than  60%  of  the  market,  up  from  50%  in 
1993,  says  Computer  Intelligence.  On 
the  whole,  these  buyers  are  more  will- 
ing than  neophytes  to  spend  extra  for 
higher-performance  machines  and  brand 
names,  says  Matt  Sargent,  an  analyst 
with  Computer  Intelligence. 

To  reach  such  top-drawer  consumers, 
computer  makers  are  tailoring  their  gear 
with  hardware  and  software  for  specific 
uses.  Game  enthusiasts,  for  instance,  will 
have  a  wide  choice  of  pricey  machines 
with  which  to  pursue  their  passion. 
There's  a  special  $3,199  hp  Pavilion  and 
NEC's  $2,899  PowerPlayer,  both  of  which 
are  outfitted  with  3D  graphics,  high-fi- 
delity sound,  and  popular  game  titles. 

Compaq  is  the  leader  of  the  pack 
when  it  comes  to  segmenting  the  home 
market.  It  will  offer  12  models — twice 
as  many  as  in  1995 — each  aimed  at  a 
particular  audience.  The  new  PC  for 
home-based  business  has  a  modem  with 
a  two-line  connection  that  enables  the 
user  to  talk  to  a  customer  while  faxing 
a  response  or  cruising  the  Net. 

PC  makers  can't  depend  only  on  con- 
sumers that  are  willing  to  buy  pricey 
machines,  though.  In  fact,  with  con- 
sumers so  accustomed  to  constant  PC 
price  cuts,  the  average  price  of  a  home 
PC  this  holiday  season  will  drop  by  $200, 
says  Dataquest  Inc.  analyst  Scott  Miller. 
A  CUT  OF  CYBERSPACE.'  That's  why  PC 
makers  are  trying  to  sell  everything  from 
scanners  to  service  contracts  so  they  can 
generate  more  revenue — and  profit — per 
PC.  IBM  is  testing  a  service  in  Canada  to 
build  home  networks,  hp  is  exploring  a 
new  plan  that  would  guarantee  next-day 
service  for  home-office  PCs.  Acer  ma- 
chines, meanwhile,  will  come  with  a  year 
of  free  Internet  service:  The  PC  maker 
hopes  to  profit  by  getting  a  cut  of  what- 
ever the  consumer  purchases  online. 

Compaq,  IBM,  Sony,  and  hp  are  now 
looking  at  deals  to  distribute  other  man- 
ufacturers' peripherals,  such  as  scan- 
ners, under  their  own  brand  names.  PC 
makers  "will  see  that  aftermarket  prof- 
its could  dwarf  the  initial  systems  sale," 
predicts  International  Data  Corp.  ana- 
lyst Richard  J.  Zwetchkenbaum.  hp,  for 
example,  plans  such  a  deal  with  Storm 
Technology  Inc.,  which  makes  a  photo 
scanner  like  the  one  that  hp  integrates 
in  some  of  its  models.  Says  Storm  Pres- 
ident L.  William  Krause:  "More  and 
more,  add-on  devices  are  going  to  be- 
come the  razor  blades  of  this  business." 
But  that  won't  keep  competition  from 
slashing  profits  this  holiday  season. 

By  Peter  Burrows  in  Santa  Clara, 
Calif.,  with  bureau  reports 


THE  DANGEROUS  GAME 
OF  CHURNING  OUT  CHEAPOS 


What  do  home-PC  makers  need 
from  Santa  this  Christmas?  A 
nice,  powerful  brand  name.  Too 
bad  there  aren't  enough  to  go 
around.  Compaq  Computer,  ibm,  and 
Hewlett-Packard,  the  companies  that 
have  the  premium  names,  are  in  posi- 
tion to  grab  the  most  profitable 
sales — from  experienced  repeat  cus- 
tomers and  from  other  consumers 
willing  to  pay  a  bit  more  for  a  brand- 
name  product  to  run  a  home  business 
or  to  deliver  some  extra  zing. 

As  for  all  those  other  home-PC 
makers?  Well,  there 
are  always  the  new- 
bies.  Unlike  PC  vet- 
erans, these  buyers 
are  not  so  fussy 
about  a  brand  name. 
But  they're  not  so 
free  with  a  buck,  ei- 
ther. Last  year,  ac- 
cording to  Comput- 
er Intelligence  Inc., 
repeat  buyers  spent 
an  average  of  $2,436 
on  a  home  PC.  First- 
timers  spent  just 
$1,952.  "It  will  be 
very  tough  for  any- 
body that  doesn't 

have  a  big  brand  name,"  says  Debbie 
Meagher,  a  former  executive  at  Best 
Buy  stores  who  is  now  a  consultant. 
CONSUMER  BACKLASH?  Second-tier 
PC  makers  such  as  AST  Research  Inc. 
and  Acer  America  Corp.  have  had  lit- 
tle choice  but  to  go  down-market  in  a 
big  way.  AST  led  the  charge,  selling 
70,000  of  its  $997  Advantage!  Adven- 
ture PC  at  Wal-Mart  Stores  Inc.  But 
it's  a  dangerous  game.  Analysts 
doubt  that  these  price  leaders  can 
ever  crank  up  the  volume  enough  to 
overcome  the  anemic  5%  profit  mar- 
gins these  machines  carry.  Worse,  be- 
cause the  cheapo  models  are  built 
around  older,  slower  chips,  there 
could  be  a  consumer  backlash  come 
January.  "My  concern  is  that  lots  of 
people  will  be  disappointed  with 
these  products,"  says  Kenneth  W. 
Beaver  Jr.,  vice-president  for  mer- 
chandising at  Circuit  City  Stores  Inc. 

To  make  matters  grimmer,  recent 
surveys  suggest  that  the  influx  of 
new  customers  into  the  market  is 


slowing.  A  Dataquest  survey  of 
would-be  buyers  found  that  41%  of 
those  who  already  owned  a  PC  actual 
ly  made  a  purchase  in  the  past  year, 
compared  with  just  26%  of  the  sur- 
veyed likely  first-time  buyers.  Acer 
America  President  Ronald  Chwang 
also  sees  tough  sledding  ahead.  Whil 
he  says  sales  of  models  priced  be- 
tween $1,200  and  $1,500  will  repre- 
sent 35%  to  40%  of  Acer's  business 
this  Christmas  season,  up  from  25% 
year  ago,  he  fears  overall  industry 
growth  could  be  just  10%  because 


GUNST:  Giving  more  space  to  big  names  like  Sony's 


there's  nothing  to  spark  sales  the 
way  Microsoft  Corp.'s  Windows  95 
did  last  year. 

Lesser-known  brands  also  face  a 
threat  from  retailers,  who  are  limiting] 
shelf  space  for  PCs  in  favcr  of  new, 
higher-margin  gizmos  such  as  Web 
TVs.  And  no-names  are  likely  to  be 
the  odd  man  out.  Already,  Sony,  this  I 
year's  big-name  arrival  on  the  PC 
scene,  is  grabbing  shelf  space.  "We 
simply  make  more  money  with  them,"* 
says  Robert  A.  Gunst,  ceo  of  The 
Good  Guys  Inc.  in  Brisbane,  Calif. 

While  the  small  guys  try  to  eke 
out  a  living  with  under-$ 1,500  ma- 
chines and  the  top  brands  build  a 
market  for  $3,000-plus  models,  the 
market's  middle  ground  looks  more 
like  a  no-man's  land.  Says  Charles 
Tebele  of  rcs,  a  Manhattan  dealer: 
"People  either  want  a  bargain  ma- 
chine, or  they  want  as  much  as  they 
can  possibly  get." 

By  Peter  Burrows  in  Santa 
Clara,  Calif. 
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depart  on  time 
99.56%* 
of  the  time. 

A 


Your  Needs.  Your  Airline. 

oan  Airlines  understands  your  need  to  be  on  time.  That's  why  everyone  comfort  and  service  wherever  you  journey  with  us.  This 

JAL — from  maintenance  teams  to  pilots,  from  ground  staff  to  cabin  philosophy  that  your  needs  come  first  has  made  Japan  Airlines  the 

;w — is  dedicated  to  making  sure  our  flights  depart  on  time.  And  preferred  airline  of  many  of  the  most  experienced  business  travelers 

th  the  world's  largest  fleet  of  747s,  JAL  offers  you  world  class  to  Asia  for  over  40  years.  Call  1-800-JAL-FONE  for  more  information. 

'Based  on  a  1996  repon  from  The  Boeing  Company  for  all  1995  ticketed-passenger  departures,  where  on-time  flights  are  defined  as  having  no  delays  beyond  15  minutes,  no  cancellations,  no  air  turn-backs  nor  diversions 

LANTA  •  CHICAGO  •  HONOLULU  •  KONA  •  LOS  ANGELES  •  MEXICO  CITY  •  NEW  YORK  •  SAN  FRANCISCO  •  SAO  PAULO  •  VANCOUVER 


J4L 

Japan  Airlines 


A    WORLD    OF  COMFORT 


Information  Processing 


THE  INTERNET 


THE  FATHER  OF  THE  NET' 
HAS  A  PROBLEM  CHILD 

Vint  Cerf  is  wrestling  with  runaway  growth  on  MCI's  network 

Amid  the  clutter  in  Vinton  G. 
Cerf  s  office  are  a  number  of 
wood  and  brass  alligators. 
Cerf,  an  early  developer  of  the 
Internet  and  now  a  senior  vice- 
president  at  mci  Communications 
Corp.,  says  they  have  been  given 
to  him  by  friends  over  the  years. 
Why?  It  stems  from  an  old  story 
about  the  engineer  who  is  sent 
out  to  drain  a  swamp  but  finds  it 
infested  with  alligators.  He's  so 
busy  fighting  off  the  gators  that 
he  forgets  his  original  mission. 

For  the  53-year-old  engineer, 
the  swamp  these  days  is  the  In- 
ternet. And  as  Cerf  puts  it,  "I'm 
up  to  my  ass  in  alligators." 
What's  snapping  at  him  is  the 
explosive  growth  of  I-way  traffic. 
In  the  23  months  since  mci 
launched  its  first  commercial  In- 
ternet service,  data  traffic  on  the 
company's  network  has  explod- 
ed by  5,600%,  at  times  far  out- 
pacing mci's  ability  to  keep  up. 
Cerf  is  now  supervising  a  massive  up- 
grade of  mci's  Internet  backbone  in  an 
effort  to  keep  one  step  ahead  of  the 
surging  traffic.  One  of  the  eventuali- 
ties he  has  to  plan  for  is  voice  traffic — 
so-called  Internet  calling — which  re- 
quires lots  of  capacity.  "It's  very  much 
in  the  cards  for  mci  to  be  involved  in 
this,"  Cerf  says. 

MISSTEPS.  For  mci,  the  Internet  effort 
is  critical  to  its  scheme  for  becoming  a 
premier  carrier  of  data  as  well  as  voice. 
The  company  hopes  to  build  a  $100  mil- 
lion Internet  business  into  a  $2  billion 
operation  by  2000.  But  the  flood  of  traf- 
fic earlier  this  year  caused  massive  con- 
gestion and  delays  for  many  users.  One 
misstep:  mci  aggressively  sold  fast  con- 


nections that,  until  April,  ran  at  the 
same  speed  as  the  company's  backbone 
network — the  fiber-optic  systems  that 
carry  traffic  across  the  nation.  Just  as  if 
many  garden  hoses  were  feeding  into 
one  hose  of  the  same  size,  when  usage 
spiked,  the  system  was  overwhelmed. 
Now  the  company  must  prove  its  net- 
work is  fast  and  reliable  enough  to  han- 
dle the  demand. 

mci  has  had  other  stumbles  on  the 
Net,  too.  Its  now-defunct  Internet  shop- 
ping service,  launched  in  March,  1995, 
attracted  few  shoppers.  In  January,  the 
company  announced  it  wanted  to  sell 
much  of  its  investment  in  iGuide,  a  joint 
venture  with  News  Corp.  to  build  a 
consumer  Web  site  around  content  from 


the  media  giant.  iGuide  was  one  of  tl 
few  tangible  results  of  mci's  $1.35  billil 
investment  in  News  Corp.  announcl 
in  May,  1995.  "We  don't  know  how  I 
make  money  on  the  content  side,"  cof 
cedes  mci  President  Gerald  H.  Tayll 
"If  we  figure  it  out,  we'll  do  it." 

Instead,  mci  is  focusing  more  interj* 
ly  on  the  Internet  needs  of  businel 
customers.  Since  June,  Ceifs  crew  h| 
spent  $60  million  to  strengthen  Mel 
backbone.  It  now  moves  data  at  up  I 
155  megabits  per  second,  {( 
threefold  increase  over  its  earlif 
rate,  making  it  the  fastest  coil 
mercial  network  running.  And  | 
Internet  applications  grow,  Ml 
plans  to  up  that  speed. 
CATCHING  THE  BUG.  At  the  sail 
time,  Cerf  is  overseeing  the  d| 
sign  and  construction  of  an  il 
ternational  Internet  setup.  1 
partnership  with  Britis 
Telecommunications  PLC,  whil 
holds  a  20%  stake  in  mci,  til 
long-distance  company  is  creatiil 
a  $200  million  network  for  trail 
originating  in  Europe  and  tl| 
Pacific  Rim.  Without  the  ul 
grade,  Ceif  figures  mci  would  l| 

TRAFFIC  CONTROL 

Cerf,  who  helped  create  the 
Net's  predecessor,  Arpanet, 
is  guiding  a  huge  upgrade  o: 
MCI's  Internet  backbone 

the  capacity  wall  on  international  trafi 
by  the  end  of  this  year. 

mci  needs  more  than  massive  pipe 
however.  It  must  also  give  custome 
more  reason  to  use  those  lines.  Thai 
why  it  has  struck  an  alliance  with  chi 
maker  Intel  Corp.  and  Internet  rout 
manufacturer  Cisco  Systems  Inc. 
bring  business  applications  such  ; 
videoconferencing,  3-D  graphics,  ai 
possibly  voice  calling  to  the  Interne 
Cerf's  technicians  are  tweaking  mc 
network  so  that  by  next  year  it  c; 
handle  complex  "real  time"  jobs. 

Cerf,  once  an  Internet  idealist,  wan 
that  such  hot  applications  won't  work 
the  current  practice  of  flat-rate  pricii 
continues.  That's  anathema  to  other  ve 


INTERNET  MCI 

Launched  October,  1994. 
Internet  access  service  for 
businesses  and  consumers. 
MCI  is  now  heavily  pushing 
services  such  as  Web  design, 
Web  hosting,  and  Intranet 
management. 


NETWORK  MCI  WEBMAKER 

Launched  on  June  11,  1996. 
Package  of  software  and 
hardware  that  allows  small 
and  medium-size  businesses 
to  design  and  run  their  own 
Web  sites.  One-time  cost  of 
$9,995. 


CONCERT  INTERNETPLUS 

To  be  launched  by  yearend 
1996.  Will  offer  international 
corporate  customers  Internet 
access  and  intranet  services 
on  a  new,  fast  global  network. 
Users  can  get  guaranteed  ser- 
vice for  a  premium  price. 


MCI'S 
l-WAY 
OFFENSIVE 

Its  growing  line- 
jup  of  services 
mw.business:  • 
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Whatever  you  go  with, 
you'll  like  the  coverage. 


When  it  comes  to  benefit  programs, 
The  Principal*5  can  cover  any  need  you  have. 

We  offer  integrated  Short-  and  Long-Term 
Disability.  Group  Term  or  Group  Universal  Life. 
Dental,  including  indemnity  and  PPO  options. 
Even  Vision. 

We  also  offer  you  the  option  of  picking  one 
of  these  insurance  products  or  any  combination 
you  need.  Even  if  you  don't  have  your  health 
insurance  with  us. 

Either  way,  when  it  comes  to 
service,  you'll  be  covered. 

You'll  be  covered  with  claim 
management  that  helps  control  costs 
In  addition,  our  turnaround  time  is 


the: 


among  the  best  in  the  industry.  And  our 
dedication  to  accuracy  and  detail  is  unsurpassed. 

But  then,  giving  people  the  kind  of  service 
that  helps  simplify  their  lives  is  a  century-old 
tradition  of  The  Principal  Financial  Group. 

That  tradition  is  one  of  the  reasons  we  now 
have  $57  billion  in  managed  assets.  One  of  the 
ways  we  always  give  you  an  edge. 

So  give  your  broker  a  call  today.  And  take 
advantage  of  The  Principal  Edge? 

To  learn  more  about 
The  Principal  Financial  Group, 
visit  us  at  http://www.principal.com 
on  the  Internet.  Or  call 
l-800-986-EDGE(3343). 


Financial 
Group 


Life,  Health,  Dental  and  Disability  Insurance 
HMO/PPO  •  401(k)  •  Mutual  Funds  •  Securities  •  Annuities  •  Home  Mortgages 


©1996  Principal  Mutual  Life  Insurance  Company,  Des  Moines,  IA  50392. 
Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidiaries.  Mutual  funds  distributed  through 
Princor  Financial  Services  Corporation  (member  SIPC).  Securities  through  Principal  Financial  Securities,  Inc  Securities  and  health  care  products  not  available  in  all  states. 


Get  Online  and 
get  In  Touch! 

Visit  Business  Week  Online's 

Small  Business  Center  on  America  Online 


Business  Week  Online's  Small  Business  Center  is  a  place  where  small-business 
owners  and  entrepreneurs  can  find  hard-to-get  news  and  information  important 
to  their  needs.  All  the  stories  and  Special  Reports  about  small  business  that  have 
appeared  in  Business  Week  since  January,  1994.  are  available-including  the 
Enterprise  editions.  But  that's  just  the  beginning.  There's  plenty  more  to 
explore-and  to  do: 


ATTEND 


specially  scheduled  online  conferences  featuring  experienced 
entrepreneurs  who  can  answer  your  questions.  J^Ek]  I on  ^e 

message  boards.  Exchange  ideas  with  your  colleagues  and  find  out  what  works 
for  them,  and  what  doesn't.  I  |  easily  to  World  Wide  Web  sites  for 

small  business  flagged  by  BW  as  best  bets— or  to  many  other  sites. 

transcripts  of  past  online  conferences  about  small  business 
and  other  relevant  subjects.  mj£225J  with  Business  Week  editors. 

Use  BW  Online's  Small  Business  Center  in  the  way  that 
works  best  for  you  and  your  business. 

From  the  Business  Week  Online  main  screen,  click  the  BW  Plus!  button, 
then  select  BW  Online's  Small  Business  Center  from  the  list  of  BW  Plus!  choices. 
For  online  events  about  small  business  and  entrepreneurs,  check 


DOWNLOAD 


BE  IMAGINATIVE. 


BW  Online's  Conference  Calendar  (via  the  Talk  &  Conferences  screen.) 
See  you  online! 


For  a  free  trial  diskette  including  10  free  hours  on  AOL. 
call  1-800-641-4848  and  mention  Business  Week. 


erans  who  fret  about  limitations  on  N< 
access.  But  Cerf  argues  that  carrier 
such  as  mci  must  start  charging  by  ho 
much  data  customers  ship  on  their  lin 
"Otherwise."  he  says,  "the  hill  is  ove: 
grazed,  there's  no  more  grass,  and  th 
sheep  die." 

He  knows  the  state  of  the  Xet  i 
well  as  anybody — having  been  ther 
before  there  was  any  grass,  or  ev< 
much  of  a  hill.  He  grew  up  in  Los  Ai 
geles  and  at  age  15.  caught  the  con 
puter  bug  when  he  visited  the  defens 
company  lab  where  a  family  friend  ws 
programming  a  computer  system 
track  foreign  aircraft.  The  three  roon 
of  computing  equipment,  complete  wit 
glowing  20-inch  cathode-ray  tube 
sparked  his  imagination.  "It  was  vei 
Dr.  Strangelove."  he  laughs  now. 

Moderately  deaf  since  birth.  Cerf  m< 
his  wife.  Ingrid,  when  their  mutu; 
hearing-aid  dealer  fixed  them  up 
1965.  The  couple  has  two  grown  sons 
building  BLOCKS.  It  was  at  the  Un 
versity  of  California  at  Los  Angeles 
1968.  while  he  was  a  graduate  studei 
in  computer  science,  that  Cerf  bega 
his  networking  career.  He  was  part  of 
team  developing  the  predecessor  to  ti 
Internet,  called  the  Arpanet.  Six  yeai 
later,  while  teaching  at  Stanford, 
and  Roben  E.  Kahn.  then  with  the  D 
fense  Dept.'s  Defense  Advanced  R< 
search  Projects  Agency  (darpa).  d' 
vised  what  became  the  tcp/ 
protocol — the  basic  building  block  f( 
Internet  communication. 

Cerf  went  on  to  become  even  moi 
immersed  in  the  Xet.  In  1976,  he  joine 
darpa  and  took  over  management 
the  new  network.  He  did  a  stint  at  M 
in  the  early  1980s  before  rejoinii 
Kahn.  who  had  founded  a  private  r 
search  firm,  in  1986.  mci  lured  him  ba 
two  years  ago. 

With  Internet  mania  in  full  swin 
mci  began  billing  Cerf  as  the  father 
the  Internet.  That  irks  many  form 
colleagues,  who  insist  the  title  ov< 
states  his  contribution,  and  Cerf  admi 
that  he's  not  entirely  comfortable  wi 
the  tag.  Still,  if  that  label  is  to  be  woi 
by  anyone,  he  says,  he's  not  a  hi 
choice.  "For  the  first  nine  years  of  i 
life,  I  was  the  guy  who  felt  responsib 
for  the  success  of  this  enterprise."  1 
argues. 

He  still  feels  responsible.  As  one 
the  largest  Internet  carriers,  mci's  a 
tions  have  a  tremendous  impact  on  tl 
network's  health.  So  it's  pretty  impo 
tant  that  he  find  a  way  out  of  tl 
swamp. 

By  Amy  Barrett  in  Washington,  m 
Andrew  Reinhardt  in  San  Francisco 
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Now  Avis  Offers 

Triple  Miles 


The  employees  of  Avis  introduce  a  future  with  more  frequent  flyer  miles.  When  you  fly 
tny  of  these  10  major  airlines,  you  can  multiply  the  frequent  flyer  rental  miles  you  would  normally 
eceive  from  Avis.  You'll  get  TRIPLE  MILES  when  you  rent  for  a  week  and 
)OUBLE  MILES  with  weekend  rentals*  An  advance  reservation  is  required, 
ind  other  restrictions  apply  For  more  information  and  reservations,  call 
Avis  at  1-800-831-8000,  or  call  your  travel  consultant  today.  You  can  also 
|sit  us  at  the  Avis  Galaxy  Web  site,  http://www.avis.com. 


AV'S 


Offer  good  on  qualifying  rentals  at  participating  locations  within  24  hours  of  your  flight,  September  1  through  December  31,  1996. 
ustomer  must  present  airline  ticket  or  boarding  pass  and  frequent  flyer  membership  number.  Miles  awarded  for  consecutive  paid  days 
f  2  days  or  more  for  weekend  rentals  that  occur  Thursday  9  00am  through  Monday  11:59PM,  and  7  days  or  more  for  weekly  rentals. 


We  try 
harder- 


Why  is  Open  Market  the  only  company  that  has  taken  the  wrinkles  out  of  Internet  commerce?  Our  goal 
t*0m  day  one  was  to  develop  commerce  software  for  the  internet.  and  unlike  other  companies,  our  software  is 
available  today.  in  fact,  some  of  the  world's  most  successful  companies  are  already  using  our  secure,  scalable 

Internet  commerce  solutions 
to  do  business  with  other 
companies  and  consumers. 
With  these  solutions,  larger 
companies  can  manage  not 
only  payment  processing  but 
every  aspect  of  internet 
business  transactions.  and 
smaller  companies  can  reap 
the  benefits  of  internet 
commerce  while  outsourcing 
the  complexity,  allowing 
them  to  focus  on  what  they 
do  best.  in  short,  open 
Market  fits  your  needs  no 
matter  what  size  you  are. 

to  iron  out  your 
own  Internet  commerce 
solution,  visit  our  website  at 
www.openmarket.com/wrinkle. 
or  call  i-888-open-mkt. 


WHAT  WE'VE  DONE  TO  IT. 


( )pen  Market 
1/J.j  First  Street 
Cambridge,  MA  01142 


OPEN 


Mi' ARE  Internet  Commerce. 


Developments  to  Watch 


EDITED  BY  OTIS  PORT 


CAN  YOU  TRUST  YOUR  TOASTER? 


IT  S  AN  OFT-TOLD  TALE  IN 

science-fiction  thrillers: 
A  security  system  or 
flight  controller  goes 
berserk  and  threat- 
ens to  coldly  delete 
squishy  biological  life 
forms.  But  the  plot 
might  not  be  pure 
fiction.  A  growing 
number  of  scientists 
worry  that  machines 
might  become  so 
intelligent  they'll  gain 
the  upper  hand. 

At  the  recent  annual  meet- 
ing of  the  British  Association 
for  the  Advancement  of  Sci- 
ence, a  researcher  warned 
that  a  silicon  revolution  is 
probably  inevitable.  Smart 


machines  could  be  looking 
down  their  noses  at  us  in  15 
to  20  years,  says  Roland  S. 
Bums,  an  engineering  profes- 
sor at  England's  University 
of  Plymouth. 


The  silicon  takeover  will 
start  innocently  enough. 
Take  the  kitchen.  Next- 
generation  refrigera- 
tors will  automatically 
replenish  food  stocks, 
keeping  track  of  what 
comes  and  goes  with 
lasers  that  scan  the 
bar  codes  on  packages, 
and  using  telecom 
links  to  order  more 
food.  Then  someone 
will  write  a  dieters' 
program  listing  foods 
the  fridge  shouldn't  or- 
der. Next  thing  we  know, 
refrigerators  may  be  dictat- 
ing people's  eating  patterns. 
And  similar  trends  will  un- 
fold in  cars,  factory  ma- 
chines, and  most  equipment 
built  with  chips.  □ 


MASS-TRANSIT 
SYSTEMS  THAT 
SNAP  TOGETHER 

ANYONE   WITH   A   KID  WHO 

operates  a  toy  railway  sys- 
tem will  appreciate  what 
Futrex  Inc.  is  trying  to  do. 
The  Charleston  (S.C.)  com- 
pany has  designed  a  modular 
urban  transit  system  that 
snaps  together,  slashing  costs 
compared  with  traditional 
rail  systems. 


Cruising  speed  is  only  55 
mph,  but  Futrex  figures  that's 
adequate  for  urban  transport. 
And  the  modular  design,  with 
beams  and  supports  that  plug 
together  like  toy  train  tracks, 
lowers  capital  costs  to  $20 
million  to  $25  million  per 
mile — less  than  half  that  of 


the  competing  rail  systems. 

In  June,  Futrex  demon- 
strated a  quarter-scale  mod- 
el, with  the  help  of  Battelle 
Memorial  Institute  and  $1.25 
million  in  government  funds. 
Now  the  company  is  seeking 
$40  million  for  a  full-scale,  1.6- 
mile  prototype.     Neil  Gross 


THE  MONOBEAM:  Urban 
transport  at  half  the  cost 

Futrex'  "monobeam"  con- 
cept resembles  a  monorail. 
But  instead  of  two  separate 
rails  for  trains  running  in  op- 
posite directions,  Futrex 
hangs  the  cars  on  either  side 
of  a  single  triangular  beam. 


A  NEW  NON-WRINKLE  IN  CHIPMAKING 

A   FOUNTAIN   OF  YOUTH   FOR   CHIPS?   WELL,   SORT  OF. 

Researchers  at  Cornell  University  can  now  remove  the 
wrinkles  on  silicon  wafers.  That  smooths  the  way  for  con- 
tinuing progress  in  chips. 

The  wrinkles  are  really  ultratiny  ridges  between  adja- 
cent silicon  terraces  at  different  levels.  The  ridges  typical- 
ly rise  just  1.5  nanometers,  or  a  few  tiers  of  silicon  atoms. 
Even  the  best  silicon-polishing  technology  can't  avoid 
such  tiny  imperfections.  This  is  no  problem  today  because 
circuit  lines  are  so  plump  they  easily  bury  the  ridges.  But 
eventually  the  ridges  will  cause  breaks  in  the  circuits.  So 
a  team  led  by  materials  scientist  Jack  M.  Blakely  devel- 
oped a  method  to  peel  off  the  tops  of  terraces. 

First,  the  researchers  use  an  electron-beam  system  to 
build  microscopic  fences  around  each  chip-to-be.  Then 
the  wafer  goes  into  a  high-vacuum  furnace.  Heated  to 
more  than  1,000C  in  the  vacuum,  the  silicon  atoms  on 
the  edges  of  the  terraces  are  successively  dislodged. 
They  roll  across  the  silicon,  and  when  they  hit  a  fence, 
they  stick.  Soon,  all  the  elevated  terraces  are  level.  Cor- 
nell is  now  looking  to  license  the  technology. 


II 


■  For  firefighters,  police,  an 
soldiers,  uniforms  may  soch 
be  like  a  second  skin — cherrj 
ically  active  and  far  mor 
protective  than  today's  paa 
sive  garments.  Polymer  sc 
entists  at  the  University  a 
Akron,  Drexel  University 
and  North  Carolina  Universi 
ty  are  collaborating  o' 
"smart"  fabrics.  These  ne^ 
exoskins  will  be  able,  for  ir 
stance,  to  spot  the  distinct™ 
shape  of  chemical  warfari 
molecules  and  instantly  snaij 
them  with  fiber-thin  "lock 
and-key"  analytical  labs.  Anj 
some  exotic  new  plastic; 
such  as  polyphosphazene, 
provide  lightweight  prote 
tion  against  bullets 
flames. 

■  In  1991,  scientists  at  Be 
gium's  Leeuven  Universit 
discovered  that  a  protei 
called  lectin  can  shield 


ca 


anl 


immune  cells  from  hiv  in  lat 
oratory  tests.  While  lectin  i 
found  in  many  living  things 
two  British  chemists — a 
Daresbury  Laboratory  anl 
John  Moores  University-! 
have  now  tracked  down  th 
most  potent  form  of  lectin  b, 
far.  It's  in  the  bulbs  of  dal 
fodils.  Next,  they  hope  to  fi£ 
ure  out  wThy  the  lectin  in  dal 
fodil  bulbs  is  so  much  mor 
effective. 

■  Modems  will  soon  reac 
the  once-incredible  speed  o 
56  kilobits  per  second,  a  66c; 
increase  over  today's  to 
speed  of  33.6  kilobits.  Th 
boost  comes  from  a  ne\ 
Rockwell  International  chi] 
that  will  be  showing  up  ii 
modems  from  Boca  Re 
search,  Hayes  Microcomput 
er,  Zoom  Telephonies,  and  n< 
doubt  others. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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01995  BankAmenca  Corporation 


Customized  Leveraged  Financing 
For  A  $1.7  Billion  Spin-Off 


(We  Knew  How  To  Make  All  The  Pieces  Fit) 

Working  closely  with  this  client  gave  us  the  knowledge  to  structure 
financing  for  the  spin-off  of  34  of  their  companies  in  less  than  a  week. 
The  deal  was  designed  to  enhance  shareholder  value  and  create 
a  new  corporation  with  a  flexible  capital  structure.  We  understood 
the  company  well  enough  to  recognize  the  value  of  every  piece. 


Bank  of  America 


Our  client  had  the  benefit  of  a  team 
of  specialists  in  relationship  management, 
corporate  finance  and  global  syndication 


Te're  making 

Leadlines 

n  98  countries. 


The  probability  that  one  of  the 
world's  leading  newspapers 
was  printed  on  a  MAN-Roland 
printing  press  is  high. 
Our  Teleservice  helps  ensure 
these  presses  keep  rolling  - 
around  the  clock  and  around 
the  world. 


"Teleservice."  "Telemainte- 
nance."  They're  terms  heard 
with  increasing  frequency  in 
customer-service  businesses. 
When  one  of  them,  MAN-Roland, 
needed  a  way  to  keep  their 
presses  rolling  in  98  different 
countries,  they  turned  to  a  com- 
pany with  a  global  perspective: 
Deutsche  Telekom. 

International  Remote  Main- 
tenance: a  made-to-order 
solution. 

We  developed  a  system  directly 
linking  MAN-Roland  presses 
around  the  world  with  the 
Service  Center  in  Germany  - 
through  ISDN  and  international 
telecom  networks.  As  a  result, 
technicians  can  now  monitor 
the  presses  on  screen,  influence 
the  machines'  software  on-line 
and  deal  with  malfunctions  from 
thousands  of  miles  away. 

Best  of  all,  technicians  can 
service  their  presses  in  a  matter 
of  hours,  sometimes  even 
minutes.  Instead  of  traveling 
halfway  around  the  world, 
as  they  were  accustomed  to. 


Teleservice  gave  MAN-Rolan 
a  valuable  competitive  edge. 
Along  with  other  innovative 
technologies  and  solutions,  it: 
enhancing  Deutsche  Telekorr 
reputation  in  a  market  with 
great  international  potential: 
telecommunications. 

Global  challenges  require 
global  companies. 

International  companies  needir 
custom-made  communication  s 
lutions  find  Deutsche  Telekom'; 
T-Net  an  excellent  resource. 
T-Net  offers  information  super-j 
highways  with  the  most  ISDN 
networks,  as  well  as  an  optical 
fiber  network  with  the  world's 
broadest  coverage. 

We're  also  building  global 
network  infrastructures  -  from 
undersea  cables,  to  permaner 
circuit  connectors,  to  satellites 
What's  more,  because  of  our 
global  partnership  with  Francq 
Telecom  and  Sprint  USA,  we 
can  provide  solutions  anywhei; 
our  customers  need  them. 

Profit  from  our  experience 

Deutsche  Telekom  is  Europe's1 
No.  1  telecommunications 
company.  We're  the  world's 
No.  3  network  operator.  We've 
spent  $90  billion  building 
state-of-the-art  infrastructures 
since  1990,  which  makes  us 
the  world's  biggest  investor. 
We're  in  multimedia,  on-line 
services,  as  well  as  intelligent 
networks  and  service. 

If  you'd  like  to  know  more 
about  Deutsche  Telekom, 
contact  us  by  fax  at 
++49  431  16  93  225. 
Or  visit  our  Web  site  at 
http://www.dtag.de. 


Science  &  Technology 


BIOTECH 


EUROPE'S  ACE 
GENE  HUNTER 

Can  Daniel  Cohen's  startup  outrun  U.S.  rivals? 


Seated  in  his  immaculate,  comput- 
er-lined laboratory  at  Paris-based 
biotech  startup  Genset,  Daniel 
Cohen  seems  oddly  out  of  place. 
He  looks  like  he'd  rather  be  flying  his 
plane,  playing  the  piano,  or  sitting  on  a 
beach  in  his  native  Tunis. 

When  the  conversation  turns  to  una, 
however,  the  laid-back  manner  vanish- 
es. Cohen,  a  45-year-old  geneticist  who 
has  racked  up  breakthroughs  and  built  a 
toweling  international  reputation,  is  lead- 
ing Genset  into  one  of  the  hottest  areas 
in  ding  development — mining  the  human 
genome,  with  its  estimated  100,000  genes, 
for  leads  to  tomoiTow's  dings. 
ON  THE  MAP.  Cohen  joined  Genset  last 
February,  after  abruptly  quitting  his 
job  at  a  private  French  research  center. 
Twenty-five  of  his  top  staff  joined  him  in 
May.  What  lured  him — more  than  a 
$200,000  salary  and  the  promise  of  about 
3%  of  Genset's  stock — was  the  chance  to 
excel  in  a  race  dominated  by  American 
scientists.  Already,  a  dozen  U.S.  startups 
are  competing  to  discover  genes  in- 
volved in  heart  disease,  cancer,  and  oth- 
er ailments.  A  strong  showing  by 
Genset  would  put  France  on  the  map  in 
this  new  field  called  genomics,  which 
most  pharmaceutical  experts  expect  to 
revolutionize  the  drug  industry  in  the 
21st  century.  "Twenty  years  of  lagging 
the  U.  S.  in  biotechnology  is  enough," 
Cohen  declares. 

Thousands  of  academic  scientists  have 


also  jumped  into  ge- 
nomics as  part  of 
the  ambitious  Human 
Genome  Project,  an 
international,  govern- 
ment-funded plan  to 
decipher  the  entire 
human  genetic  code. 
Many  are  affiliated 
with  startup  compa- 
nies, which  fall  into 
two  broad  camps, 
based  on  their  strat- 
egies (table).  Indus- 
try stars,  such  as 
Human  Genome  Sci- 
ences Inc.  (HGS)  in 
Rockville,  Md.,  and 
Incyte  Pharmaceuti- 
cals Inc.  in  Palo  Alto, 
Calif.,  are  extracting 
and  analyzing  hun-  " 
dreds  of  thousands  of  gene  fragments. 
Others,  such  as  Millennium,  Sequana 
Therapeutics,  and  Myriad  Genetics,  are 
hunting  specific  quarries,  such  as  the 
breast -cancer  gene. 

Cohen  thinks  he  can  leap  to  the  head 
of  the  pack  by  combining  the  two  ap- 
proaches— and  investors  seem  to  agree. 
A  June  6  public  offering  on  NASDAQ  val- 
ued Genset  at  $250  million,  making  it 
the  second  most  highly  valued  genomics 
company,  behind  HGS.  Today,  its  Ameri- 
can depositary  receipts  trade  at  $17, 
down  from  their  peak  of  $2VA. 


COHEN  IN  THE  LAB:  Xot  influenced  by  others'  tliiiikhuj 


TWO  RIVAL  CAMPS  ON  THE  GENOMICS  BATTLEGROUND 

►  Using  brute-force  chemistry  and  computation,  Human  Genome 
Sciences  and  Incyte  Pharmaceuticals  have  sequenced  hundreds  of 
thousands  of  random  genes  and  gene  fragments,  searching  for  any 
that  are  medically  relevant.  Incyte  sells  dr  ug  companies  access  to 
its  vast,  annotated  gene  databases. 

►  Millennium  Phar  maceuticals,  Myr  iad  Genetics,  and  Sequana 
Therapeut  ics  set  out  to  search  for  particular  genes,  such  as 
those  that  cause  breast  cancer  or  diabetes.  They  study  the  dis- 
eases' patterns  of  inheritance  in  susceptible  families  and  take 
DNA  samples  to  locate  the  responsible  genes. 


Genset  is  up  against  tremendous  cor 
petition.  But  this  isn't  the  first  time  C 
hen  has  faced  such  odds  and  won.  I 
1993,  when  he  was  at  the  Center  for  tl 
Study  of  Human  Polymorphisms  in  Pari 
a  research  center  he  helped  found,  Cohe 
raced  past  America's  scientific  elite,  fo 
coming  the  first  to  devise  a  map  of  tl 
genome.  He  identified  5,264  markei 
along  the  twisting  strands  of  DNA,  pr 
viding  signposts  for  other  scientists  tr 
ing  to  find  disease  genes.  "He  was  able 
accomplish  more  than  all  the  Nation; 
Institutes  of  Health-funded  centers  con 
1  bined,"  says  fellow  g 


nomics  pioneer 
Craig  Venter,  head 
the  Institute  for  G< 
nomic  Research  (tigi 
in  Rockville,  Md. 

The  secret,  says  C 
hen,  "is  not  to  be  ii 
fluenced  by  other 
thinking."  Six  yeai 
ago,  he  stopped  rea( 
ing  newspapers  an 
scientific  journals,  tun 
ing  instead  to  sun 
maries  of  research  r< 
suits.  This  riles  sorr 
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EXACTLY 


HOW  MUCH 


do  YOU 


NEED  to  SAVE 


for.  a 
VACATION 
that 

NEVER  ENDS? 


HASSET 

MANAGEMENT 


III FE  INSURANCE 


ANNUITIES 


One  day  you'll  get  to  take  ojj  from  work  and  never  come  back.  Of 
course,  long  before  that  vacation  arrives,  you'll  need  to  figure  out  the  best 
way  to  pay  for  it. 

That's  why,  at  The  Hartford,  we've  developed  a  number  of  investment 
strategies  that'll  maximize  your  return,  and  at  the  same  time,  reduce  your 
isk.  For  starters,  we  have  a  wide  range  of  asset  management  products  designed  for  practically  any 
ustomer.  If  annuities  are  what  you  had  in  mind,  we  also  have  guite  a  bit  of  experience  in  that  area 
o  much,  in  fact,  that  we've  become  the  number  one  issuer  of  individual  annuities  in  the  country. 

In  short,  we  offer  more  expertise  in  retirement  planning  than  anyone  in  the  business.  So  talk  to 
he  Hartford.  We'll  make  sure  you  spend  your  time  enjoying  life,  not  worrying  how  to  pay  for  it. 


No  One's 
Better 
Prepared  for 
Tomorrow 


ITT  HARTFORD 


SIT  OUR  WEB  site  AT  http://www  itthartford.com 


Economics 


colleagues,  but  none  dispute  his  genius. 
"He's  one  of  the  world's  best  genomic 
scientists,"  says  Randal  W.  Scott,  execu- 
tive vice-president  at  rival  Incyte.  "He's 
done  megaprojects,  and  he's  delivered." 
Despite  a  recent  personal  tragedy — his 
wife  died  following  the  birth  of  their 
daughter — Cohen  says  he  is  committed  to 
leading  Genset  forward. 

Cohen  did  consider  other  careers  at 
one  point.  When  he  was  18,  he  nearly 
dropped  plans  to  enter  medical  school  to 
become  a  concert  pianist.  He  still  per- 
forms and  sometimes  conducts  at 
Parisian  concert  halls.  And  he  spends 
hours  at  the  keyboard  when  he's 
stumped  in  the  lab.  "I  dream  about  sci- 
ence when  I'm  playing,"  he  says. 
FINAL  STRETCH.  His  challenge  is  to  keep 
up  with  rivals  in  gene  discovery.  As  the 
Human  Genome  Project  moves  into  the 
final  stretch,  the  race  is  on  to  deter- 
mine the  sequence  of  all  of  the  3  billion 
"bases"  that  make  up  human  dna.  Co- 
hen claims  Genset  is  sequencing  1  mil- 
lion to  3  million  bases  a  day.  It's  im- 
possible for  anyone  outside  the  company 
to  verify  the  claim,  but  if  it's  true,  says 
tigr's  Venter,  "it  puts  [Genset]  among 
the  top  10  to  20  labs"  in  the  world. 

The  trouble  is,  finding  disease-related 
genes  doesn't  ensure  commercial  suc- 
cess. Researchers  who  nabbed  the  gene 
responsible  for  Alzheimer's  disease  in 
1992  have  yet  to  fully  understand  or 
exploit  it.  Although  investors  have 
thrown  millions  of  dollars  at  genomics 
startups,  none  is  profitable  yet.  Genset 
posted  a  net  loss  of  $6.5  million  on  sales 
of  $3.1  million  worth  of  synthetic  dna 
during  the  first  half  of  1996. 

For  Genset,  time  may  be  running 
short.  The  public  offering  will  cover 
R&D  through  1998.  But  Genset  lags  be- 
hind U.  S.  rivals  in  cutting  alliances  with 
pharmaceutical  giants  to  develop  drugs 
after  genes  are  identified.  Cohen  shrugs 
off  such  worries.  "It's  a  big  mistake  to 
think  that  size  translates  into  knowhow 
and  expertise,"  he  says. 

Indeed,  Cohen  refuses  to  let  business 
concerns  blind  him  to  bigger  issues.  Last 
year,  he  set  up  a  foundation  called  Sci- 
ence for  Peace,  which  will  help  build  re- 
search centers  in  Third  World  countries. 
Cohen  is  also  intrigued  by  the  holistic- 
Asian  approaches  to  medicine  and  the 
possibility  of  blending  them  with  Western 
technology.  Always  tinkering  with  new 
combinations,  he  was  one  of  the  first  to 
apply  robots  and  computers  to  gem  t  ics  in 
the  early  1980s,  speeding  up  analysis  dra- 
matically. With  a  rich  tool  chest  of  com- 
puter science  and  molecular  genetics,  Co- 
hen is  convinced  he  can  solve  at  least  a 
few  more  of  nature's  riddles. 

By  Gail  Edmondson  in  Paris,  with 
John  Carey  in  Washington  and  Joan 
O'C.  Hamilton  in  San  Francisco 


ESPECIALLY  DISMAL 
AT  DOWNTURNS 

Economists  are  way  off  the  mark  in  predicting  recessions 


By  nearly  all  measures,  the  econo- 
my is  cruising  through  cloudless 
skies.  Inflation  is  low,  interest 
rates  are  steady,  stock  prices  are 
hitting  new  highs,  the  Index  of  Leading 
Economic  Indicators  has  risen  at  a  solid 
5.5%  annual  rate  during  the  past  six 
months.  And  only  20%  of  economists 
polled  by  the  Blue  Chip  Economic  Indi- 
cators see  any  chance  of  recession  at 
all  before  1998. 

So  everybody  can  relax,  right?  Not  so 
fast.  Whether  they  do  their  forecasts 
using  large-scale  computer  models  or 
on  the  back  of  an  envelope,  economists 
can  do  a  good  job  predicting  growth 
most  of  the  time.  But  when  it  comes 
to  calling  recessions,  their  track  record 
is  miserable.  Over  the  past  25  years, 
economic  forecasters  have  missed  four  of 
the  past  five  recessions.  That  includes 
the  most  recent  downturn,  which  be- 
gan in  July,  1990  (table).  Economists 
are  "usually  late  in 
making  the  call," 
says  David  S.  Wyss, 
director  of  research 
at  DRi/McGraw-Hill. 

Sure,  downturns 
are  often  triggered 
by  outside  shocks, 
such  as  the  oil-price 
jumps  of  the  1970s 
or  the  1990  Iraqi  in- 


History  shows  that 
upbeat  forecasts 
are  unreliable.  So 
don't  be  complacent 


vasion  of  Kuwait.  Such  events  are  i 
herently  unpredictable  by  even  the  be 
forecasters.  But  after  the  shock  hit 
economists  often  have  trouble  incorp 
rating  the  bad  news  into  their  models 
into  their  thinking.  Moreover,  econom 
forecasting  techniques  have  not  kept  i 
with  an  increasingly  global  and  inte 
connected  world.  Academic  economis 
have  almost  abandoned  the  field,  whi 
the  commercial  forecasters  who  u 
large-scale  computer  models  do  not  hal 
the  resources  needed  to  conduct  Ion 
term  research. 

Even  when  the  U.  S.  economy  w; 
more  insulated  from  global  forces,  eco: 
omists  had  a  tough  time  calling  dow 
turns.  Go  back  to  the  late  1960s,  at  tl 
end  of  a  long  period  of  sustained  growl 
much  like  the  current  one.  In  Decembc 
1968,  leading  economists  put  the  prob 
bility  of  recession  in  the  coming  year  ; 
less  than  15%.  Unfortunately,  they  d 
not  foresee  that 
combination  of  d 
fense  cuts  and  tig] 
money  would  pus 
the  economy  dow 
into  recession  I 
the  end  of  1969. 

The  batting  ave 
age  of  economis 
got  even  won 
once  the  U.S.  star 
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SAP  software  isn't  just  for  big  companies. 
It's  for  companies  with  big  ideas. 

Right  now,  2,162  companies  with  less  than  $200  million  in  annual  sales  are  using  SAP  software. 
Because  they  know  you  don't  have  to  be  big  to  appreciate  how  it  can  help  reduce  cycle  and  turnaround 
times,  raise  customer  service  levels  and  improve  product  quality.  You  just  have  to  think  big. 


3  find  out  how  SAP  software  can  help  your  company,  call  1-800-283-1SAP.  Or  visit  us  at  http://www.sap.com 
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GUESS  WHOSE  SOFTWARE 
TAKES  THE  WORK  OUT  OF 
WORKING  TOGETHER? 


Fujitsu's, 
of  course.  As  one  of  the 
t         world's  largest  software  companies, 

we're  developing  software  that's  changing 
the  way  business  works.  For  instance,  our  group 
roductivity  software,  TeamWARE^  is  helping  people 
companies  around  the  world  communicate,  share 
:>rmation  and  work  together  better.  cP  Our  object- 
^nted  database  engine  and  tools  are  driving  new 
jltimedia  and  Internet  applications  that  bring  people 
d  information  together.  And  WebWorld,  our  website 
ichnology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds. 
cP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 
comes  together. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Economics 


"We're  at  a  stage  in  the  control  of  the  economy 
where  most  recessions  are  the  result  of  shocks" 


ed  getting  battered  by  outside  surprises 
such  as  the  opec  oil  embargo  of  1973 
and  the  ensuing  price  increases,  which 
led  to  an  unanticipated  sharp  recession 
in  America.  The  onset  of  the  1981-82 
downturn  also  fooled  most  economic 
forecasters.  And  the  recession  of  1990 
arrived  with  barely  any  warning.  "No 
model  predicted  that  recession  at  all," 
says  Ray  C.  Fair,  a  Yale  University 
professor  whose  forecasting  model  is 
now  available  on  the  World  Wide  Web 
(fairmodel.econ.yale.edu). 

Forecasters  defend  themselves  by  ar- 
guing that  recessions  are  unpredictable 
for  good  reason.  A  potential  downturn 
that  develops  slowly — say,  because  con- 
sumers are  becoming 
overextended  or  in- 
ventories are  reaching 
excess  levels — can  be 
anticipated  and  de- 
fused by  a  nimble  and 
well-informed  Federal 
Reserve,  especially  un- 
der an  inveterate  data 
hawk  such  as  Alan 
Greenspan.  As  a  re- 
sult, recessions  happen 
only  when  the  policy- 
makers— and  the  fore- 
casters— are  surprised 
by  events.  "We're  at  a 
stage  in  the  control  of 
the  economy  where 
most  recessions  are  the  result  of 
shocks,"  says  Wyss.  "That's  very  hard  to 
forecast." 

But  much  of  the  blame  for  the  in- 
ability of  models  to  forecast  recessions 
must  rest  on  academic  economists.  In 
the  1950s  and  1960s,  economic  forecast- 
ing models  were  at  the  leading  edge  of 
academic  research.  The  first  major  com- 
puter macroeconomic  model  was  created 
by  Lawrence  R.  Klein,  who  later  won 
the  Nobel  prize  in  economics  for  his 
work.  Top  economists  believed  that 
macroeconomic  models  could  enable 
economists  to  make  predictions  about 
the  future -path  of  the  economy,  just  as 
physicists  make  predictions  about  the 
behavior  of  subatomic  particles. 
ACADEMIC  STEPCHILD.  Today,  di  Spite 
the  obvious  importance  of  better  pre- 
dictions, macroeconomic  forecasting  is 
an  academic  stepchild.  With  a  few  ex- 
ceptions, "you  just  don't  have  new  re- 
search going  on,"  says  Michael  R. 
Donihue  of  Colby  College,  who  orga- 


nizes a  regular  meeting  of  the  leading 
economic-model  makers. 

The  downfall  of  the  macro  models 
started  with  their  failure  to  predict  the 
recession  of  1973-75  and  the  stagflation 
that  followed.  "There  was  great  disillu- 
sionment when  it  turned  out  that  these 
models  didn't  deliver  science,"  notes 
Christopher  A.  Sims,  an  economist  at 
Yale. 

Around  the  same  time,  academic- 
economists  became  distrustful  of  the  en- 
tire notion  of  large-scale  macro  models. 
The  body  blow  to  the  models  came  from 
the  University  of  Chicago's  Robert  E. 
Lucas  Jr.,  the  winner  of  last  year's  No- 
bel prize  in  economics.  He  argued  that 


A  BAD  TRACK  RECORD    Forecasters  missed  four  of  the  past five  slumps 

START  OF 

DATE  OF 

FORECAST  GROWTH 

ACTUAL 

RECESSION 

FORECAST 

OVER  NEXT  YEAR* 

GROWTH" 

DECEMBER,  1969 

DECEMBER,  1969 

1.5% 

-0.6% 

NOVEMBER,  1973 

DECEMBER,  1973 

1.5", 

-1.8% 

JANUARY,  1980 

DECEMBER,  1979 

-0.7%*** 

-0.3% 

JULY,  1981 

DECEMBER,  1980 

2.2%*** 

0.7% 

JULY,  1990 

DECEMBER,  1989 

2.1%*** 

-0.1% 

*  business  week  surveys 

"According  to  statistics  available  two  years  after  the  forecast  date 
"Fourth  quarter  over  fourth  quarter 

DATA:  BUSINESS  WEEK 

the  behavior  of  consumers  and  busi- 
nesses depends  on  their  expectations 
about  government  monetary  and  fiscal 
policy.  As  a  result,  major  shifts  in  poli- 
cy— such  as  a  big  tax  cut — could  bring 
about  changes  in  behavior  that  would  be 
missed  by  the  macro  models,  since  they 
are  not  able  to  track  expectations.  The 
"Lucas  critique."  as  it  came  to  be 
known,  discouraged  a  whole  generation 
of  economists  from  having  anything  to 
do  with  forecasting.  Says  Joel  Prakken. 
chairman  of  Macroeconomic  Advisers,  a 
St.  Louis  forecasting  firm:  "There  is  a 
segment  of  the  profession  who  thinks 
macromodeling  is  a  defunct  exercise." 

The  few  attempts  by  academic  econ- 
omists in  recent  years  to  find  better 
forecasting  techniques  have  generally 
fallen  short.  In  the  late  1980s,  two  high- 
powered  eeonometricians.  James  H. 
Stock  of  Harvard  University  and  Mark 
W.  Watson  of  Princeton  University, 
came  up  with  a  new  "recession  index" 
that  they  hoped  would  better  predict 


downturns.  The  problem?  In  its  fir 
big  test,  the  new  index  complete 
missed  the  downturn  of  1990. 

Forecasters  and  academics  agre 
however,  that  there  are  ways  to  ir 
prove  recession  predictions.  At  the  t< 
of  the  wish  list  is  a  better  model  of  tl 
international  economy.  Most  macro  mo 
els  are  focused  on  the  U.S.,  ev< 
though  most  recessionary  shocks  in  r 
cent  years  have  come  from  oversea 
Could  a  military  flareup  between  Chii 
and  Taiwan  lead  to  a  recession  in  tl 
U.S.?  What  would  be  the  effect  of 
\iolent  civil  war  in  Russia  on  the  Ame 
ican  economy?  The  existing  macro  mo 
els  do  not  include  the  equations  need< 
to  answer  these  que 
tions.  Moreover,  tl 
necessary  econom 
data  on  investing 
and  trade  flows  is 
ther  faulty  or  does  n 
exist.  "We  underra 
the  importance 
what  is  happenii 
i  iverseas,"  says  Wys 
Today's  forecastir 
models  also  have  di 
Acuity  dealing  wil 
changes  in  consum< 
and  business  attitude 
Economists  missed  tl 
recession  of  1990 
part  because  they  d 
not  expect  the  invasion  to  depress  co; 
sumer  confidence  as  sharply  as  it  di 
Especially  little  is  known  about  sma 
business  attitudes,  which  are  close 
tied  to  entrepreneurial  and  job-creatk 
activity.  That's  why  forecasters  canH 
predict  whether  the  economy  cou 
shrug  off  another  stock  market  crash,  i 
it  did  in  1987,  or  whether  a  collapse  : 
stock  prices  would  cause  businesses  ar 
consumers  to  become  more  cautious  ar 
lead  to  a  recession.  "Understanding  e: 
actly  what's  driving  expectations  is  £ 
awfully  tough  problem,"  says  Freder 
S.  Mishkin,  research  director  for  tl 
Federal  Reserve  Bank  of  New  York. 

Certainly  the  economy  is  stror 
enough  that  there's  no  reason  to  expei 
a  recession  in  the  next  few  months.  Bi 
the  experience  of  the  past  quarter  cei 
tury  shows  that  when  the  next  rece: 
sion  comes,  whether  next  year  or  ne: 
century,  it's  sure  to  be  a  surprise- 
especially  to  economists. 

By  Michael  J.  Mandel  in  New  Ym 
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Sexual  harassment  isn't  simply 


WHAT   BEHAVIOR    IS    PERMITTED   BY  LA 

It's  about  treating  people  with  respect. 


It's  about  treating  people  the  w 


WANT    THEM    TO. TREAT    YOU    OR    SOMEONE  YOU 


CARE  ABOUT. 


UNITEDSTATES 
POSTAL  SERVICE-. 

Diversity  Programs/Diversity  development 
National  Sexual  Harassment  Prevention  Task  Team 


At  the  United  States  Postal  Service, 
we  believe  preventing  sexual  harassment 
starts  by  treating  people  with  the 
respect  they  deserve,  it  means  setting 
a  higher  standard  of  professional 
behavior  to  make  our  community  a  better 
place  to  work  and  live, 


While  flipping 
flapjacks,  Kevin's 
also  flip-flopping 
about  who's  going 
to  refinance  the 
house.  If  you  knew 
him  better,  you'd 
already  be  on  his 
short  stack  of 
lenders.  Our  solu- 
tions provide  the 
knowledge  you 
need  to  gain  that 
critical  competitive 
advantage. 
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How  do  you  make 
the  right  calls  in 
Telco?  Mary  Ann 
keeps  getting 
beeped  with  call 
waiting.  Maybe  it's 
time  to  move  her 
to  a  two -line 
upgrade.  Tandem 
decision  support 
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)etter  handle  on 
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o  meet  her  needs 


usinesses  have  a  better  idea.  ^TANI 
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lputers  Incorporated  in  North  America,  call  1-800-NONSTOP  ext.  91.  Or  reach  us  on  the  Internet  at:  http://www.tandem.com 


Economics 


COMMENTARY 

By  Aaron  Bernstein 


FALSE  ALARM  ON  WAGES.  SOMEONE  GO  TELL  THE  FED 
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WAGE  LEVELS 
ARE  RISING... 

CHANGE  IN  PRIVATE 
INDUSTRY  WAGES" 
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Ihe  pressure  on  the  Federal  Re- 
serve Board  to  raise  interest 
rates  eased  recently,  after  the 
Labor  Dept.  said  that  consumer 
prices  edged  up  a  mere  0.1%  in  Au- 
gust. Still.  Wall  Street  bond  hawks 
worn'  that  spreading  labor  shortages 
are  driving  up  wages,  which  could 
spark  inflation  six  months  to  a  year 
from  now.  So  some  still  are  pushing 
for  a  small  rate  hike  when  the  Fed 
meets  on  Sept.  24. 

The  Fed  should  stick  with  a  wait- 
and-see  posture.  True,  pay  rates 
have  jumped  this  year.  So  have  unit 
labor  costs,  which  take  into  account 
the  1%  gain  in  pro- 
ductivity for  Janu- 
ary through  June. 
But  the  worry- 
warts  ignore  the 
plunge  in  corporate 
spending  on  bene- 
fits, which  leaves 
the  total  labor  bill 
almost  flat  this 
year,  after  adjust- 
ing for  inflation. 
What's  more, 
there's  reason  to 
believe  that  the 
runup  in  unit  labor 
costs  is  a  statistical 
quirk  that  could  be 
revised  downward. 
"Wage  increases  in 
the  past  year  have 
been  small,  and 
they've  been  more 
than  offset  by  pro- 
ductivity gains," 
argues  Jerry  Jasi- 
nowski.  president 
of  the  National  As- 
sociation of  Manu- 
facturers, which 
wants  the  Fed  to 
keep  rates  low. 

Even  if  Jasi- 
nowski  is  wrong, 
there's  no  reason 
to  slam  on  the 
monetary  brakes 
anytime  soon.  Af- 
ter all,  employers 
enjoyed  four  years 
of  flat  or  falling 


unit  labor  costs  at  the  beginning  of 
the  current  recovery,  when  pay  and 
benefits  lagged  behind  productivity 
growth.  So  they  have  room  to  absorb 
a  year  or  two  of  higher  labor  expens- 
es without  driving  up  prices.  True, 
profits  might  slip  slightly  if  that  hap- 
pened, which  the  stock  market 
wouldn't  like.  But  given  today's  stiff 
global  competition,  companies  would- 
n't be  able  to  pass  along  higher  costs 
to  consumers  in  any  case.  "Because 
of  today's  more  competitive  business 
environment,  higher  wages  would 
likely  erode  profits  slightly  rather 
than  raise  prices,"  says  Harvard  Uni- 
versity's Dale  W.  Jor- 
genson. 

Wall  Street's  concern 
stems  from  Bureau  of 
Labor  Statistics  (bls) 
wage  figures.  Its  Em- 
ployment Cost  Index 
(ECl)  shows  that  pay 
rose  at  a  3.4%  annual 
rate  through  June,  the 
. :  latest  period  available, 

or  about  half  a  percent- 
age point  higher  than 
inflation.  But  cost-con- 
trol efforts  such  as 
managed  care  have  cut 
benefits  growth  in  half, 
to  less  than  2%  a  year. 
Result:  Inflation-adjust- 
ed total  labor  costs  rose 
a  mere  0.1%  in  the  12 
months  ended  in  June 
(chart). 

The  bond  market  has 
been  fretting  about  bls 
stats  on  unit  labor 
costs,  too.  They  show 
labor  expenses  per  unit 
of  output  exceeding  in- 
flation by  nearly  one 
percentage  point  in  the 
past  18  months.  Prob- 
lem is.  these  figures  use 
a  wage-and-benefit  sur- 
vey that  is  notoriously 
unreliable.  Many  labor 
economists  prefer  the 
more  comprehensive 
eci.  Using  that  mea- 
sure, the  labor-cost 
spike  is  likely  to  disap- 


...BUT  BENEFIT  COSTS 
ARE  SHRINKING... 


CHANGE 
IN  PRIVATE 
INDUSTRY 
BENEFITS* 


-0.5 


2.0 
1.5 
1.0 


..HOLDING  INFLATION 
PRESSURES  DOWN 

CHANGE  IN  PRIVATE  INDUSTRY 
WAGES  AND  BENEFITS* 


-0.5 
-1.0 


'92 

'93 

'94     '95  '96** 

. PERCENT 


•ADJUSTED  FOR  'NFLAT10N 
"TWELVE  MONTHS  ENDED  IN  JUNE 


DATA:  BUREAU  OF  LABOR  STATISTICS 


pear  as  more  data  comes  in.  "The 
unit  labor  cost  increases  this  year 
will  probably  be  revised  down."  says 
David  S.  Wyss,  an  economist  at 
DRl/McGraw-Hill. 

"NO  WAGE  PUSH."  Either  way,  there's 
little  evidence  that  employers  face 
severe  wage  pressure  yet.  For  four 
years  after  the  recovery  began,  com- 
panies enjoyed  climbing  productivity 
and  flat  or  falling  total  labor  costs. 
This  is  a  key  reason  why  profits 
have  soared  in  recent  years.  Today, 
in  the  worst-case  projection,  tight  la- 
bor markets  may  force  employers  to 
dish  out  a  little  more  for  labor  than 

No  need  to  brake: 
Pay  rises  are  small, 
and  productivity  is  up 


before.  But  they're  still  producing 
more  per  dollar  spent  on  an  hour  of 
labor  than  they  were  in  1991.  Maybe 
not  quite  as  much  more  as  a  year 
ago.  but  still  more.  "Companies  are 
still  producing  more  per  worker  and 
only  paying  workers  a  little  more," 
says  Harvard  labor  economist 
Richard  Freeman.  "There's  no  wage 
push  inflation  right  now." 

So  companies  can  swallow  slightly 
higher  costs  and  still  be  ahead  of  the 
game.  What's  more,  an  uptick  in  la- 
bor expenses  does  not  threaten  U.  S. 
companies'  international  standing. 
Unit  labor  costs  among  U.  S.  manu- 
facturing companies  have  inched  up 
at  a  mere  0.3%  a  year  since  1990, 
while  those  of  our  eight  largest  trad- 
ing partners  have  risen  by  32%,  ac- 
cording to  a  recent  bls  analysis. 

There's  not  much  doubt  that  labor 
shortages  have  finally  started  to  push 
up  wages  this  year.  But  the  Fed 
needn't  be  alarmed  unless  these  gains 
accelerate  or  benefit  costs  rebound. 
Until  either  occurs,  the  economy 
should  be  able  to  grow  at  its  current 
pace  and  still  keep  inflation  in  check. 

Workplace  editor  Bernstein  keeps 
his  eye  on  wages. 
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Comfortable,  Quiet,  h 


After  just  a  few  minutes  in  a  Chevy 'Lumina  you  know  you're  comfortable  You  turn  the  whi 
and  it  responds:  steadily,  without  any  fuss.  You  notjce  it  tracks  very  straight,  very  smoothly. 
Everything  feels  solid,  tight.  There  are  no  surprises.  You've  just  experienced  some  inspired  eng 
neering-  It's  not  dramatic.  It's  not  supposed  to  be.  Because  what's  important  is  not  its  ingenic 
suspension  geometry  or  rigid  unitized  frame  designer  its  advanced  extensive  noise  msulatior 


afs  Dull  In  A  ftrson  Is  Great  In  Atk 

that's  important  is  a  pleasant  trip  in  a  car  you  can  trust.  And  that  can  include  everything  from  the 
oise  you  don't  hear,  to  the  bumps  you  don't  feel,  to  the  glare  that  doesn't  fatigue  your  eyes.  Or  it 
an  include  optional  dual  temperature  controls  or  supple  leather  seating  surfaces.  It  can  even  include 
le  money  you'll  save  over  other  cars  with  less  room  than  Lumina,  and,  arguably,  less  pleasant  rides, 
lothing  dull  about  that,  is  there?  That's  what  makes  Lumina  a  Genuine  Chevrolet. 


Genuine  Chevrolet  f-f^t^ 

The  Cars  More  Americans  Trust. 


The  Corporation 


FIRED  UP:  SDI  aims  to  move  I 
into  more  refined  steel  for  cai\ 


STRATEGIES 


THE  MINIMILL  THAT 
ACTS  LIKE  A  BIGGIE 

Low-cost  Steel  Dynamics  wants  to  lure  high-end  customers 


Three  years  ago,  when  Keith  Busse 
set  out  with  a  couple  of  his  pals  to 
raise  §310  million  dollars  to  build  a 
steel  mill,  their  resumes  sported 
one  vital  word:  Nucor  Corp.  In  the  '80s, 
Busse  had  led  the  construction  of  Nu- 
cor's  revolutionary  flat-rolled  minimill 
in  Crawfordsville,  Ind.  By  using  scrap 
metal  to  make  far  cheaper  steel.  Busses 
minimill  allowed  Xucor  to  grab  markets 
held  by  the  industry's  giants. 

Since  then,  Nucor's  success  has  led  a 
slew  of  others  to  build  minimills.  But 
none  of  these  rivals  can  match  Busse 
and  his  partners  on  experience.  "We 
know  where  the  gopher  holes  are  and 
how  to  avoid  them."  Busse  said.  In- 


vestors such  as  GE  Capital  agreed — and 
poured  money  into  Busse's  privately 
held  Steel  Dynamics  Inc.  (SDi).  In  De- 
cember, ahead  of  schedule,  his  Butler 
(Ind.)  plant  rolled  its  first  sheet  of  steel. 

Now,  even  before  sdi  reaches  its  full 
capacity  of  12  million  tons  a  year,  Busse 
is  racing  to  expand.  Although  most 
minimills  simply  melt  scrap  metal  to 
make  standard  grade  steel.  Busse  wants 
to  spend  $300  million  on  additions  that 
will  allow  sdi  to  make  more  refined  steel 
for  the  auto  makers.  And  to  protect  sdi 
from  rising  prices  for  scrap  metal.  Busse 
is  developing  new  substitute  raw  mate- 
rials. By  1998,  Busse  expects  to  have  as- 
sembled a  fully  integrated  steel  compa- 


ny for  just  $600  million — a  frcjj 
tion  of  the  cost  of  old-style  stfj 
mills.  "We're  buUding  a  lot  moil 
for  a  lot  less  money,"  boastii 
Busse  in  an  August  interview.! 

The  expansion  is  a  page  rig?! 
out  of  Nucor's  playbook.  To  I 
nance  it,  sdi  plans  to  file  fori 
$300  million  initial  public  offeril 
by  the  end  of  September.  Sinl 
August,  company  officials  ha  J 
had  to  stop  talking,  citing  tj 
quiet  period  mandated  by  t| 
Securities  &  Exchange  Comml 
sion.  But  given  Nucor's  steUI 
performance,  the  pitch  for  sdiI 
sure  to  be  simple:  Son  of  Nucl 
RISK  LOVER.  The  quiet  peril 
also  means  Busse  can't  talk  nui 
bers,  but  sources  close  to  his  oil 
fit  say  he's  off  to  a  quick  stal 
sdi  broke  into  the  black  in  June,  wJ 
operating  profits  of  $1  million.  That's! 
far  faster — and  smoother — startup  thl 
other  Nucor  wannabes.  Gallatin  Steel  I 
Warsaw,  Ky.,  for  example,  suffered  qj 
production  problems,  and  its  ceo  qJ 
late  last  year.  Based  on  current  pricj 
for  scrap  and  steel — and  not  countil 
the  planned  additions — industry  sourol 
say  sdi  could  earn  some  $40  million  i 
pretax  profits  on  revenues  of  $420  it! 
lion  for  1997.  "They've  done  a  very  nl 
job,"  concedes  Bill  Wiley,  president  | 
rival  Trico  Steel  Co. 

Still,  if  Nucor  in  Charlotte,  N.  C,  pi 
rides  much  of  Busse's  model,  sdi  is  al 
something  of  a  Nucor  renegade.  Uncflj 
the  leadership  of  F.  Kenneth  Iversdj 
the  $3.4  billion  Nucor  avoids  debt  al 
moves,  for  the  most  part,  into  safe  ml 
kets.  Busse,  a  confrontational,  risk-lovijj 
former  gun  dealer,  long  chafed  und| 
this  methodical  approach,  say  formtf 
colleagues.  When  one  of  his  mol 
straight-laced  rivals,  U.  S.  Steel  alii 
John  D.  Correnti,  beat  him  for  the  ce! 
job  three  years  ago,  Busse  left. 

Busse  set  out  to  run  a  steel  compal 
his  way — and  that  has  meant  greall 
risk.  While  Nucor  builds  most  of  a 
mills  in  the  South,  avoiding  direct  com 
petition  with  the  integrated  behemota 


GALLATIN  STEEL 
Capacity:1.2  million  tons. 

A  joint  venture  of 
Canada's  Co-Steel  and 
Dofasco.  After  a  rocky 
1995  debut,  it's 
smoothing  operations. 


NORTH  STAR-BHP 

Capacity:  1.5  million  tons. 

A  division  of  Cargill 
has  teamed  up  with 
Australian  metals 
giant  BHP  for  a 
startup  set  for  1997. 


NUCOR 

Capacity:  1.8  million  tons. 

Advanced  operation 
set  to  open  in 
October  will  be  the 
first  minimill  to  serve 
East  Coast  markets. 


TRICO  STEEL 
Capacity: 2.2  million  tons. 

A  joint  venture  of 
LTV,  Sumitomo,  and 
British  Steel.  Produc- 
tion begins  in  the 
first  quarter  of  1997. 


SET  FOR 
A  SCRAP 

Busse's  neiv 
minimill  faces 
plenty  of  rivals 
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Were  Listed  On  The 
Stock  Exchange,  But  We  LiheTo 
1  hinh  Were  In  The  Futures  Market 

ie  future  is  what  we  make  it.  And  what  most  families 
want  in  their  future  is  a  home.  Fannie  Mae  will  help  over  20 
million  families  get  into  a  home  of  their  own  this  decade  alone. 
We're  providing  opportunities  tor  those  who  need  it  most.  Working 
to  reduce  the  obstacles  to  homeownership.  By  streamlining  the  loan 
process,  we're  lowering  the  cost  of  buying  a  home.  And  with  our  history 
of  helping  to  keep  mortgage  rates  at  the  lowest  level  possible,  families 
will  save  money  well  into  the  future.  To  find  out  more  about  Fannie  Mae's 
proven  track  record  of  consistent  earnings  and  outstanding  performance,  call 
1-800-548-9444.  Or  you  can  visit  our  home  page  at  www.fanniemae.com. 


I'Wh.  hiniilo  Mac.  All  risli'.s  resevveu, 


If  you've  moved  into  e-mail,  Internet  and  shored  computing,  no  doubt  your  current  setup  is  bursting  at  the 
PCs  alone  won't  run  a  network  for  a  growing  business  anymore.  Unit's  why  HP  created  the  IIP  NetServer  E  Series  w 
Intel  Pentium  Processor.  It's  the  right  size  for  your  business.  With  one  easy  setup,  you  get  more 
memory,  more  processing  power  and  more  e.rjxmdnbility  than  with  a  desktop  PC  tower-  without 
P^.ll^'M.m     spending  more  money.  Call  (800)  533-1333,  Ext.  2185,  or  visit  http://www.hp.com/go/netserver. 


•Projected  U.S.  street  price   The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  of  Intel  Corp   ©  1996  Hewlett  Packard  Company 


Some  companies 
want  you  to  grow 
into  a  server. 

We  have  a  different 
philosophy. 


PC  PC 


HP  NetServer 
PC         E  Series         P  C 


•  pc  •■■ 


HEWLETT 
PACKARD 
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along  the  Great  Lakes,  Busse  set  up 
between  Detroit  and  Chicago  to  be  clos- 
er to  the  best  available  scrap  metal. 
And  unlike  Nucor,  he'll  battle  the  likes 
of  U.  S.  Steel  Group  and  Bethlehem 
Steel  Corp.  for  the  carmakers'  business. 
He's  betting  that  by  refining  Nucor's 
basic  technology,  SDI  will  be  able  to 
make  the  high-quality  steel  only  the  big 
mills  turn  out  today.  Already,  sdi  has 
made  steel  that  meets  Detroit's  stan- 
dards. But  rivals  are  watching  whether 
he  can  produce  high  quality  consistent- 
ly as  output  grows.  Given  his  record, 
Wall  Street  figures  he  has  a  chance. 
"With  the  new  technology,  it's  critical 
to  have  experience  under  your  belt," 
says  J.  P.  Morgan  &  Co.  analyst  Michael 
F.  Gambardella.  "Keith  is  the  only  guy 
who  has  set  up  two  of  these  plants." 

Still,  it's  a  high-stakes  gamble  in  a 
crowd.  With  five  other  new  minimills 
starting  up,  many  at  Nucor  are  skepti- 
cal. "Starting  up  one  plant  and  having  a 
few  people  who  know  the  culture  does 
not  necessarily  make  it  a  twin,"  warns 
Iverson.  "He'll  have  his  own  problems." 
MOLTEN  PIG.  Busse's  strategy  is  simply 
to  beat  all  comers  on  price.  Although 
strong  demand  helped  send  prices  up 
12%  on  average  this  year,  to  $360  per 
ton,  the  new  capacity  might  make  that 
short-lived.  What's  more,  weakening 
auto  markets  mean  all  steelmakers  could 
get  hit.  Busse  is  betting  he  can  make 
profits  at  $300  per  ton,  while  many  ri- 
vals lose  money  below  $320. 

Meanwhile,  rising  demand  for  scrap  is 
pushing  costs  up.  That  has  drawn  Busse 
into  the  iron  business.  He  has  bought  a 
piece  of  an  iron-carbide  plant  going  up 
near  Corpus  Christi,  Tex.,  and  plans  to 
use  a  big  chunk  of  the  production  as  a 
high-quality  substitute  for  scrap.  He's 
also  betting  $100  million  on  a  new  mill 
that  will  create  molten  pig  iron,  another 
scrap  substitute.  If  both  plants  work  as 
planned — and  rivals  figure  Busse  can 
pull  them  off— sdi  could  cut  dependence 
on  scrap  by  half. 

Still,  investors  looking  at  Busse's  IPO 
will  be  hard-pressed  to  project  the  fu- 
ture, sdi's  low  fixed  costs  should  help 
buffer  it  from  the  industry's  cyclical 
swings.  And  its  estimated  $200  million 
of  debt  adds  only  $10  per  ton  in  costs, 
say  industry  sources.  With  less  to  fear 
in  downswings,  investors  typically  pay 
moii.'  for  minimill  stocks.  Nucor  cur- 
rently trades  at  17.4  times  estimated 
1996  earnings,  versus  just  11.4  for  the 
industry.  But  the  real  test  facing  Busse 
and  his  Nucor  renegades  will  be  to 
make  steady  profits  in  a  steel  market 
increasingly  loaded  with  wild  cards. 

By  Stephen  Baker  in  Pittsburgh 


BUSINESS  SCHOOLS 


THE  WAY  TO  THE  TOP: 
"COPY  SHAMELESSLY' 

Olin  B-school's  new  dean  aims  to  clone  Kellogg's  success  | 


■  t  was  while  sitting  in  the  steam  bath 
I  that  Stuart  Greenbaum  learned  how 
I  to  run  a  business  school.  Starting  in 
I  the  late  1980s,  Greenbaum,  then  a 
banking  professor  at  Northwestern's 
J.  L.  Kellogg  Graduate  School  of  Man- 
agement, regularly  joined  Dean  Donald 
P.  Jacobs  and  a  few  colleagues  at  a 
Russian  steam  bath  in  Chicago.  The 
sweat-soaked  bull  sessions  covered  pol- 
itics, baseball,  and  above  all,  ways  to 
help  Jacobs  turn  Kellogg  into  one  of 
the  nation's  best  B-schools. 

All  that  perspiration  paid  off.  Today, 
another  business  school  turnaround  is 
emerging — this  time,  with  Greenbaum 
at  the  helm.  In  July,  1995,  after  two 
decades  at  Kellogg,  Greenbaum,  59, 
moved  to  St.  Louis  to  become  the  dean 
of  Washington  University's  John  M.  Olin 
School  of  Business.  Already,  he  has 
overhauled  the  curriculum,  recruited  20 
new  professors,  and  planned  a  new 
building  in  hopes  of  vaulting  Olin  into 
the  ranks  of  top  B-schools.  "I  wanted  to 
see  if  I  could  do  it  myself,"  he  says. 

The  blueprint  sure  looks  familiar. 
From  the  advisory  boards  of  local  busi- 
nessmen he  has  set  up,  to  the  array  of 
flags  from  students'  countries  he  has 
hung  in  the  lobby,  many  of  Greenbaum's 
ideas  have  been  modeled  after  those 


BASEBALL  NUT:  tried  at  Kello£ 
Greenbaum  Thanksgiving  wi 
loves  to  quote  the  dean,  a  facul 
Casey  Stengel  orientation  progra 
-  a  remodeled  stude 
lounge,  an  executive  manufacturing  pi 
gram — and  the  center  that  will  hou 
it:  They  all  spring  from  Kellogg.  Abo 
the  only  thing  missing  is  a  strip 
Northwestern  purple  paint  around  t 
school's  /ora;r-Gothic  buildings.  "Co 
shamelessly,"  says  a  grinning  Gree 
baum.  "I'll  copy  anything  that  works 
"RUDDERLESS."  So  far,  the  copycat  ti 
tics  have  been  effective.  In  one  ye: 
Olin  grads'  salaries  have  jumped  10 
compared  with  a  roughly  6%  rise  at  t 
B-schools  nationwide,  and  more  r 
maters  have  come  to  campus.  Studer 
are  happier,  too.  After  he  introduced 
mentoring  program  for  professoi 
teacher  evaluations  reached  their  hig 
est  level  of  the  decade.  And  while  38 
of  mba  students  polled  by  an  outsi 
firm  in  1995  were  dissatisfied  with  t 
administration's  responsiveness,  th 
number  fell  to  3%  this  year.  "I've  n 
ticed  a  new  esprit  de  corps  there,"  sa 
Sean  D.  Kenny,  a  partner  at  Ernst 
Young,  the  largest  recruiter  at  Olin. 

Greenbaum's  arrival  ended  a  touj 
time  for  Olin,  which  had  floundered  up 
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rnL  puwlh  ur 
GLOBAL  INVESTING 


Forbes 

Honor  Roll 

7  years  running 


T.  Rowe  Price  International  Stock  Fund— performance  potential  plus  diversification. 

If  you  want  to  diversify  for  enhanced  return  potential  with  reduced  risk,  don't  overlook 
international  equity  investing  with  T.  Rowe  Price.  By  providing  exposure  to  potentially  stronger- 
performing  foreign  markets,  international  stock  investments  can  help  increase  long-term  returns. 
And,  since  foreign  economies  tend  to  move  independently  of  each  other  and  the  U.S.,  diversifying 
internationally  can  actually  help  reduce  the  overall  volatility  of  a  domestic  portfolio. 

Our  International  Stock  Fund — one  of  the  oldest  and  largest  international  no-load  mutual 

funds — follows  a  prudent  strategy  of  investing  in  the  stocks  of  established 
companies  outside  the  United  States.  It  has  proven  itself  over  periods  of 
both  up  and  down  markets,  in  times  of  both  a  weak  and  a  strong  U.S.  dollar. 
In  fact,  the  fund's  success  has  placed  it  on  the  Forbes  Honor  Roll  for  the 
seventh  consecutive  year — the  only  international  mutual  fund  that  can 
-*BB™—^^™IBHIBik  claim  this  distinction.  The  fund's  performance  from  3/31/84  to  6/30/96 
was  considered;  18  honorees  were  selected* 

Benefit  from  our  expertise.  At  T.  Rowe  Price,  we've 
been  helping  people  invest  overseas  since  1979,  when  we 
joined  forces  with  Robert  Fleming  Holdings,  Ltd.,  one  of 
the  world's  oldest  and  most  successful  international 
advisers,  to  form  Rowe  Price-Fleming.  Today,  Rowe  Price- 
Fleming  serves  as  investment  adviser  to  our  family  of 
international  funds  and  manages  nearly  $29  billion  in 
foreign  stock  and  bond  assets. 

Let  US  Show  you  the  world.  To  learn  more,  request 
our  free  report,  The  Basics  of  International  Stock 
Investing,  today.  Of  course,  international  investing  has 
special  risks,  including  currency  fluctuation,  political 
and  economic  instability,  and  the  volatility  of  emerging 

markets.  As  with  any  stock  fund,  there  will  be  price  fluctuation.  $2,500  minimum  investment 
($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  report  and  prospectus 
1-800-541-7885 

http:// www.  troweprice.  com 


T.  Rowe  Price  Family  of 
Foreign  Equity  Funds 

•  Global  Stock  Fund 

•  International  Stock  Fund 

•  International  Discovery  Fund 

•  European  Stock  Fund 

•  Japan  Fund 

•  New  Asia  Fund 

•  Latin  America  Fund 

•  Emerging  Markets  Stock  Fund 


[v. 
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Invest  With  Confidence 

T.RowePrice 


rategic  Insight  Simfund.  *As  cited  in  Forbes  magazine  (Mutual  Funds  issue)  dated  8/26/96.  The  honorees  are  chosen  annually;  candidates  must  he  open  to  new  investors  and  have  had 
;  same  management  for  at  least  5  years.  Sector  funds  are  excluded.  Head  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc..  Distributor.  isf(H2198 


With  more  than  one  billion  smortcard  chips  shipped 
SGS-THOMSON  is  the  recognised  leader  in  this  fast 
growing  sector.  The  company's  ability  to  produce 
reliable  chips  with  built-in  security  make  it  the  partner  of 
choice  for  some  of  the  world's  leading  exponents  of 
smartcard  applications.  ST  technology  is  at  work  in 
fields  as  diverse  as  banking,  entertainment  services, 
telecommunications  and  many  others. 


SGS "THOMSON       The  SGS-THOMSON  Microelectronics  Group  provides  Service  and 

[^□©[^©[llLIlSlJI^lSKIlDSS       Technology  throughout  the  world: 


'You  Bank  On  Us 
Every  Day 


We're  SGS-THOMSON  Microelectronics. 

We  make  the  chips  that  make  electronic 
banking  possible.  When  you  use  an  ATM,  for 
example,  it's  likely  an  S7"  chip  is  driving  the 
display  while  other  chips  are  helping  verify 
that  your  card  is  valid.  When  your 
transaction  slip  is  printed  our  chips  are 
probably  helping. 

And  as  the  financial  world  goes  more 
electronic  even  more  people  bank  on  us. 

We  are  the  world's  leading  supplier  of  the 
integrated  circuits  used  in  smartcards  -  now 
hailed  as  the  new  money.  By  working  with 
experts  in  the  banking  community  we  have 
developed  chips  that  make  smartcards  as 
safe  as  any  other  form  of  purchase  medium. 


In  fact,  it  is  our  ability  to  work  with  partners 
from  all  walks  of  life  to  produce 
differentiated  products  that  sets  us  apart  from 
the  crowd.  It  has  also  helped  make  STone  of 
the  most  consistent  performers  in  the 
microelectronics  industry. 

Again  last  year,  for  example,  our  net 
revenues  were  up,  this  time  by  34%  to 
$3,554  billion  with  earnings  up  from  $363.5 
million  to  $526.5  million.  And  our  second 
quarter  results  this  year  underline  our 
consistency  with  earnings  of  over  $1 76  million. 

We're  SGS-THOMSON,  a  force  to  count 
on  in  microelectronics. 

Call  us  now  and  you'll  find  that  we  are  a 
company  you  can  bank  on. 


It's  About  Time 
You  Checked  Us  Out! 


57, 


Contact  SGS-THOMSON  on  these  fax  numbers:  The  Americas  +  1  617  2599423 
Asia  Pacific  +  654820240  -  Europe  +  33  50402860  -  Japan  033  28041  31 
Visit  our  web  site  at  http://www.st.com 


STM 

NYSE 


Australia,  Brazil,  Canada,  China,  France,  Germany,  Hong  Kong,  Italy,  Japan,  Korea,  Malaysia,  Malta,  Morocco, 
The  Netherlands,  Singapore,  Spain,  Sweden,  Switzerland,  Taiwan,  Thailand,  United  Kingdom,  U.S.A. 
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Diversity: 
Making  the 
Business  Case, 

A  Business  Week 
Special  Advertising  Section 


A  diverse  workforce  is 
the  new  vision  for  success. 
Build  your  corporate  image 
by  supporting  diversity  and 
positioning  your  company 
before  6  million  business 
decision-makers. 


For  more  information, 
please  contact: 

Jeff  Maiers 
Project  Manager 
Phone:312-616-3303 
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the  1992  semiretirement  of  longtime 
Dean  Robert  L.  Virgil.  The  school  went 
three  years  without  a  permanent  dean, 
partly  because  candidates  thought  it  was 
trying  to  run  too  many  programs  with  its 
small  faculty.  "We  were  rudderless,"  says 
Emerson  Electric  Chairman  Charles  F. 
Knight,  who  heads  Olin's  advisory  council. 
In  1994,  Olin  fell  out  of  business  week's 
ranking  of  the  nation's  top  20  business 
schools,  after  a  brief  stint  as  No.  20. 

Looking  to  Kellogg  for  a  leader 
made  sense.  In  recent  years,  the  Kel- 
logg philosophy — that  universities  must 
shed  their  arrogance  and  pay  more  at- 
tention to  students'  wants — has  swept 
across  American  B- 
schools.  Certainly, 
Greenbaum  practiced 
these  ideas  at  Kel- 
logg. A  baseball  nut 
who  quotes  Casey 
Stengel  as  readily  as 
he  does  total  quali- 
ty management  guru 
W.  Edwards  Dem- 
ing,  Greenbaum  de- 
vised some  of  Kel- 
logg's  best-known 
programs. 

Yet  Greenbaum 
and  Olin  weren't  an 
obvious  fit.  Green- 
baum is  the  son  of  a 
New  York  butcher 
and  has  the  accent  to 
prove  it.  He's  an 
opera  fan,  and  for  a 
B-school  dean,  he  is 
rather  liberal.  That's 
not  exactly  a  resume 
that  would  leap  out 
at  a  Midwestern 
school  surrounded  by 
a  conservative  busi- 
ness community. 
WELL  ENDOWED.  In  fact,  it  didn't.  The 
search  committee  offered  the  job  to  at 
least  four  other  people  before  Green- 
baum. When  Olin  did  finally  turn  to  him, 
he  turned  it  down.  "Frankly,"  he  says, 
"I  was  a  little  bit  insulted."  An  appeal 
from  former  Dean  Virgil  helped  change 
his  mind.  Greenbaum  started  at  01in  on 
July  1,  1995,  the  same  day  as  Mark  S. 
Wrighton,  the  new  Chancellor. 
Wrighton's  goal:  make  Washington — and 
Olin — into  premier  national  schools, 
much  like  Duke  University  and  its  J.  B. 
Fuqua  School  of  Business. 

It's  a  tough  task,  but  not  an  impossi- 
ble one.  With  a  relative  dearth  of  top- 
tier  research  universities  in  the  Mid- 
west, there's  plenty  of  room  for 
Washington.  St.  Louis  is  home  to  the 
headquarters  of  10  large  companies — 


including  Ralston  Purina  Co.  and  lii 
santo  Co. — and  Greenbaum  has  lobjE 
Anheuser-Busch  Cos.  and  others  to\t 
more  involved.  Olin's  $100  million!] 
dowment — larger  than  that  of  manylc 
schools  such  as  Duke  and  Dartmoi|i 
Amos  Tuck  School  of  Business — gh 
it  the  firepower  to  try  imitating! 
success  of  Wash.  U.'s  nationally^ 
spected  medical  school. 

Not  everything  in  Greenbaum's  (e 
of  tricks  has  come  from  Kellogg.  Tra 
peal  to  the  growing  number  of  compa 
looking  for  students  with  special* 
skills,  for  instance,  Greenbaum  wni 
just  20%  of  a  student's  credits  to  m 
a«««««™™.  from  core 


Remaking 
Washington  University's 
Olin  B-School 

How  Dean  Stuart  Greenbaum 
is  trying  to  turn  it 
into  a  top-20  contender 

•Hired  20  new  professors — 
35%  of  the  faculty. 

•Created  new  executive  pro- 
grams in  manufacturing  and 
health-care  in  collaboration 
with  the  engineering  and  med 
ical  schools. 

•Added  21  new  courses — 
from  health-care  management 
to  leadership — and  increased 
students'  flexibility  by  trim- 
ming mandatory  classes. 

•Strengthened  ties  with  local 
business  leaders.  One  result: 
Job  postings  are  up  24%. 
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down  from  about!) 
today  and  60%  ju 
year.  Greenbaumib 
hopes  to  drop  hp 
grades  in  order  t;l 
cus  students  mor  e 
learning  than  on  \t 
petition.  That  mail 
risky  for  a  seconcju 
school,  however,  m 
recruiters  often  & 
on  grades  to  sfe 
out  the  best  cli 
dates.  Greenbaunb, 
even  applied  hisp' 
for  baseball  to  01i|l 
sending  some  stu<jn 
to  work  with  thii 
Louis  Cardinals' 
help  attract  it) 
African  America^ 
the  ballpark. 

The  B-school  ii 
munity    is  alru 
noticing  the  chaff* 
"Any  one  of  tp 
changes  would  a 
been  a  nice  feathf 
his  cap,"  says  Rip 
Roberts,  a  professor  of  managemej, 
Olin.  And  although  imitation  is  sa 
be  the  sincerest  form  of  flattery,  G(( 
baum's  old  mentor,  Kellogg's  Ja 
shows  signs  of  a  little  defensive 
He  notes  that  Greenbaum  was  the 
Kellogg  professor  to  get  the  call,  qi< 
ly  adding,  "I  told  them  to  hire  S  s 
all  along." 

Still,  Greenbaum  has  a  long  w; 
go.  He  has  yet  to  woo  any  of  the~> 
name  faculty  needed  to  make  a  si 
top-notch,  and  its  numbers  on  api> 
tions,  student  salaries,  and  scores  |S 
Olin  in  the  second  tier  of  B-schoolsE 
for  now,  Greenbaum's  biggest  woif 
finding  a  nearby  steam  bath.  "I  mi; 
he  says.  You  know  what  that 
Look  for  one  near  Olin  soon. 

By  David  Leonhardt  in  St.  ij 
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Why  Cyprus  ? 


Hundreds  of  multinational  companies  have  their  reasons 
for  choosing  Cyprus  as  their  regional  base  of  operations. 
Here  are  just  a  few... 
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A'  Tetra  Laval 


CENTRAL  BANK  OF  CYPRUS 

International  Division 
P.O.Box  5529,  CY-1395  Nicosia,  Cyprus 
Telephone:  +357  2  394225 
(8.00  am  ■  2.00  pm,  local  time] 
Fax:  +357  2  378164 
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They're 

every  reason 

you  bought 
a  mainframe. 


And 

every  reason 

you  didn't. 


INTRODUCING  SUN'S  NO-COMPROMISE  ENTEPRISE  SERVERS. 
THE  FIRST  IN  HISTORY  TO  GIVE  YOU  MAINFRAME  CALIBER 
COMPUTING  WITH  THE  BENEFITS  OF  OPEN  SYSTEMS. 


You  bought  a  mainframe  because  of  the  reliability, 
capacity,  throughput  and  control.  But  they 
lacked  the  flexibility,  information-access  and 
applications  of  client/server  computing.  Now, 
you  can  have  the  best  of  both  worlds  — the  Sun™ 
Ultra1"  Enterprise™  Servers  combine  the  benefits 


of  network  computing  with  the  capacity,  reliability 
and  control  of  a  mainframe  to  give  you  an  entirely 
new  level  of  computing.  Whether  you  need 
immense  data  warehouses  or  the  ability  to 
support  thousands  of  users.  Sun  delivers.  Up  to 
30  UltraSPARC  '  processors,  30  gigabytes  of 


memory,  mainframe-class  I/O,  and  10  terabytes 
of  storage.  And  with  the  Solaris™  operating 
environment  you  get  the  ability  to  expand  in 
all  directions  so  you  can  have  capacity  on 
demand.  Plus,  you'll  have  the  confidence  ot  a 
system  engineered  with  the  industry's  best 
reliability  features;  every  major  system  component 
is  redundant  and  hot-pluggable.  Naturally,  all 
these  systems  are  supported  by  world-class 
service,  and  round-the-clock  mission-critical 
support.  Factor  in  Solstice"'  software,  a 
comprehensive  suite  of  tools  and  services,  and 
you've  got  centralized  control  of  your  entire 
network.  Thanks  to  our  premier  software 
partnerships,  these  servers  are  the  ideal  platfonns 
on  which  to  run  all  the  leading  business 
applications.  Sun  Ultra  Enterprise  Servers. 
The  era  ol  enterprise  network  computing  is 
here.  To  receive  more  information,  contact  us  at 
http://www.sun.com  or  1-800-786-0785,  Ext  410 


THE  NETWORK  IS  THE  COMPUTER 
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COLLEGE  ATHLETICS 


GENDER  WAR  ON 
THE  PLAYING  FIELDS 

A  looming  federal  court  ruling  could  fire  up  the  fight  again 


Four  years  ago,  Brown 
University  gymnast  Amy 
Cohen  refused  to  go  qui- 
etly. When  her  school, 
faced  with  financial  pressures, 
eliminated  four  varsity  sports — 
women's  gymnastics  and  vol- 
leyball and  men's  water  polo 
and  golf — Cohen  and  other  fe- 
male athletes  sued  Brown  for 
allegedly  violating  Title  IX,  a 
1972  federal  law  that  bars  dis- 
crimination on  the  basis  of  sex. 

Amid  a  flurry  of  lawsuits  on 
behalf  of  women's  sports,  Co- 
hen vs.  Brown  has  emerged  as 
the  most  important  test  of  the 
law  that  will  shape  college  ath- 
letics into  the  next  century.  In 
the  three  years  since  the  plain- 
tiffs won  a  U.  S.  District  Court 
victory  that  validated  the  Office 
of  Civil  Rights'  (ocr)  three- 
pronged  test  for  compliance — 
including  the  controversial 
"proportionality"  concept — col- 
leges large  and  small  have  re- 
luctantly begun  a  shift  of  re- 
sources from  men's  to  women's 
programs.  (Proportionality 
means  that  schools  must  allo- 
cate resources  and  opportuni- 
ties for  sports  on  the  basis  of 
the  male-female  enrollment.) 
Brown  decision  was  like  a  2-by-4  to  the 
head  of  all  those  people  who  had  re- 
fused to  comply  with  the  law,"  said 
Lynette  Labinger,  a  Providence  lawyer 
who  represented  Cohen,  with  the  back- 
ing of  the  Washington-based  Trial 
Lawyers  for  Public  Justice. 

Now,  forces  on  both  sides  of  the  issue 
are  nervously  awaiting  an  imminent  rul- 
ing by  the  U.  S.  Court  of  Appeals  in 
Boston  that  could  either  affirm  or  over- 
turn Judge  Raymond  J.  Pettine's  deci- 
sion. Gender-equity  advocates  fear  that 
a  defeat  would  result  in  a  rollback  of 
the  gains  they  have  achieved.  And  many 
university  administrators  worry  that  an 
affirmation  of  the  lower-court  decision 
could  mean  further  cuts  in  football  pro- 


•The 


TAKE  THAT! 

Women  athletes  at 
Brown  sued  for 
equal  treatment 
and  won.  Will  their 
victory  stand? 


grams  even  as  pres- 
sure builds  to  gener- 
ate revenue  to  pay  for 
the  costs  of  imple- 
menting gender  equi- 
ty. They  insist  that 
the  current  interpre- 
tation of  the  law  dis- 
criminates against 
male  athletes  and  fails 
to  recognize  that  for  many  schools,  big- 
time  football  is  a  money-making  busi- 
ness quite  different  from,  say,  men's 
lacrosse. 

"The  people  in  Washington  who  are 
trying  to  dictate  the  way  college  ath- 
letics should  be  run  don't  know  any- 
thing about  college  athletics,"  says 
Charles  M.  Neinas,  executive  director  of 


the  College  Football  Assn.  (cfa).  B;j 
James  J.  Whalen,  president  of  Ithal 
College,  who  chaired  a  National  Coll 
giate  Athletic  Assn.  gender-equity  ta; 
force,  rejects  the  "football  is  differen 
argument.  "Some  people  would  like 
believe  that  gender  equity  is  a  femini 
plot  to  destroy  big-time  football,"  sa 
Whalen. 

Not  really.  But  many  college  admi 
istrators  believe  the  ocr  guidelines  co 
tradict  the  intent  of  Title  IX  by  < 
couraging  reverse  discrimination.  To 
in  compliance,  a  school  must  satisfy 
least  one  of  three  tests:  the 
tio  of  female  to  male  athlet 
and  female  and  male  studen 
must  be  "substantially  equiv 
lent";  continued  expansion 
women's  athletic  opportunity 
must  be  demonstrated;  and  t 
athletic  interests  of  worn 
must  be  "fully  and  effectiv 
accommodated." 
QUOTAS?  "You  can  have  a  hi: 
achieving  women's  program  a: 
still  flunk  that  test,"  says  U 
versity  of  Arkansas  Athle 
Director  Frank  Broyles.  Jud 
Pettine  determined  that  Bro' 
did  not  meet  the  requiremen] 
even  though  the  school  sp< 
sors  17  women's  sports, 
more  than  the  national  av 
age.  Brown  contended  that 
should  not  be  penalized  becai 
female  students  are  not  into 
ested  in  athletics  in  the  sai 
numbers  as  their  male  count 
parts.  "If  [Brown's  athletic  p: 
gram]  violates  the  law  by 
matching  the  male-female  p 
ulation,  then  why  isn't 
against  the  law  that  the 
ma  department  is  80%  femal 
asks  Brown  spokesman  M; 
Nickel.  Adds  Brown  attor 
Walter  Connoly:  "This  prop 
tionality  argument  is  the  wo 
form  of  quota  system." 

In  recent  years,  athletic  o 
cials,  caught  between  the  c 
flicting  mandates  of  balancij 
the  books  and  complying 
the  law,  often  have  been  fori 
to  cut  men's  teams.  The  1£ 
U.S.  Supreme  Court  decisi 
in  Franklin  vs.  Gwinnett  County, 
preferential  hiring  case  that  establish 
the  precedent  of  monetary  compens 
tion  for  victims  of  Title  IX  violatio: 
was  a  wake-up  call.  "Up  to  that  poi 
the  law  basically  encouraged  nonco 
pliance,"  said  Atlanta  attorney  Nan 
Ryan,  a  specialist  in  Title  IX  cases. 
Not  any  more.  In  August,  Joe  Glei 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT. 


DECISIONS  ARE  TOUGHER. 
riME  IS  CRITICAL. 
RESOURCES  ARE  LEANER. 
VNDTHE  BUCK  STOPS  WITH  YOU. 

.HYPE  JUST  WON'T  CUT  IT  ANYMORE. 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAR  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide... including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright©  1996  by  SAS  Institute  Inc 
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YOUR  PRESENTATION 
WAS  CREATED  DIGITALLY, 
EDITED  DIGITALLY. 

STORED  DieiTMlY. 

NOW  THERE'S 

ADtfilTALWAY 
TO  PRESENT  IT. 
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Introducing  a  revolutionary 
\  TEXAS  INSTRUMENTS  TECHNOLOGY  idea  for  your  state-of- 
;he-art  presentation:  a  state-of-the-art  projection 
iisplay.  Digital  Light  Processing"'  (DLP1")  technology 
created  by  Texas  Instruments. 

This  completely  digital  display  technology  is  made 
jossible  by  applying  digital  processing  to  Light.  We  treat 
mages  as  digital 
lata.  And  reflect 


Plug  your  laptop  into  a  state-of-the-art 
projection  system  with  DLP  technology. 
Then  see  your  presentation  come  to  life. 

Projection  systems  featuring  Digital  Light 
Processing  technology  are  also  portable.  And  easy  to 
use.  (You  won't  need  a  technician  to  set  up  your  sys- 
tem.) But  the  real  beauty  of  Digital  Light  Processing 
technology  is  that  our  advanced  engineers  created 

an  extraordinary 


hem  from  their  orig- 
nal  source  (stored 
■ight  there  on  your 
:omp liter),  directly 
o  the  screen. 

The  result  is  a 
:ompletely  digital 
iresentation.  From 
tart  to  finish.  For 
he  first  time  your 
isuals  appear  with 
11  their  vibrant  color 
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DLP  reflects  your  original  images  directly  to  a  screen  of  almost  any  size  with 
true  colors  and  crisp  data  and  video  images. 


new  technology  for 
about  the  price  of 
the  old  one.  Now 
that's  something 
you've  got  to  see. 

Look  for  state- 
of-the-art  projection 
systems,  including 
Davis,  Electrohome, 
InFocus  Systems, 
nView  and  Proxima, 
at  a  dealer  near 
you.  If  you  would 


ntact.  PowerPoint®  slides  are  as  sharp  as  35mm  film, 
md  the  screen  is  as  clear  as  a  just-washed  window,  with 
tone  of  the  usual  haze.  You  can  actually  see  your  presen- 
ation  from  any  viewing  angle.  Even  in  a  well-lit  room. 


like  to  receive  more  detailed  information,  call 
us  at  1-888-DLP-BY-TI,  ext.  100.  Or  visit  us  at 
http://www.ti.com/dlp  for  an  online  demonstration  of 
TPs  completely  digital  display  technology. 


PROXIMA' 


Digital  Light  Processing  and  DLP  are  trademarks  of  Texas  Instruments  Incorporated 
PowerPoint  is  a  registered  trademark  of  Microsoft  Corporation 
Oavis,  Electrohome.  InFocui  Systems.  nView  and  Proxima  are  reqistered  trademarks 
1996  Tl 
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Sports  Business 


football  coach  at  University  of  Northern 
Colorado,  was  forced  to  cut  11  non- 
scholarship  players  from  his  squad  in 
order  to  satisfy  a  "participation  quota." 
"These  were  kids  paying  their  own 
way,"  Glenn  says.  "It 
was  the  hardest,  most 
irrational  thing  I've  ever 
had  to  do  in  coaching." 

Participation  by  fe- 
male athletes  is  up  23% 
since  1989,  but  women's 
sports  still  lag  behind  in 
funding.  Few  programs, 
says  the  Women's  Spoils 
Foundation,  could  sur- 
vive a  federal  investiga- 
tion. Washington  State 
University  is  a  big  ex- 
ception. After  losing  a 
Title  IX  lawsuit  in  the  mid-'80s,  it  re- 
vamped its  athletic  department  and  now 
is  considered  a  gender-equity  model. 
The  Cougars  give  46%  of  their  scholar- 
ships to  female  athletes,  reflecting  the 
university  population.  "The  key  to  our 
strategy  was  overturning  the  exemp- 
tion for  football,"  says  Marcia  Saneholtz, 
senior  associate  athletic  director.  "You 
can't  treat  football  differently." 

Opponents  of  the  OCR  guidelines  ar- 


gue that  football  must  be  treated  dif- 
ferently because  it  requires  so  many 
athletes,  thereby  rendering  proportion- 
al compliance  almost  impossible  with-, 
out  cutting  large  numbers  of  men's  non- 


CRASH  COW 

Should  money-making 
football  be  exempt  from 
gender-equity  standards? 


revenue  sports.  More 
important,  football  brings 
in  the  bucks.  The  Col- 
lege Football  Assn.  cites 
a  1995  survey  showing 
that  its  membership, 
which  includes  most  ma- 
jor football  schools,  spent 
an  average  of  $101,000  more  on  schol- 
arships for  women  than  men — if  foot- 
ball is  removed  from  the  equation.  At 
the  55  schools  that  responded  to  the 
CFA  survey,  football  generated  a  total 
of  $570  million,  compared  with  $5  million 
for  women's  sports.  Says  former  Baylor 
head  coach  Grant  Teaff,  the  executive 
director  of  the  American  Football 
Coaches  Assn.:  "They've  cut  us  to  the 
bone  to  save  money  and  yet  they  expect 


us  to  keep  bringing  in  more  mone 
Financial  concerns  have  played 
large  role  in  the  recent  realignment 
major  football  powers,  especially  t 
formation  of  the  Big  12  Conference- 
group  of  schools,  including 
former  Big  Eight  Conference  a 
the  old  Southwest  Conferen 
that  began  play  this  season,  j 
though  the  league's  footb 
coaches  opposed  the  establis 
ment  of  a  postseason  cham 
onship  game,  the  university  presidei 
overruled  them  because  they  said  th 
needed  the  estimated  $7.2  million  p 
year  payoff  to  support  gender  equitj 
Wnile  most  athletic  officials  do  r 
want  to  reverse  advances  in  the  tre; 
ment  of  women,  they  know  the  pr< 
sures  to  generate  revenue  will  only 
crease  if  the  Brown  decision  is  affirnw 
Their  hope  is  that  the  proportional] 
guideline — already  disregarded  in  a  lo 
er-court  ruling  in  Louisiana — will 
thrown  out,  leading  to  what  they 
would  be  a  more  real-world  approa 
to  college  athletics.  Whatever  way  t 
decision  comes  down,  though,  it  seei 
likely  that  the  losing  side  will  go 
the  long  bomb — the  Supreme  Court. 
By  Keith  Dunnavant  in  Atlar, 
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SMALL  BUSINESS 
S  BIG  BUSINESS' 

iddenly,  Corporate  America  discovers  the  little  guy 


Vho  the  heck  is  Randy  Rosier?  Re- 
cently, at&t  sent  a  stretch  limo 
to  Rosler's  tiny  Manhattan  greet- 
-card  company,  flew  him  to  Boston, 
;  him  up  in  a  luxury  hotel,  and  treat- 
him  to  a  Red  Sox  game.  "I  bonded 
h  their  top  honchos,"  he  says.  Rosier 
in  entrepreneur,  and  along  with  mil- 
is  of  other  small-business  owners,  he 
;  become  the  object  of  intense  desire 
some  of  America's  biggest  marketers. 
Companies  that  made  their  names 
ering  to  other  behemoths  or  to  con- 
ners  are  now  falling  all  over  each 
er  to  reach  a  new  wave  of  entrepre- 
irs.  "A  few  years  ago,  you  never  saw 
rthing  targeted  to  small  business," 
■s  Roger  Jask,  a  vice-president  of  the 
S.  Chamber  of  Commerce.  "Now,  it's 
i  everybody  woke  up  all  at  once  and 
I,  'Hey.  There's  a  big  market  here, 
t's  go  get  it.' " 

^ext  Tuesday,  American  Express  Co. 

1  announce  a  new  small-business 

porate  credit  card  with  a 

1,000  limit — the  center 

ce  of  a  sweeping  push 

)  businesses  with  fewer 

n  100  employees  that 

1  also  include  new 

dit  options,  lease  fi- 

lcing,  and  financial 

nagement  services. 

ney   Bowes  Inc. 

ns  to  roll  out  small- 
cheaper  postage 

ters  for  companies 

all  enough  to  fit  in- 

5  the  corporate  mail- 

ms  where  the  manu 

turer  made  its  name. 

1st  &  Young  is  padding 
its  powerful  corporate 

ter  with  tiny  companies 

t  can  tap  into  the  firm's 

lertise  with  a  new  online 

suiting  service. 

iVhy  all  the  fuss  over 

ipanies  that  could  take 

ear  to  earn  what  mam- 

th  customers  spend  in 

lay?  "The  answer  is 

■pie,"  says  Steve  Ale- 
president  of  American 


Express  Small  Business  Services.  "Small 
business  is  the  third-largest  economy  in 
the  world,  after  the  U.  S.  and  Japan." 
The  sector  has  never  grown  as  fast  and 
furiously  as  it  has  in  recent  years.  The 
number  of  companies  with  fewer  than 
100  employees  has  increased  nearly  50% 
since  the  early  1980s,  according  to  the 
sba.  And  from  1990  to  1994,  they  created 
most  of  the  new  jobs.  Now,  those  20  mil- 
lion tiny  enterprises  account  for  about 
half  the  nation's  employment  and  more 
than  a  third  of  gross  domestic  product. 

Many  of  these  new  enterprises  were 
started  by  downsized  execs  armed  with 
big  severance  checks  and  used  to  the 
latest  technology.  "Old-line  entrepreneurs 
were  notorious  for  hanging  on  to  their 
money,"  says  Jask.  "The  new  line  are 


MARKETERS 
THINK  SMALL 

AMERICAN  EXPRESS  Offers  a 
new  Optima  Card  with  a  $20,000 
ine  of  credit  for  small  businesses 

WELLS  FARGO  Pledges  $1  bil- 
lion in  loans  to  women-owned 
small  businesses 


bringing  in  a  lot  of  new  equipment  and 
spending  on  technology  like  crazy." 
Robin  Sternbergh,  head  of  ibm's  world- 
wide small  and  midsize  sales  and  ser- 
vice, says  the  company's  fastest-grow- 
ing segment  is  companies  with  fewer 
than  50  employees,  where  sales  are  in- 
creasing at  14%  a  year.  To  compete  with 
bigger  companies,  these  tiny  operations 
are  snapping  up  equipment  that  lets 
them  network  with  customers  and  sup- 
pliers. "Small  business  is  big  business," 
she  says.  "And  we're  putting  a  bigger 
emphasis  on  it  than  ever." 
SPREAD  THE  WORD.  To  reach  this 
promised  land,  marketers  have  to  re- 
invent the  way  they  do  business.  Sales- 
people can't  knock  on  10  million  doors 
the  way  they  called  on  the  top  few  hun- 
dred big  companies.  Pitney  Bowes  is  re- 
stnicturing  its  3,000-strong  sales  force,  in 
part  to  reach  the  roughly  3  million  small 
businesses  it  believes  need  postage  me- 
ters. Instead  of  visiting  each  prospect,  it 
will  rely  more  on  advertising  and  direct 
mail  and  for  the  first  time  will  market 
its  new  millimeters  through  retailers. 

Others  are  cultivating  relationships 
with  entrepreneurs,  hoping  they'll  spread 
the  word  as  they  network.  AT&T  created 
small  regional  councils  to  help  pinpoint 
what  small-business 
owners  want — and 
develop  good  word 
of  mouth.  "I  pass 
their  name  around 
at  all  the  functions," 
says  Randy  Rosier, 
whose  Boston  junket 
rewarded  his  work 
in  a  local  council. 

Now  that  mar- 
keters have  discov- 
ered small  business, 
the  next  step  is  to 


ERNST  &  YOUNG  Markets 
Ernie,  an  online  consulting 

service  for  small  businesses  _  _      segment"  it  "the  "way 

MCI  With  Intel,  offers  Internet 
products  to  small-business  owners 

AT&T  Launches  regional  customer 
councils  of  small-business  owners  to 
test  new  products 

DATA:  BUSINESS  WEEK 


they  do  consumers. 
"Eight  years  ago, 
nothing  was  target- 
ed to  small  business- 
es and  all  you  had  to 
do  to  get  their  at- 
tention was  say, 
'Small  Businesses, 
we  have  something  for  you,' "  says  Phillip 
Buehler,  a  senior  vice-president  at  Wun- 
derman  Cato  Johnson,  the  direct-mar- 
keting ami  of  Young  &  Rubicam.  Amer- 
ican Express  captured  about  1.6  million 
customers  that  way,  but  further  growth 
requires  more  focused  products  and  ser- 
vices. After  all,  the  goal  now  is  to  supply 
something  exciting  enough  to  create  some 
buzz  at  the  Rotary  Club — not  just  the 
boardroom. 

By  I.  Jeanne  Dugan  in  New  York 
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an  it  keep  streaking  ahead 
hile  revolutionizing  the  way 
designs  and  builds  planes? 

iobody  would  mistake  Boeing's  new  ceo,  Philip  M.  Con- 
dit,  for  a  clotheshorse.  But  on  a  recent  "casual  Friday" 
at  the  company's  Seattle  headquarters,  he  changed 
outfits  four  times — from  racquetball  togs  to  slacks  and 
r-neck  sweater  for  morning  meetings,  then  into  a  coat 
tie  for  a  luncheon  speech  to  a  veterans'  group,  back 
i  casual  duds  for  a  visit  to  the  factory  floor,  and  then 
i  a  suit  for  an  evening  event.  Call  him  a  chameleon:  This 
if  executive  doesn't  want  appearances  to  get  in  the  way  of 
sod  relationship. 

)nly  the  seventh  man  to  lead  Boe- 
Co.  in  its  80-year  history,  Condit, 
background  and  demeanor,  seems 
Icularry  attuned  to  this  era.  Unlike 
more  formal  predecessors,  the  gre- 
ious  Condit  is  as  comfortable  in 
ineering  meetings  or  on  the  facto- 
loor  as  in  the  executive  office.  He 

done  stints  in  aircraft  design,  mar- 
ng,  sales,  and  project  management, 

he  led  the  early  development  of 

computer-designed  777  widebody. 
.  perhaps  his  most  contemporary 
un-Boeing-like  quality  is  his 
>ng  interest  in  the  people  side  of 

business.  If  Condit's  avowed  de- 

to  bestow  on  Boeing  "a  focus  on 
pie,  on  the  role  they  have  in  the 
anization"  is  more  than  just  talk,  it 
Id  make  him  the  right  man  at  the 
it  time.  With  all  that  Boeing  has 
its  plate  right  now,  motivating  its 
,000  employees  to  perform  at  their 
k  is  crucial. 

Earned  ceo  five  months  ago,  the 
^ear  old  Condit  takes  control  as 
:ing  hits  the  upward  curve  of  a 
ister  business  cycle.  After  three 


CONDIT'S 
AGENDA 

To  succeed,  the 
CEO  must  meet 
huge  challenges 


►  Launch 
largest-ever  747s 
and  derivatives 
of  the  hot  new 
777  and  the 
workhorse  737 

►  Hire  and  train 
more  than  1000 
new  employees 
per  month  while 
managing  restive 
workforce 


years  of  declining  revenues  and  six  years  of  falling  employ- 
ment, orders  for  new  aircraft  are  rolling  in  faster  than  the 
company  can  build  them.  New  employees  are  coming  on  at 
the  rate  of  more  than  1,000  a  month.  The  company  continues 
to  develop  ambitious  new  products,  including  its  largest-ever 
747s  and  derivatives  of  the  best-selling  737  and  777.  On  top  of 
all  this,  Boeing  finally  joined  the  aerospace  industry's  consol- 
idation trend  with  its  Aug.  1  purchase  of  Rockwell  Interna- 
tional's defense  and  space  division  for  $3.2  billion.  With  busi- 
ness booming,  it's  not  surprising  that  Boeing's  stock  is  trading 
near  its  historic  high,  closing  Sept.  17  at  91. 
SAVAGE  PRESSURE.  Condit's  challenge  is  to  manage  all  this 
change  and  growth  simultaneously.  Boeing's  revenues  this 
year  are  expected  to  hit  $22.7  billion,  up  16%  from  1995, 
and  could  climb  an  eye-popping  32%,  to  $30  billion,  in  1997. 
That's  where  they  stood  in  1992.  The  surge  is  being  fueled  by 
the  rebound  in  fortunes  of  domestic 
earners  and  the  airline  boom  in  Asia. 
At  the  same  time,  savage  price  pres- 
sure from  the  airlines — and  competi- 
tion from  longstanding  rival  McDon- 
nell Douglas  and  Europe's  Airbus 
consortium — are  conspiring  to  keep 
airplane  margins  low.  Analysts  esti- 
mate that  Boeing's  earnings  will  reach 
$1.17  billion  this  year  and  climb  to 
$1.77  billion  in  1997.  The  company's 
return  on  equity,  meanwhile,  remains 
an  anemic  10% — half  that  of  the 
strongest  player  in  aerospace,  Lock- 
heed Martin,  and  major  Boeing  part- 
ners such  as  ge  and  Pratt  &  Whitney. 

The  trickiest  feat  for  Condit  will  be 
to  build  planes  as  fast  as  possible  while 
radically  transforming  the  way  Boe- 
ing designs  and  manufactures  them. 
By  early  1998,  the  company  aims  to 
double  monthly  production  of  747s 
from  2  to  4,  of  777s  from  S'A  to  7,  and 
of  its  workhorse  737s  from  7  to  17. 
The  worry,  says  Wolfgang  H.  Dem- 
isch,  an  aviation  analyst  with  bt  Secu- 
rities Corp.  in  New  York,  is  that  "Boe- 
ing has  traditionally  blown  it  in  times 
of  prosperity."  During  the  last  boom 


►  Satisfy  surging 
demand  for  com- 
mercial planes, 
doubling  the  rate 
of  production  by 
early  1998 

►  Radically 
transform  and 
computerize  the 
way  planes  are 
designed  and 
manufactured 

►  Complete 
assimilation  of 
Rockwell 
International's 
defense  and 
space  unit 
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cycle  in  the  late  1980s,  for 
example,  the  company  fell  far 
behind  in  production  of  the 
747-400  and  angered  cus- 
tomers. To  avoid  such  prob- 
lems, Boeing  is  undergoing  a 
sweeping  reengineeiing  effort 
begun  by  Chairman  and  for- 
mer CEO  Frank  Shrontz. 

The  double  vvhammy  of 
increasing  output  and 
streamlining  production  is 
straining  Boeing's  logistics 
and  taxing  its  already  brittle 
workforce.  Just  last  fall, 
Boeing  workers  staged  a 
successful  69-day  strike  for 
wage  increases  and  job 
security.  Now,  the  company 
is  "trying  to  implement 
changes  so  fast  that  they're 
not  doing  the  detail  work 
needed,"  says  William  W. 
Johnson,  District  751  presi- 
dent of  the  International  As- 
sociation of  Machinists  & 
Aerospace  Workers,  Boeing's 
largest  union.  This  summer, 
problems  ramping  up  pro- 
duction of  777  wings  led  the 
company  to  institute  six 
weeks  of  mandatory  over- 
time and  cancel  the  annual  two-week  August  shutdown. 
Condit  says  the  glitches  aren't  serious.  "Any  time  you  set 
out  to  double  production,  it  won't  be  smooth,"  he  observes. 
But  shop-floor  workers  say  production  continues  to  lag. 
"PEOPLE  person."  A  company  man  who  has  spent  his  entire 
career  at  Boeing,  Condit  was  named  president  in  1992  and 
CEO  last  April.  He  is  expected  to  become  chairman  when 
Shrontz  retires,  perhaps  as  early  as  December.  The  contrast 
between  the  two  men  is  profound.  Shrontz,  though  widely  ad- 
mired, is  stiff  and  cerebral — "the  Al  Gore  of  Boeing,"  quips 
analyst  Paul  H.  Nisbet  of  independent  researcher  JSA  Re- 
search in  Newport,  R.  I.  Condit,  says  the  Machinists'  Johnson, 
is  "a  people  person."  The  new  CEO,  who  drives  an  unpreten- 
tious Ford  Explorer,  sometimes  lunches  in  the  company  cafe- 
teria and  is  known  for  spontaneous  visits  to  assembly  lines  to 
talk  to  workers.  Even  Shrontz  says  Condit  is  more  outgoing 
and  more  concerned  with  employee  issues.  "There  is  a 
generational  difference  in  leadership  styles,"  he  says. 

Some  of  these  contrasts  were  highlighted  dining  Condit's 
first  100  days  in  office.  Boeing  announced  an  unprecedented  $1 


woodard:  To  get  the  jump 
on  Airbus,  he  announced  th( 
it  en-  74.7s  at  Farnborough 


GAINING 
ALTITUDE 


billion  stock-grant  program  for  all  employees  and  opened  I 
first-ever  day-care  center  near  its  sprawling  Everett  (Wasjj 
plant.  Condit  also  announced  plans  to  boost  spending  i 
training  and  assured  workers  that  productivity  imprfii 
ments  would  result  in  job  shifts,  not  cuts. 

Condit  has  surrounded  himself  with  an  executive  tea 
that  buttresses  his  skills:  Ronald  B.  Woodard,  53,  pra 
dent  of  Boeing's  Commercial  Airplane  Group;  C.  Gerl 
King,  61,  president  of  Boeing  Defense  &  Space  Group;  ag 
John  D.  Warner,  56,  president  of  Boeing  Information! 
Support  Services,  the  company's  operational  arm.  The  fojc 
along  with  Chief  Financial  Officer  Boyd  E.  Givan,  60,  col 
prise  the  "Crystal  Ball"  group,  which  has  met  monthly  | 
three  years  in  informal  brainstorming  sessions.  In  the  da 
before  Condit  was  ceo,  "we  used  to  talk  about  where  £ 
wanted  the  company  to  go.  Now  we  talk  more  about  ij 
plementation,"  says  King. 

A  tall,  stocky  man  with  an  expressive  face  and  a  disti 
tive,  mellifluous  voice,  Condit  exudes  confidence  and  ent 
siasm.  He  laughs  easily  and  often  and  has  an  obvious  sense 
irony.  Although  he's  known  as  an  aggressive  manager,  as 
ciates  say  he's  also  deliberative  and  solicitous  of  team  inp 
sometimes  debating  decisions  far  longer  than  other  CE 

Born  and  raised  near  San  Francisco,  Condit,  whose 

REVENUES  AND  EARNINGS 
AT  BOEING  ARE  HEADED  UP... 


With  $10  billion  in  new  orders 
in  the  last  month  alone,  Boeing 
is  hitting  the  upward  curve  of 
a  monster  business  cycle 

•EXCLUDES  ACQUISITION  OF  ROCKWELL  DEFENSE  UNIT 

DATA:  BT  SECURITIES  CORP.,  BLOOMBERG  FINANCIAL  MARKETS, 
COMPANY  REPORTS,  BUSINESS  WEEK 
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Condit  hopes  to  improve  labor  relations 
by  smoothing  out  punishing  business 
cycles.  The  Rockwell  purchase  brings 
Boeing  strong  space  assets,  which  are 
likely  to  prosper  even  if  defense  doesn't 


r  worked  in  the  research  department  of  Standard  Oil  of 
ifornia,  was  an  only  child.  "Flying,"  he  says,  "was  some- 
lg  I  always  wanted  to  do."  As  a  boy,  he  papered  his  bed- 
in  wall  with  a  map  of  PanAm's  route  system.  Family  din- 
1  with  his  grandparents  often  ended  with  visits  to  San 
incisco  International  Airport  to  watch  the  planes.  At  the 
of  18,  inspired  by  his  grandfather's  decision  to  take  up  fly- 
in  his  sixties,  Condit  got  his  pilot's  license. 
)WMAN.  In  1963,  Condit  graduated  from  the  University  of 
ifornia  at  Berkeley  with  a  degree  in  mechanical  engineering 
1  two  years  later  earned  his  master's  in  aeronautical  engi- 
ring  from  Princeton  University.  In  1965,  he  joined  Boeing  as 
aerodynamics  engineer  on  the  supersonic  transport  pro- 
I  which  Boeing  developed  for  years  but  canceled  in  1971. 
im  there,  he  worked  his  way  through  the  ranks,  playing  ma- 
roles  in  both  the  757  and  777  programs.  "He  was  an  up-and- 
ling  star  in  the  company  in  the  early  '80s,"  recalls  Shrontz. 
Condit  is  low-key  and  private  about  his  life  outside  work, 
lives  with  his  second  wife,  Jan,  in  North  Bend,  Wash.,  a 
al  town  outside  Seattle  on  the  Snoqualmie  River.  He  has 
»  grown  daughters  from  his  previous  marriage.  Although 
;  a  voracious  consumer  of  information  ranging  from  Japa- 
e  management  techniques  to  Seattle  Mariners  baseball 
m,  he  calls  himself  "an  oral  learner"  and  a  "lousy"  reader: 


PLANNED  SPACE  STATION: 

Boeing  is  lead  contractor 
in  the  international  project 

"I  get  five  pages  into  some- 
thing, and  I  want  to  have  a 
discussion  with  the  author." 
He's  known  for  taking  walks 
in  the  woods  near  his  house 
to  noodle  over  problems.  And 
he's  a  bit  of  a  showman.  Dur- 
ing development  of  the  777, 
he  used  to  amuse  colleagues 
by  singing  excerpts  from  The 
Phantom  of  the  Opera. 

Outside  Boeing,  Condit 
pursues  a  wide  range  of  ac- 
tivities. He  is  a  director  of 
Seattle  retailer  Nordstrom 
Inc.  and  of  Fluke  Corp.,  an 
electronic-instrument  maker. 
His  spacious  home  features 
a  model  train  that  inns  from 
the  living  room,  along  the 
stairs  leading  to  the  wine  cel- 
lar, under  the  bathroom  sink, 
and  into  the  library.  He's  an 
opera  lover,  torn  between  La 
Boheme  and  Madama  Butterfly  as  his  favorite.  As  a  director 
of  Seattle's  A  Contemporary  Theater,  he  spearheaded  a  $35 
million  fund-raising  drive  to  build  a  new  playhouse.  At  a 
donor  dinner  held  when  the  campaign  was  still  $3.5  million 
short,  he  revealed  his  flair  for  the  dramatic  by  stepping  to  the 
podium  and  intoning:  "Lock  the  doors.  Nobody's  leaving 
tonight  until  we've  got  this  thing  down."  Only  then  did  he  dis- 
close that  Microsoft  Corp.  billionaire  Paul  G.  Allen  had  just 
come  through  with  $2  million. 

Reflecting  his  personality,  Condit's  vision  for  Boeing  builds 
on  customer  and  em- 
ployee relationships. 
He  wants  to  profit 
from  what  he  sees  as 
Boeing's  core  competencies:  expertise  in  large-scale  system  in- 
tegration, efficient  design  and  manufacturing,  and,  especially, 
detailed  knowledge  of  its  customers.  "I  want  us  to  know 
our  customers  better  than  they  know  themselves,"  he  says. 
Using  this  understanding  of  the  air-transport  business,  Boe- 
ing can  increasingly  provide  airlines  "value-added"  services 
such  as  training  and  logistical  support. 

Intimate  understanding  of  the  needs  of  airlines  helps  Boe- 
ing sell  and  service  planes,  of  course.  But  increasingly,  it 
also  shapes  the  way  planes  are  conceived  and  designed.  The 
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777  project,  formally  launched  in  1990,  was  "the  first  time 
an  airplane  was  designed  with  substantial  input  from  the 
customers,"  says  Rod  Eddington,  managing  director  of  Cathay 
Pacific  Airways  Ltd.  in  Hong  Kong,  which  participated. 

For  example,  airlines 
wanted  to  be  able  to 
rapidly  reconfigure  the 
777's  interior.  So  Boe- 
ing engineers  devised  a  design  that  lets  the  seats,  bath- 
rooms, and  galleys  be  rearranged  in  less  than  72  hours,  com- 
pared with  two  to  three  weeks  for  older  planes. 

It  was  Condit  who  shepherded  the  project  in  its  early 
stages,  and  his  work  there  says  a  lot  about  where  he's  likely  to 
take  Boeing.  The  defining  moment  came  in  late  1990,  during  ne- 
gotiations with  United  Air  Lines  over  its  purchase  of  the  first 
777s.  Representatives  of  Boeing,  Airbus,  and  McDonnell  Dou- 
glas Corp.  were  holed  up  in 

PHILIP  M 


United's  suburban  Chicago 
headquarters  vying  for  a 
multibillion-dollar  order.  At 
2:15  a.m.,  in  the  midst  of  a 
marathon  session  on  legal 
issues,  James  M.  Guyette, 
then  United's  executive 
vice-president,  handwrote  a 
one-page  memo  urging  that 
Boeing  and  United  "work 
together  to  design,  produce, 
and  introduce"  an  excep- 
tional plane.  Condit  quickly 
signed  it.  Guyette  presented 
the  paper  to  United's  then- 
ceo,  Stephen  M.  Wolf,  and 
Boeing  got  the  $22  billion 
order.  The  framed  "Guyette 
memo"  now  hangs  in  the 
777  program  offices.  "Con- 
dit let  us  share  the  process," 
says  Gordon  McKinzie, 
United's  777  program  man- 
ager, who  moved  to  Seattle 
and  spent  years  working 
with  Boeing  engineers  on 
the  plane.  "Without  him,  it 
wouldn't  have  happened." 
BRIGHT  SPOT.  This  "Work- 
ing Together"  model  out- 


BORN  August  2, 1941, 
Berkeley,  Calif. 

EDUCATION 

•  B.S.,  mechanical  engineer- 
ing, University  of  California 
at  Berkeley,  1963. 

•  M.S.,  aeronautical 
engineering,  Princeton,  1965. 

•  M.S.,  management, 
MIT,  1974. 

FAMILY 

•  Married  for  the  second 
time,  two  adult  children. 

INTERESTS 

•  Lifelong  aviation 
enthusiast,  earned  pilot's 
license  at  18. 

•  Loves  music,  theater, 
model  trains. 

BOEING  CAREER 

•  Joined  in  1965  as  aero- 
dynamics engineer  working 
on  the  SST. 


tember  in  Farnborough,  Britain.  Since  the  market  for  plaes 
seating  more  than  500  may  be  as  few  as  500  units,  manyn- 
alysts  now  doubt  the  A3XX  will  be  built. 

On  the  manufacturing  side,  Boeing  is  increasingly  usjg 
computer  simulations  to  build  planes  more  efficiently.  A  sei 
of  separate  initiatives  is  under  way  to  streamline  product 
Boeing  currently  uses  a  bewildering  800-plus  computer  syst 
to  plan  its  fantastically  complex  production  schedules.  In 
years,  it  aims  to  have  a  single  platform  containing  all  parts 
schedules.  One  initiative  seeks  to  eliminate  wasteful  sb 
Another  is  aimed  at  simplifying  Boeing's  byzantine  procuren 
system  and  establishing  strategic  relationships  with  key  s 
pliers.  Boeing  wants  to  increase  the  ratio  of  parts  built  by 
siders  from  48%  now  to  52%  in  five  years. 

The  goal  of  all  this  reengineering  isn't  just  cost  rec 
tion.  Boeing  wants  to  dramatically  cut  the  time  that  ela; 

between  order  and  de 
ery.  By  1998,  it  plans 
turn  out  two-aisled  w: 
bodies  in  8  months  inst 
of  12;  single-aisle  planes 
take  6  months  insteac 
10.  The  main  benefit 
Boeing  is  lower  carry 
cost,  but  shorter  lead  til 
also  let  customers  spe 
orders  closer  to  the  t| 
they  need  a  plane — a 
plus  in  the  fast-chan^ 
airline  business. 

Of  course,  none  of 
can  happen  without  good| 
lations  with  the  worl 
And  Condit  has  introduc 
surprisingly  touchy-feelyl 
proach  to  this  issue. " 


CONDIT 


•  Named  757  chief  project 
engineer  in  1978  and 
vice-president  of  757 
division,  1983. 

•  Named  executive  vice- 
president  of  Commercial 
Airplane  Group  in  1986. 

•  Named  president  August, 
1992.  CEO,  April,  1996. 

MADE  HIS  MARK 

•  Starting  in  1990,  ran  early 
development  of  the  computer- 
designed  777,  a  technological 
and  commercial  success. 


lived  the  launch  of  the  777. 

These  days,  McKinzie  is  taking  part  in  design  meetings  for 
Boeing's  latest  project,  two  super-high-capacity  models  of  the 
747  jumbo  jet,  set  for  possible  delivery  in  2000.  Although  the 
planes  haven't  been  formally  introduced — Boeing's  board  does- 
n't green-light  projects  till  fmn  orders  are  in  hand — they  were 
conceived  in  response  to  demand  from  international  carriers, 
particularly  those  flying  into  congested  Asian  airports.  The  747- 
500  would  hold  460  passengers,  40  more  than  today's  top-end 
747-400,  and  fly  20%  further  without  refueling;  the  747-600 
would  hold  550  people  and  fly  about  6%  further. 

Why  undertake  such  a  massive  project  when  demand  for 
existing  planes  is  already  straining  capacity?  Blame  Boeing's 
rivalry  with  Airbus  Industrie,  the  European  airplane  con- 
sortium. Boeing  was  stung  when  it  sold  fewer  planes  in  1994 
than  Airbus.  The  one  bright  spot  was  the  market  for  400-plus 
seaters,  where  Boeing's  747  stands  alone;  an  estimated  32%  of 
1996  profits  is  expected  to  come  from  747s.  Now,  Airbus  is 
shopping  around  the  A3XX,  a  proposed  double-decker  behe- 
moth that  would  hold  up  to  800  passengers.  To  blunt  this 
threat,  Boeing  took  the  unusual  step  of  "pre-announcing" 
the  extended  747s  at  the  international  air  show  held  in  Sep- 


THE  777:  It  was  designed  from  sta  rt  to  fin  ish  on  computm, 

break  down  barriers  among  senior  managers,  he  has  enlisl 
the  help  of  David  J.  Whyte,  a  Seattle-based  poet  and  phiklfr 
pher  who  has  also  worked  with  AT&T,  Honeywell,  and  Eastrfc 
Kodak.  During  a  series  of  weeklong  meetings  in  1994 
1995,  senior  managers  capped  their  sessions  with  a  trips 
Condit's  house  for  dinner,  then  gathered  outside  around  a  gii 
fire  pit  to  tell  stories  about  Boeing.  Whyte  says  he  and  Coil 
asked  them  to  write  down  negative  stories  and  toss  them  ife 
the  flames  to  banish  the  "dark"  side  of  Boeing's  past.  "Phil  Re- 
lieves that  the  stories  you  tell  are  the  legacy  you  will  leave  I 
hind,"  says  Whyte.  Condit  also  asked  managers  to  keep! 
spiring  stories. 

Indeed,  for  a  company  so  hidebound  that  it  has  been  l 
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Four  and  a  half  centuries 
of  smoke  from  votive  candles 
combined  with  modern  air 
pollution  to  mask  the  glory  of  the 
Sistine  Chapel  ceiling. 

It  took  an  inspired  clergy, 
e  genius  of  patient  artisans,  and  the  miracle  of  chemistry  to  restore  its  original  vibrant  beauty. 
And  to  keep  it  that  way? 

A  specially  designed  climate  control  system  for  comfortable  temperatures  and  clean  air  from  this  time  forth. 

And  the  people  chosen  to  provide  all  this? 

Carrier. 

Perhaps  because  Carrier  is  to  air  conditioning  what  Otis  is  to  elevators  and  Sikorsky  is  to  helicopters: 
1e  creator  of  the  industry. 


%  United 
Technologies 


tis    Carrier    Pratt  &  Whitney    Sikorsky    Hamilton  Standard     UT  Automotive 


Workers  say  production  is  lagging.  Condit  notes,  "Anytim 


ferred  to  as  "the  Kremlin,"  Boeing  seems  awash  in  interper- 
sonal exploration.  Senior  managers  have  taken  the  Meyers- 
Briggs  personality  test  to  better  understand  their  motivations. 
Woodard  can  cite  the  results  off  the  top  of  his  head:  "Phil  and 
I  are  totally,  100%  opposite,"  he  says.  "I'm  an  estj  [a  rational, 
administrative  type]  and  he's  an  inkp  [an  intuitive,  perceptual 
type].  He  likes  to  explore  and  think  outside  of  accepted  prac- 
tices; I  tend  to  want  to  make  decisions  quickly  and  move  on." 

Relations  with  Boeing's  large  labor  unions  aren't  quite  so 
congenial.  Condit  is  well  liked  by  union  leaders  and  the  rank 
and  file,  but  there's  still  dissatisfaction.  Yes,  Boeing  is  hiring 

13,000  people  this  year, 
but  it  has  cut  more 
than  60,000  jobs  since 
1989.  The  company 
says  it's  being  cautious  about  reliiiing  to  meet  surging  demand, 
a  stance  applauded  by  the  Machinists'  Johnson,  who  notes: 
"These  cycles  leave  people  feeling  real  bitter."  While  there  is 
no  shortage  of  aviation  workers  in  Seattle,  Boeing  is  having 
trouble  finding  enough  with  certain  skills,  especially  machinists. 
It  has  been  raiding  some  of  its  area  suppliers,  but  that  slows 
them  down  and  further  threatens  Boeing's  schedule. 

The  planned  stock  bonus  plan  will  obviously  help  employee 
relations,  bt  Securities'  Demisch  calls  the  plan  "forward-look- 
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ing"  and  says  hiiing  and  filing  procedures  have  been  modeil 
ized.  But  he  thinks  the  company  badly  mishandled  last  yeal- 
strike.  "They  used  a  labor  bargaining  posture  right  outE 
the  Dark  Ages,"  he  says  of  the  hard  line  Boeing  took  befcE 
giving  in  to  most  of  the  union's  wishes.  Says  Demisch:  "They! 
inculcated  their  newest  workers  with  the  union  ethos."  I, 

Condit  has  moved  to  soothe  the  hard  feelings,  beginnij 
with  his  reassurance  that  productivity  gains  won't  cost  joll, 
And  employees  give  him  points  for  personal  style.  Staffers  t| 
of  the  time  he  interrupted  a  vacation  to  go  to  an  emplojl( 
recognition  dinner,  his  hands  flecked  with  paint  from  a  fix-E- 
project,  and  shook  the  hand  of  every  award  winner1. 

But  workers  have  concerns  that  Condit's  magnetism  cafe-: 
dispel.  Chief  among  them  is  the  movement  of  work  out! 
Boeing,  whether  to  other  U.S.  companies  or  to  offshore  sm, 
pliers.  Boeing  is  caught  in  a  bind  in  this  regard,  becaim 
potential  foreign  buyers  increasingly  demand  some  "lol: 
content"  in  big-ticket  capital  purchases  and  because  Boem 
needs  its  major  suppliers  to  share  the  enormous  cost  of  o$ 
veloping  planes.  The  company  argues  that  offloading  sofc 
work  ultimately  keeps  more  U.  S.  workers  employed. 

A  more  serious  question  is  whether  a  disgruntled  wojt 
force  will  make  it  even  harder  for  Boeing  to  meet  its  anoL 
tious  delivery  schedule.  "Morale  is  down,"  says  David  L 


THE  RELENTLESS  PURSUIT  OF  GUANXI 


So  far  this  year,  Boeing  Co.  sales- 
man Lee  Hsiung-Fei  has  made  four 
trips  to  the  remote  southwestern 
Chinese  city  of  Kunming  to  cultivate 
tiny  Yunnan  Airlines.  He  has  gotten  to 
know  everyone  from  line  mechanics  to 
pilots.  And  when  Yunnan  Air  took  de- 
livery of  its  first  767-300  in  August,  Lee 
didn't  stop  with  the  customary  banquet 
in  Kunming.  When  some  20  Yunnan  pi- 
lots, engineers,  and  managers  flew  to 
Seattle  to  take  delivery,  Lee  took  them 
sightseeing  in  the  Pacific  Northwest, 
shopping  in  Seattle,  and  hosted  them  in 
his  home.  "It's  important  to  get  to 
know  the  airline  at  every  level,  down  to 
the  foot  soldiers,"  says  Lee. 

With  a  fleet  of  11  planes,  Yunnan  is 
hardly  the  glamour  customer  of  global 
aviation.  But  thanks  largely  to  the 
smothering  attention  of  Lee  and  his  col- 
leagues, Yunnan,  like  most  of  China's  32 
airlines,  has  been  loyal  to  Boeing.  The 
Seattle  giant  is  determined  to  keep  it 
that  way.  With  plans  to  spend  $100  bil- 
lion on  some  800  aircraft  over  the  next 
15  years,  China  is  the  linchpin  in  the 
no-holds-barred  bat  Up  between  Boeing 
and  Europe's  Airbus  Industrie  to  domi- 
nate Asia,  which  is  expected  to  account 
for  40%  of  world  aircraft  sales  over  the 
next  decade. 

While  Boeing's  global  market  share  is 
about  60%,  in  Asia,  it's  closer  to  70%. 
And  since  suffering  some  serious  set- 
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backs  in  1994,  when  Airbus  snared  big 
orders  from  such  key  customers  as 
Cathay  Pacific  Airways  Ltd.  and  Singa- 
pore Airlines  Ltd.,  Boeing  has  been  on 
a  roll.  It  has  scored  multibillion-dollar 
orders  not  only  from  Hong  Kong-based 
Cathay  and  Singapore  but  also  from  the 
flag  carriers  of  Indonesia,  Malaysia, 
Thailand,  the  Philippines,  South  Korea, 
and  the  three  airlines  of  Japan.  Of  the 
281  long-haul  777s  sold  worldwide  since 
1990,  Asia  has  purchased  148. 
HEATING  UP.  A  key  reason  is  Boeing 
ceo  Philip  M.  Condit's  decision  to  give 
customers  a  say  in  the  777's  design. 
Asian  airlines  were  behind  major  deci- 
sions, such  as  making  the  plane  longer 
and  wider  than  first  planned,  and  tri- 
fling ones,  such  as  developing  a  toilet 
seat  that  closes  silently.  The  777-300,  a 
stretch  version  with  more  than  400 
seats  that  costs  10%  less  to  operate 
than  a  747-400,  was  made  expressly  at 
the  request  of  Asian  carriers.  "Phil 
Condit  has  done  a  terrific  job  of  getting 
Boeing  to  focus  on  cos's  and  involving 
the  customer  at  every  stage  of  develop- 
ment," says  Cathay  Pacific  Managing- 
Director  Rod  I.  Eddingiion.  "This  ab- 
solutely made  a  difference"  in  Cathay's 
decision  to  buy  777s.  The  460-  and  550- 
seat  derivatives  of  the  747  that  Boeing 
is  now  developing  also  grew  out  of  de- 
mand from  Asian  carriers. 

Across  Asia,  however.  Airbus  is 


turning  up  the  heat.  In  April,  i 
two  key  deals  in  China,  where 
ket  share  had  been  minuscule, 
came  a  $1.5  billion  order  for  30 
signed  by  Prime  Minister  Li  P<  Z 
ing  a  state  visit  to  France.  The  f[ 
jing  announced  that  it  would  tt 
with  a  European  consortium  th 
eludes  Airbus  partners  to  build 
seat  aircraft,  a  project  that  Bo< 
bid  on. 


ASIAN  ORDERS; 

JUNE,  1995  Boeing  announce 
$3.1  billion  in  orders  for  31  77' 
from  Japan's  All  Nippon  Airwav 
Air.  Cathay  Pacific  Airways,  anc 
Airways  International. 

NOVEMBER,  1995  $12.7  bil 
with  Singapore  Airlines  includ 
and  options  for  77  777s. 

DECEMBER,  1995  Taiwan's' 
Airlines  orders  737s  worth  $751 

JANUARY,  1996  Malaysia  Air 
15  777s  and  10  747s  worth  $4  bill 


i  set  out  to  double  production,  it  won't  be  smooth" 


y,  a  jig  and  fixture  builder  and  iam  union  steward.  "We 
en't  even  started  the  crunch  yet,  and  there's  already  talk 
ut  more  forced  overtime."  Employees  and  managers  alike 
ne  much  of  the  problem  on  parts  shortages.  But  worker 
nout  is  a  risk.  "Eight  months  ago,  they  told  us  that  the 
I  programs  were  going  to  allow  us  to  do  twice  as  much 
•k  with  less  people,"  says  Jon  F.  Clayton,  iam  shop  stew- 
and  lead  777  wing  mechanic.  "What  I  see  is  that  they're 
making  one  person  do  three  jobs." 
/  MARKETS.  One  way  Condit  hopes  to  improve  employee  re- 
ms  is  by  moderating  Boeing's  punishing  business  cycles, 
di  are  especially  hard  on  workers.  That's  one  reason  Boeing 
*ht  Rockwell's  aerospace  assets.  Even  without  Rockwell,  de- 
e  and  space  work  makes  up  about  25%  of  Boeing's  business, 
lysts  estimate  that  adding  Rockwell  will  propel  defense  and 
:e  sales  to  more  than  $8  billion  in  1997,  from  $5.6  billion  this 
".  The  deal  is  expected  to  close  around  yearend,  but  won't 
ificantly  boost  the  bottom  line  for  two  to  three  years, 
'ne  thing  that  drew  Boeing  to  Rockwell  was  its  strong 
:e  assets,  which  are  likely  to  prosper  even  if  defense 
sn't.  Already  the  lead  contractor  for  the  International 
ce  Station,  Boeing  will  gain  responsibility  for  managing 
existing  Space  Shuttles  through  the  Rockwell  purchase, 
kwell  also  brings  expertise  in  reusable  rockets,  which 


will  help  Boeing  with  Sea  Launch,  a  program  to  orbit  com- 
mercial satellites  from  converted  oil  rigs  in  the  ocean. 

Another  potential  avenue  for  diversification  is  high-margin 
information  services  contracts.  Analysts  speculate  the  com- 
pany could  use  its  systems  expertise  and  knowledge  of  air 
travel  to  penetrate  markets  such  as  air-traffic  control  and 
reservations  systems.  Condit  won't  comment  on  specific  plans, 
but  Boeing  has  moved  the  unit  that  provides  outside  com- 
puting services  under  the  banner  of  Defense  &  Space,  where 
it's  better  positioned  to  call  on  government  clients. 

Can  Condit  manage  all  he  has  to  accomplish?  He  ac- 
knowledges his  luck  in  taking  charge  on  the  leading  edge  of 
a  business  boom.  The  revenue  surge  will  help  fund  the  am- 
bitious, continuing  makeover  of  Boeing,  but  it  will  also  stress 
the  entire  organization.  Fortunately,  observes  Kent  Kresa, 
ceo  of  Boeing's  rival  and  sometimes  partner  Northrop  Grum- 
man, the  increased  use  of  computers  and  communications 
means  aerospace  companies  are  better  positioned  to  handle 
growth  today  than  in  the  last  upswing.  "The  seeds  of  doing 
it  much  better  are  there,"  says  Kresa.  Now  it's  up  to  Condit, 
who  planted  many  of  those  seeds  at  Boeing,  to  nurture 
their  growth. 

By  Andy  Reinhardt  and  Seanna  Browder  in  Seattle,  with 
Pete  Engardio  in  Hong  Kong  and  bureau  reports 


'hile,  Beijing  postponed  pur- 
up  to  $3.5  billion  in  Boeing 
irtly  to  retaliate  against  Wash- 
ough  stance  on  trade  and  Chi- 
tting war  games  in  the  Taiwan 
"he  delay  signals  that  unless  re- 
lprove,  U.  S.  industry  will  pay. 
latter  how  solid  Boeing's  sup- 
be  among  China's  airlines,  the 
;nt  is  not  about  to  allow  one 
arer  to  monopolize  its  industry. 


Larry  S.  Dickenson,  Boeing's  vice-presi- 
dent for  Asia  sales,  calls  the  bilateral 
tensions  "a  windfall  for  Airbus." 

But  there  are  also  signs  that  Airbus 
is  closing  the  loyalty  gap.  Things  start- 
ed improving  in  1994,  when  it  opened  a 
Beijing  office  and  beefed  up  its  Chinese 
marketing  and  technical-services  staff. 
The  company  now  has  92  employees  on 
the  mainland,  half  of  them  Chinese, 
with  orders  to  visit  every  airline  at 
least  monthly.  Next  year,  it  will  open  a 
$50  million  parts-distribution  and  train- 
ing center  in  Beijing.  Rolf  Rue,  presi- 
dent of  Airbus  Industrie  Beijing,  confi- 
dently predicts  that  Airbus  will  land  up 
to  40%  of  China's  new  orders. 

In  April,  Airbus  also  scored  a  land- 
mark deal  by  selling  three  A320s  to 
Guangzhou-based  China  Southern  Air- 
lines, the  mainland's  most  ambitious  re- 
gional airline.  China  Southern  is  a  key 
Boeing  customer,  the  first  mainland  car- 
rier to  order  777s. 

"OUT  OF  TOUCH?"  Boeing  executives 
are  convinced  that  China  Southern 
bought  the  Airbus  planes  under  orders 
from  Beijing.  Last  year,  they  claim,  the 
carrier  decided  to  purchase  35  737-300s, 
but  the  government  wouldn't  sign  off 
on  it.  Airbus  says  China  Southern  sim- 
ply decided  that  the  A320  was  a  better 
plane.  "Boeing's  complaining  merely 
demonstrates  how  out  of  touch  they 
are  with  their  customers,"  says  Rue. 
China  Southern  declined  to  comment. 

In  any  case,  it  will  be  enormously  dif- 
ficult to  unseat  Boeing,  which  is  unri- 
valed among  multinationals  at  building 


guanxi,  or  relationships,  in  China.  Ever 
since  Boeing  sold  China  its  first  707s  in 
the  early  1970s,  its  sales  reps  have  kept 
up  ties  with  far-flung  aviation  officials, 
pilots,  and  mechanics.  Over  the  past  two 
years,  Boeing  has  invested  $150  million 
to  beef  up  sales,  maintenance,  and  train- 
ing operations  across  China.  It  has 
opened  a  headquarters  in  Beijing  with 
about  50  customer  service  staff  and  is 
setting  up  a  huge  parts-distribution  cen- 
ter outside  Beijing's  Capital  Airport. 
The  company  has  been  helping  China 
develop  a  modern  air-traffic-control  net- 
work, has  donated  flight  simulators 
worth  $25  million  to  training  colleges, 
and  has  helped  numerous  airlines  set  up 
maintenance  departments,  computerized 
parts-inventory  control,  safety  pro- 
grams, financial  management,  and  even 
in-flight  training  programs.  Since  1993, 
Boeing  has  taken  more  than  1,000  main- 
land mechanics  and  pilots  to  the  U.  S. 
for  training.  Last  year  alone,  it  hosted 
3,500  Chinese  visitors  in  Seattle. 

Beijing  has  made  its  appreciation 
clear.  In  one  meeting,  Chinese  economic 
czar  Zhu  Rongji  assured  Ronald  B. 
Woodard,  president  of  Boeing's  Com- 
mercial Airplane  Group,  that  the  com- 
pany "will  enjoy  a  long  and  prosperous 
future  in  China."  But  Chinese  leaders 
have  also  made  it  clear  that  Airbus  will 
be  playing  a  larger  role.  That  should 
guarantee  that  Boeing's  future  in  Asia 
will  also  be  marked  by  long  and  vicious 
competition. 

By  Pete  Engardio  in  Hong  Kong, 
with  Dexter  Roberts  in  Beijing 
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Finance 


STOCK  MARKET 


BULLS  SEE  PLENTY 
TO  BELLOW  ABOUT 

As  inflation  worries  recede,  small  investors  resume  buying 


Just  two  months  ago,  the  stock  mar- 
ket was  on  the  ropes.  Bears  were 
warning  of  a  major  correction.  Tech- 
nology stocks  were  in  the  tank.  Indi- 
vidual investors  were  pulling  money  out 
of  mutual  funds.  But  instead  of  being 
felled  by  a  knockout  punch,  the  stock 
market  is  fighting  back  to  new  highs. 
Since  tumbling  as  much  as  383  points  in 
July,  the  Dow  Jones  industrial  average 
has  rocketed  back  530  points,  and  it  is 
up  about  760  points,  or  almost  15%,  for 
the  year  so  far. 

What  inspired  the  snapback?  For 
months  now,  the  market  has  been  fear- 
ful that  the  Federal  Reserve,  hell- 
bent on  warding  off  inflation,  would 
raise  interest  rates  sharply  to  put 
the  brakes  on  an  overheating 
economy.  But  on  Thursday,  Sept. 
12,  the  producer  price  index's 
core  rate  showed  a  decline  of 
0.1%  in  August.  The  next  day, 
inflation  fears  faded  further:  A 
niggardly  0.1%  rise  in  the  con- 
sumer price  index  and  a  slack- 
ing off  in  retail  sales  indicated 
almost  no  inflation — and  an 
economy  that  was  strong  but 
moderating.  That's  one  power- 
ful economic  cocktail.  "This  is  the 
best  profits,  inflation,  and  produc- 
tivity cycle  in  the  U.  S.  in  30 
years,"  says  Jeffrey  M.  Applegate, 
chief   investment    strategist  at 
Lehman  Brothers  Inc.  "It's  a  central 
banker's  dream." 

"SIT  THIS  ONE  OUT."  Call  it  the 
Greenspan  market.  The  Fed  chairman 
has  been  fending  off  inflation  hawks  for 
months,  trying  to  hold  the  line  on  in- 
terest rates  while  inflation  cooled.  But 
until  a  week  or  so  ago,  the  question 
was  not  whether  Alan  Greenspan  would 
raise  interest  rates  when  the  policy- 
making Federal  Reserve  Open  Market 
Committee  met  on  Sept.  24,  but  how 
big  the  hike  would  be.  Now,  some 
strategists  feel  there's  a  chant;'  that 
Greenspan  may  hold  off  on  raising  in- 
terest rates.  "Given  half  a  chance,  I  bet 
the  Fed  would  like  to  sit  this  one  out," 


says  Alfred  Goldman,  director  of  market 
analysis  at  A.  G.  Edwards  &  Sons  Inc. 
in  St.  Louis.  Another  possibility: 
Greenspan  will  raise  rates  to  placate 
Fed  hawks — but  by  only  one-quarter  of 
a  point  (page  38). 

Can  the  rally  last?  Yes,  says  Abby 
Joseph  Cohen,  investment  strategist  at 
Goldman,  Sachs  &  Co.  In  the  past 


three  quarters,  profits  for  companies 
in  the  Standard  &  Poor's  500-stock  in- 
dex have  been  increasing  at  an  annu- 
alized rate  of  10%,  and  Cohen  expects 
this  pace  to  continue  for  another  couple 
of  quarters.  Sure,  earnings  growth  is 
slowing  from  last  year's  torrid  pace 
of  20%.  But  in  an  economy  where  in- 
flation is  close  to  nil,  profit  growth  of 


10%  is  still  a  strong  performam. 

Applegate  thinks  the  market  has  I; 
ready  factored  an  earnings  slowdoH 
into  prices.  "Part  of  the  reason  for  f 
decline  this  summer  was  the  marll 
coming  to  grips  and  repricing  stocks  £ 
slowing  earnings  growth,"  he  says.  TM 
makes  Applegate  comfortable  raisi 
his  yearend  target  for  the  s&P  500  ft» 
680— which  it  hit  on  Sept.  13— to  m 
and  up  to  780  for  1997.  That  works  | 
to  about  6100  for  the  Dow  at  yearft 
and  6700  by  the  end  of  1997. 

But  the  bears  are  still  prow™ 
around,  predicting  as  much  as  a  l,0l 
point  drop  in  the  Dow.  Rather  tip 
painting  the  advance  as  a  new  leg  cl. 
bull  market,  bears  such  as  Morgan  Stp 
ley  &  Co.'s  U.  S.  investment  strategic 
Byron  R.  Wien  label  it  part  of  a  "fi-- 
longed  topping  process"  and  cast  a  vm 
ried  eye  on  possible  wage  inflation  (bm 
PILING  BACK  IN.  Small  investors  I 
casting  their  lot  with  the  bulls.  Accol 
ing  to  amg  Data  Services,  an  Arc«~ 
(Calif.)  research  firm  that  tracks  mow 
moving  into  mutual  funds,  flows  ift] 
stock  funds  revived  to  a  rate  of  mH 
than  $3.5  billion  a  week  for  the  wl 
ending  Sept.  11.  That's  a  big  jump  fm: 
the  last  week  of  July,  when  fund  fill: 
dropped  to  $490  million,  and  it  m< 
the  biggest  week  since  the  enfi 
June.  "The  mood  remains  one» 
which  people  want  to  own  stocB 
says  A.  G.  Edwards'  Goldnrn 
"The  bears  seem  to  ignore  th» 
Pressure  on  mutual-fund  nw 
agers  to  invest  their  newfop 
cash  could  drive  the  market  hft 
ft  er.  Stocks  will  also  benefit  ftt 
the  short  list  of  initial  publicM 
ferings.  "The  ipo  calendar  is  H 
competing  that  much  with  By 
secondary  market,  and  the  At 
has  to  go  into  existing  stocH) 
says  Smith  Barney  Inc.  port™! 
'/  strategist  A.  Marshall  Acuff.  "SB 
this  is  happening  before  the  quaftij 
is  ending,  all  these  things  are  fA^ 
ing  in  together." 

Big  investors  who  had  been  sit 
on  the  sidelines  are  also  piling  bac 
The  memory  of  the  July  rout,  when 
out  of  every  five  nasdaq  stocks  fell 
from  its  1996  highs,  drove  some  ins 
tional  investors  out  of  the  markets, 
Robert  J.  Farrell,  senior  investment 
viser  at  Merrill  Lynch  &  Co.  "Th 
not  a  lot  of  conviction  about  the  di 
tion  of  interest  rates,  or  whether 
economy  is  getting  stronger  or  wea 
so  professionals  have  been  holding  r 
ey  back,  up  until  recently,"  he  s 
Farrell  says  this  new  infusion  of 
bodes  well  for  stocks  in  the  short  t< 
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The  kicker  to  this  mar- 
t  may  be  the  tech  stocks, 
hile  highly  speculative 
ih  issues  may  be  shunned  5800 
|  a  while,  the  blue  chips 
the  group  are  breaking  5700 
w  ground.  Large-capital- 
ition  computer  stocks, 
lich  had  already  been 
mding  up,  got  a  big  boost  5500 
Sept.  13,  when  Sound- 
;w  Financial  Group  said 
:h  shares  could  rise  30% 
40%  over  the  next  four 
five  months.  Big  movers 
ting  new  highs  in  recent  days  include 
acle,  at  43X;  Intel,  at  95%;  Dell  Com- 
ter,  at  80%;  and  Microsoft,  at  136& 
e  runup  in  tech  stocks  has  not  only 
Iped  boost  the  large-cap  indexes  but 
s  sent  also  the  nasdaq  loo,  which 
icks  the  100  largest  nasdaq  stocks, 
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DATA,  BLOOMBERG  FINANCIAL  MARKETS 

to  a  new  high.  "We'll  probably  start 
seeing  a  revival  of  volume  in  the  mar- 
kets and  a  return  of  interest  in  the  bet- 
ter-quality small  stocks,  but  it  will  be 
less  in  'hope'  stocks  and  more  in  stocks 
that  have  predictable  earnings  growth," 
says  Farrell. 


The  market's  next  chal- 
lenge is  the  upcoming  third- 
quarter  earnings  season. 
Goldman  expects  earnings 
to  be  lackluster,  but  he 
notes  that  "after  having  so 
much  cold  water  thrown  on 
us  after  the  second  quarter, 
we're  ready  for  disappoint- 
ments, so  the  market  isn't 
as  vulnerable."  Even  the 
bearish  Wien  says  he  does- 
n't expect  widespread  earn- 
ings disappointments. 
Greenspan  may  well  decide 
to  appease  the  hawks  and  nudge  up  rates 
at  the  Fed's  Sept.  24  meeting.  But  with 
interest  rates  declining  throughout  much 
of  the  developed  world  and  with  infla- 
tion dormant,  a  tap  on  the  brakes  by 
Greenspan  isn't  going  to  tame  this  bull. 
By  Suzanne  Woolley  in  New  York 
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WHY  THE  BEARS  WON'T  STOP  GROWLING 


These  are  trying  times  for  Byron 
R.  Wien,  Morgan  Stanley  & 
Co.'s  U.  S.  investment  strategist. 
In  May,  with  the  Dow  Jones  indus- 
trial average  near  5600,  Wien 
turned  bearish,  predicting  that  the 
stock  market  was  in  for  a  1,000- 
point  decline.  And  for  a  while  this 
summer,  as  the 
market  was  reeling, 
he  seemed  right  on 
the  money.  But  now, 
with  the  Dow 
threatening  to 
smash  through  6000, 
Wien  finds  his  mar- 
ket call  haunting 
him.  "This  is  not 
going  the  way  I 
thought,"  he  says. 

Wien  isn't  the 
only  strategist  with 
hoofprints  all  over  him.  Other  high- 

>  profile  bears  include  E.  Michael 

i  Metz  of  Oppenheimer,  Elaine  M. 

Garzarelli  of  Garzarelli  Capital,  and 

Charles  I.  Clough  of  Merrill  Lynch. 

But  the  stock  market's  new  highs 
1  haven't  stopped  these  bears  from 
I  yowling. 

'SIGNS  OF  TROUBLE."  Wien  asserts 
i  :hat  the  bull  market's  momentum  is 
i  iissipating,  even  though  he  worries 
•  ;hat  living  through  former  bear 

>  narkets  has  made  him  "especially 

I  watchful  for  signs  of  trouble."  Says 
;  Wien:  "My  belief  is  that  the  under- 
lying strength  of  the  economy  will 
!  50on  emerge  and  will  reverse  the 
\  )ptimism  [about  inflation]."  Even  if 


he  turns  out  to  be  wrong  on  that 
count,  he  says,  the  sharp  runup 
leaves  the  Standard  &  Poor's  500- 
stock  index  less  than  5%  shy  of  his 
estimate  of  its  fair  value,  based  on 
1997  earnings.  Wien  is  on  the  look- 
out for  wage  pressure.  "We  have  al- 
ready seen  it,  but  it's  not  in  the  con- 
sumer price  index  yet,"  he  says. 

Garzarelli  is  new  to  the  bear  lair. 
After  predicting  on  July  21  that  the 
Dow  would  rise  to  6400,  she  did  a 
180-degree  turn  on  July  23,  telling 
her  clients  instead  that  it  could  fall 
15%  to  25%  from  its  peak,  or  to 
about  4300.  A  drop-off  in  corporate 
cash  flow  turned  her  model  nega- 
tive, and  she  is  becoming  even  more 
bearish.  "If  the  market  moves  up 
higher  without  a  rally  in  bonds,  its 
valuation  looks  worse 
and  worse,"  she  says. 
"The  market  is  the  most 
overvalued  since  1987's 
third  quarter."  She  also 
notes  that  the  dividend 
yield  on  the  s&P  500  is 
now  2.1%,  while  yields 
of  around  7%  can  be 
found  on  bonds.  The 
last  time  that  was  true? 
Again,  "the  third  quar- 
ter of  1987,"  she  says. 
Garzarelli  called  the  Oc- 
tober, 1987,  market  crash. 

Oppenheimer  &  Co.  market 
strategist  Metz  is  another  unrepen- 
tant bear.  In  late  1995,  he  forecast  a 
Dow  of  4805  at  yearend  1996.  Today, 
however,  Metz  says  the  Dow  could 


MICHAEL  METZ 


soon  top  out  and 
may  go  as  low  as 
5100  in  the  next 
few  months.  "Peo- 
ple now  think 
we  have  gone  from 
having  too-rapid 
growth  to  having 
another  ideal  soft 
landing,  which 
would  extend  this 
cycle  even  further," 
he  says.  "The  econ- 
omy will  continue 
to  do  well,  but  rising  interest-rate 
expenses,  wage  costs,  and  a  strong 
dollar  will  pressure  profits,"  he 
says. 

Unlike  Wien  and  Metz,  Merrill 
Lynch's  Clough  believes  the  econo- 
my is  faltering.  He  says 
that  profit  deflation  is  "in- 
evitable" and  that  earn- 
ings concerns,  not  higher 
interest  rates,  may  bring 
the  market  down.  "The 
string  may  be  running  out 
on  revenue  growth,  which 
has  been  a  powerful 
source  of  earnings  gains," 
says  Clough.  He  advises 
clients  to  keep  only  40% 
in  stocks,  with  the  rest  in 
bonds  and  cash. 
For  the  time  being,  the  bears 
are  refusing  to  back  off.  But  if  the 
market  keeps  moving  against  them, 
they  may  find  it  prudent  to  go  into 
hibernation. 

By  Suzanne  Woolley  in  New  York 
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JAPAN 


THE  POWER  OF  THE 
JAPANESE  MONEY  MACHINE 

The  nation's  cash  pump  supports  bond  and  equity  markets  worldwide.  What  if  it  stops? 


■  f  global  investors  needed  a  wake-up 
I  call  about  the  power  of  Japanese 
I  money,  they  received  a  nasty  one 

■  during  the  summer.  During  two 
weeks  in  July,  the  Dow  Jones  indus- 
trial average  shed  about  6% 
its  value,  setting  off  tremors 
on  bourses  worldwide.  At 
the    time,    market  pros 
pinned  the  decline  on  disap- 
pointing corporate  profits 
and  fears  of  rising  interest 
rates  and  a  slowing  U.  S. 
economy.  But  7,000  miles 
away  in  Tokyo  lies  another 
explanation. 

Right  around  the  time 
that  Wall  Street  was  be- 
ginning to  falter,  the  Japan- 
ese central  bank's  pur- 
chases of  U.  S.  Treasury 
bonds  suddenly  began  a 
brief,  and  still  unexplained, 
decline.  As  the  yen  rallied 
and  long-term  U.  S.  inter- 
est rates  rose  by  30  basis 
points,  Wall  Street's  equity  traders  went 
into  a  funk.  "The  Bank  of  Japan  was 
the  culprit,"  contends  Michael  J.  Howell, 
chief  strategist  at  London's  ing  Baring 
Securities  Ltd.  "The  sell-off  had  nothing 
to  do  with  economics  at  all." 

What  it  did  have  to  do  with  was 
sheer  financial  clout.  Even  after  a  re- 
cession and  a  humbling  domestic  bank- 
ing crisis,  Japan's  influence  on  world 
markets  is  formidable.  Its  accumulated 


wealth  is  still  immense  beyond  anyone's 
wildest  dreams.  For  years,  the  Japanese 
have  been  piling  up  dollars — the  main 
product  of  their  export  winnings.  Their 
current-account  surpluses  now  total  an 
incredible  $1.2  trillion,  and  they  must 
be  recycled  abroad  to  keep  the  yen  from 
soaring  so  high  it  leaves  the  economy  in 
ruins. 


That  nearly  became  the  case  in  19J 
when  the  Japanese  money  pump  slovji 
down.  A  meltdown  in  land  and  stj 
prices  after  the  blowout  of  j 
1980s  "bubble"  economy  had  1 
investors  too  stunned  to  send  moil 
abroad.  Burdened  with  $800  11 
lion  in  bad  real  estate  loaf 
Japanese  banks  were  1 
loading  Manhattan  slf 
scrapers  and  condos  I 
Hawaii  in  a  rush  to  rel 
triate  then*  funds.  This  cj 
traction  in  Japanese  lol 
term  capital  outflol 
contributed  to  a  spike  in  wcl 
interest  rates  and  the  biggl 
sell-off  in  the  global  bond  rri 
ket  since  the  1920s. 
TENSE  MOMENT.  Early  11 
year,  events  threatened  to  1 
ral  out  of  control.  W| 
Japanese  capital  flows  I 
longer  propping  up  the  doll 
and  with  trade  tensions  mount! 
between  Washington  and  Tokyo,  J 
U.  S.  currency  plunged  to  an  all-til 
low  of  79.75  yen  in  April.  The  dl 
pushed  the  Japanese  economy  close  tl 
deflationary  spiral,  bringing  the  B;l 
of  Japan,  the  Federal  Reserve,  and  I 
German  Bundesbank  to  the  rescue.  CI 
tral  bankers  ended  the  greenback's  f 
fall  by  purchasing  every  dollar  tl 
could  find  on  foreign  exchange  mark 
Since  that  tense  moment,  the  Ban! 
Japan  has  slashed  its  discount  rate 


How  Japan  Inc.  Recycles  Its  Trade  Surpluses 


Since  the  mid-1 980s,  Japan  has  built  up  a  cur- 
rent-account surplus  of  $1.2  trillion  by  exporting 
everything  from  cars  to  computer  chips.  It  needs  to 
recycle  its  surpluses  to  keep  the  yen  from  spiraling 
upward.  Here's  how  recycling  works-. 

1A  Japanese  exporter  sells  cars  to  the  U.  S.,  which 
sends  back  dollars  in  return.  The  bulk  is 
exchanged  for  yen  at  commercial  banks. 


2 


The  banks  sell  their  dollars  to  the  Japanese  govern- 
ment's Foreign  Exchange  Fund  and  get  yen.  The 


Bank  of  Japan,  which  manages  the  fund,  ships  the  do 
lars  back  to  the  U.S.,  where  they  go  to  buy  Treasuries 

3 Banks  also  lend  some  of  their  yen  at  low  interes 
rates  to  U.  S.  hedge  funds,  which  turn  the  cur- 
rency into  dollars  and  buy  American  stocks  and 
bonds  offering  higher  returns.  U.  S.  and  other  foreij 
companies  also  issue  yen-denominated  debt  in  the 
Eurobond  market.  They  swap  the  proceeds  into  dol 
lars  and  use  them  in  their  businesses. 
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Long-Term 


NVESTING 


Turning  out  more  top-rated 
funds  than  anyone  else  doesn't 

happen  overnight. 


It's  accomplished 
overtime. 


MORNINGSTAR  RATINGS 


OVERALL 

3  YR 

S  YR 

1  O  YR 

FIDELITY  DIVIDEND 
GROWTH  FUND 

5* 

5* 

N/A 

N/A 

FIDELITY  EQUITY- 
INCDME  II  FUND 

5* 

4* 

5* 

N/A 

FIDELITY  GROWTH  & 
INCOME  PORTFOLIO 

5* 

5* 

5* 

5* 

FIDELITY  LOW-PRICED 
STOCK  FUND 

5* 

5* 

5* 

N/A 

FIDELITY 
VALUE  FUND 

5* 

5* 

5* 

4* 

The  number  of  funds  within  the  equity  fund  rating  universe  tracked 
by  Morningstar  as  of  6/30/96  is  1,583,  997,  and  539  on  a  3-,  5-, 
and  10-year  basis,  respectively.  Morningstar  equity  fund  universe 
includes  domestic  stock  funds  (which  include,  but  are  not  limited 
to,  growth,  growth  and  income,  and  equity-income  objectives), 
international  stock  funds,  and  specialty  funds.  There  is  a  minimum 
3-year  performance  requirement  before  a  fund  is  rated. 

Picking  a  mutual  fund  based  on  one  terrific  year 
can  be  risky  business.  Chances  are  the  next 
year -your year- won't  be  nearly  as  good.  But  by 


including  long-term  performance  in  your  overall 


analysis,  the  odds  of  picking  a  winner  may  improve. 
Consider  the  top-rated  funds  from  Fidelity  on  the 
accompanying  chart.1 


or 


Whether  you're  pursuing  |  dynamic  growth 
taking  a  more  conservative  approach  to  stock 
investing,  your  search  for  the  right  mutual  fund 
should  start  with  Fidelity. 


Fidelity 
Investments® 


Naturally,  past  performance  is  no  guarantee  of 
future  results.  And  there's  always  a  chance  that  you 
can  have  a  loss  or  a  gain  when  you  sell  your  shares. 

But  performance  over  time  can  be  a  good  indicator 
of  |  a  quality  investment.  |  That's  why  it's  one  of  the 
key  components  in  Morningstar 's  ratings.  In  fact, 
Fidelity's  long-term  performance  is  one  of  the 
reasons  we've  managed  to  turn  out  more  top-rated 
funds  than  anyone  else.1 

If  you've  been  short  changing  yourself  on  your 
long-term  investments,  why  not  give  Fidelity  a  call. 
Get  your  fund  kit  today. 


It's  time 


1-800-544-0003       24  hours  a  day  http://www.fid-inv.com 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

For  more  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you 
invest  or  send  money. 

'Source:  Morningstar.  Data  as  of  6/30/96  and  includes  all  equity,  taxable  bond,  tax-free  bond  and  hybrid  funds  tracked  by  Morningstar.  Top-rated  funds  are  defined  as  those  funds  that  have 
a  5-star  overall  Morningstar  rating.  Fidelity  has  22  5-star  rated  funds  out  of  146  funds  as  of  6/30/96,  which  is  more  than  any  other  fund  family.  Morningstar  equity  fund  universe  includes 
domestic  stock  funds  (which  include,  but  are  not  limited  to.  growth,  growth  and  income,  and  equity-income  objectives),  international  stock  funds,  and  specialty  funds.  Morningstar 
bond  fund  universe  includes  both  taxable  and  nontaxable  bond  funds.  -Morningstar  proprietary  ratings  reflect  historical  risk- adjusted  performance  as  of  6/30/96.  The  ratings  are  subject 
to  change  every  month.  Morningstar  ratings  are  calculated  from  a  fund's  3-,  5-,  and  10-year  average  annual  returns  in  excess  of  the  90-day  Treasury  bill,  including  loads,  if  appropriate, 
and  a  risk  factor  that  reflects  fund  performance  below  the  90-day  Treasury  bill.  There  is  a  minimum  3-vear  perfonnance  requirement  before  a  fund  is  rated.  Of  all  the  funds  in  the  equity 
category,  10%  rate  five  stars  from  Morningstar,  22.5%  rate  four  stars,  and  S5%  rate  three  stars.  Share  prices  and  returns  will  vary.  Fidelity  Distributors  Corporation. 
2d/16l40.001 
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0.5%,  and  a  flood  of  Japanese  money — 
some  $130  billion,  and  perhaps  far 
more — has  poured  into  the  world's  cap- 
ital markets  in  search  of  higher  returns. 
As  Japan  has  accumulated  dollars  and 
German  marks  in  exchange  for  its  Toy- 
otas and  Tosliibas,  its  reserves  of  foreign 
exchange  have  ballooned  (charts). 

The  International  Monetary  Fund  es- 
timates the  Japanese  govern- 
ment now  owns  $211  billion  in 
foreign  currencies,  more  than 
twice  what  Germany  holds  and 
by  far  the  largest  official  stock- 
pile anywhere  on  earth.  Most  of 
the  sum  is  being  held  in  dollars, 
reflecting  the  U.  S.  currency's 
liquidity  and  its  prominent  role 
in  Japanese  trade.  And  most  of 
those  dollars  have  gone  into 
U.  S.  Treasuries.  "Japanese  mon- 
ey," admits  Eisuke  Sakakibara, 
director-general  of  the  Ministiy 
of  Finance's  international  finance 
bureau,  "has  played  a  role  in . 
ping  up  world  equity  and 
markets." 

SUMMERTIME  DIP.  Other  countries  with 
big  trade  surpluses,  including  China  and 
Taiwan,  are  also  investing  heavily  in 
U.  S.  bonds.  But  Japan's  purchases  of 
Treasuries  dwatf  those  of  its  wealthy 
Asian  neighbors — and  everybody  else. 
Even  allowing  for  the  summertime  buy- 
ing dip,  J.  P.  Morgan  Securities  Asia 

Ltd.  economist  Jesper   

Koll  estimates  the  Japan- 
ese are  still  putting  an 
estimated  $3  billion  a 
month  into  Treasury 
debt.  The  Bank  of  Japan 
is  providing  the  biggest 
part  of  this  cash.  But  a 
growing  share  is  coming 
from  individuals,  while  in- 
surance companies  and 
other  big  private  investors  are  under 
pressure  from  the  Ministry  of  Finance 
to  join  in  the  recycling  effort. 

As  central  bankers  and  finance  min- 
isters convene  in  Washington  on  Sept. 
28  for  the  World  Bank  and  IMF  annual 
meetings,  the  burning  question  before 
them  has  to  be  whether  the  Japanese 
money  pump  will  falter  once  again.  In- 
deed, some  economists  are  starting  to 
grow  concerned.  Since  peaking  at  $130 
billion  in  1994,  Japan's  current-account 
surplus  has  been  heading  steadiiy  south 
in  the  face  of  a  strong  yen,  a  recovering 
economy,  and  pressure  from  Washinginn 
to  boost  imports.  The  nation's  surplu 
includes  balances  for  trade  in  goods  and 
services  as  well  as  foreign  aid  payments. 
This  year,  Merrill  Lynch  &  Co.  esti- 
mates, the  surplus  will  fall  to  $73  billion. 


By  1997,  it  could  be  down  to  around 
$52  billion.  A  few  analysts — but  not 
those  employed  by  the  Ministry  of  Fi- 
nance— even  see  current-account  deficits 
looming  by  2005. 

In  addition  to  the  declining  surplus, 
many  economists  expect  the  Bank  of 
Japan  to  raise  interest  rates  next  year-  if 
the  slow  recovery  finally  gains  speed. 


bond  markets.  Next  month,  the  Woil 
Bank  plans  a  $1  billion  Eurobond  oflq 
in  London  aimed  at  Japanese  investofl 
Others  are  tapping  the  Euroyen  mark! 
where  Japanese  buyers  should  easl 
absorb  more  than  the  $95  billion  | 
bonds  they  bought  in  1995.  The  action! 
no  less  frantic  in  Tokyo's  Samurai  m;j| 
ket,  where  foreign  companies  sell  yl 
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Now,  VCRs  and 
autos  are  being 
shipped  into 
Japan 


The  combination  of  higher  rates  and  a 
more  lively  economy  could  leave  Japan 
with  fewer  dollars  to  recycle  abroad 
and  send  U.  S.  bond  yields  up  by  25  to 
50  basis  points,  economists  believe. 

With  luck,  however,  that  won't  come 
to  pass.  Merrill  Lynch  economist  John 
Praveen,  for  one,  notes  that  Europe  and 
other  Asian  economies,  with  hefty  sur- 
pluses of  their  own,  could  fill  any  hole 
that  Japan  might  leave.  And  even  with 
declining  export  earnings, 
Japan  will  still  need  to 
recycle  more  than  $120 
billion  in  surpluses  this 
year  and  next.  The  con- 
tinuing surpluses  virtual- 
ly guarantee  that  the  dol- 
lar will  continue  its 
long-term  decline.  But 
with  President  Bill  Clin- 
ton and  Japanese  Prime 
Minister  Ryutaro  Hashimoto  facing  elec- 
tions this  fall,  neither  side  wants  to  see 
market  turmoil. 

That  means  the  Clinton  Administra- 
tion, which  once  found  a  handy  trade 
weapon  in  talking  the  dollar  lower,  is 
more  likely  to  continue  its  recent  em- 
phasis on  stability.  Japanese  officials  in- 
dicate they  will  also  tiy  to  maintain  the 
dollar's  value  around  its  current  level 
of  110  yen  by  keeping  interest  rates 
low  at  home  and  money  flowing  abroad. 
Says  Sakakibara  of  the  mof:  "We  both 
want  a  stable  currency  market." 

Assumptions  of  a  tacit  deal  to  keep 
the  yen's  value  within  10%  of  100  to 
the  dollar,  plus  moves  by  the  mof  to 
ease  Japanese  investment  abroad,  helps 
explain  the  continuing  rush  of  foreign 
borrowers  into  the  London  and  Tokyo 


debt.  Some  $26  billion  in  Samurai  boi 
have  been  issued  this  year,  nearly  tw 
1995's  pace.  Walt  Disney  Co.  alone 
sued  $1.38  billion  worth  of  Samur 
this  summer,  in  part  to  help  pay  do 
debt  related  to  its  acquistion  of  Cap: 
Cities/ABC  Inc.  Most  borrowers 
change  their  yen  for  dollars,  keep 
the  recycling  system  going. 

Japan's  investment  in  factories  ov 
seas  is  also  on  a  roll,  totaling  $14  bill 
in  the  first  seven  months  of  the  y< 
Over  the  long  haul,  such  direct  inv< 
ment  may  actually  turn  Japan  int> 
less  dominant  player  in  global  cap 
flows.  From  vcrs  to  autos,  a  grow 
volume  of  consumer  and  capital  go 
that  were  once  shipped  out  of  Jaj 
are  now  being  shipped  in.  Somec 
Japan  may  even  remake  itself  int 
net  importer  by  tapping  its  $9.7  tril 
in  household  savings  to  boost  its 
term  growth  rate. 
growing  OLD.  But  that  is  not  the  i 
force  that  will  weigh  on  savings. 
2025,  some  26%  of  Japanese  will  be 
nior  citizens,  up  from  14%  today.  T 
large  population  of  the  elderly  will  ft 
Japan  to  divert  a  greater  portion  ol 
economic  output  to  social  security 
medical  payments. 

But  slowing  Japan's  export  colos 
and  draining  its  huge  savings  pool 
still  take  years.  In  little  more  tha 
decade,  Japan  achieved  something 
has  never  occurred  in  modern  econc 
history:  a  current-account  surplus 
more  than  $1  trillion.  It  will  be  recyc 
its  capital — and  keeping  overseas  n 
kets  aloft — for  years  to  come. 

By  Brian  Bremner  in  Tokyo, 
William  Glasgall  in  New  York 
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INTRODUCING  A  FLIGHT 
OF  THE  IMAGINATION. 


BUILT-IN  28.8Kbps  MODEM 

With  a  built-in  voice/fax  modem  you 
can  stay  in  touch  with  the  world 

quickly  and  efficiently  Other  telecom 
features  include  a  speakerphone 
and  answering  machine. 


MODULAR  6X  CD-ROM 

Tecra's  SelectBay "  lets  you  swap 
a  fast  6X  CD-ROM  drive  with 
a  modular  floppy  drive,  or 
even  a  second  hard  drive 


FULL-MOTION  VIDEO 

Toshiba  s  Zoomed  Video  technology 
offers  full-motion,  full-screen  video 
and  MPEG  support,  all  on  a 
giant  12.1"  display. 


32-BIT  PCI  ARCHITECTURE 

Coupled  with  a  120MHz  Pentium  " 
processor,  PCI  architecture  gives 
you  maximum  data  throughput 
for  superior  system  performance. 


COMPLETE  WITH  LANDING  GEAR. 


POWERFUL  DOCKING 

The  optional  Desk  Station  V  Plus  provides 
instant  connection  to  your  desktop  setup  and 
includes  stereo  speakers,  a  SelectBay  "as  well 

as  slots  for  PC  Cards,  PCI  and  ISA  cards. 


INTRODUCING  THE  NEW  TECRA  .  Packed  with  cutting-edge  technology,  the  newest  Tecra  has  the  power  to  make 
your  ideas  fly.  You  get  a  quick-thinking  Pentium  processor,  lightning-fast  PCI  architecture  and  a  massive  1.3  billion 
byte  hard  drive.  Plus,  Tecra  offers  powerful  multimedia  with  full-motion  video,  stereo  sound  and  a  6X  CD-ROM  drive 
you  can  swap  with  a  second  hard  drive.  Top  it  all  oft  with  the  expansion  capabilities  of  the  Desk  o^^no. 
^Mfc^  Station  V  Plus,  and  you've  got  a  notehook  that  will  take  you  to  new  heights.  For  more  information  •§T| 
visit  the  Toshiba  website  at  http://computers.toshiba.com,  or  for  a  dealer  near  you,  call  1-800457-7777.  wnJoLra 


pentiunrr 


500CDT 

•  121'  dia  color  active-matrix  TFT  display. 
800  x  600  resolution 

•  6X  CD-ROM 
500CS 

•  12.1"  dia  color  dual-scan  DSTN  display, 
800  x  600  resolution 

•  Optional  6X  CD-ROM 


BOTH  MODELS 

•  120MHz  (2  9v)  Pentium '  processor, 
256KB  L2  cache 

•  PCI  system-bus  architecture 

•  16MB  ol  EDO  DRAM  expandable  to  144MB 

•  1.3  billion  byte  (=1 26GB)  removable  hard  drive 

•  Built-in  28  8Kbps  voice/tax  modem 


SelectBay"  supports  3  5'  floppy  drive,  6X  CD-ROM 

or  optional  second  hard  drive 

HiQVideo™  PCI  graphics  controller,  2MB  video  memory 

16-bit  Sound  Blaster"  Pro  compatible  audio  system  with 

stereo  speakers  and  microphone 

Supports  two  Type  II  or  one  Type  III  16-bit  PC  Cards, 

ZV  Cards  or  32-bit  CardBus  Cards 

FIR  (Fast  Intrared)  compliant  Iron)  and  back  ports 


Lithium  Ion  battery 
Integrated  AC  adapter 

Optional  Desk  Station  V  Plus  docking  station 
Optional  NoteDock'  II  Enhanced  Port  Replicator 
Windows"  95  or  Windows  tor  Workgroups 
3-year  limited  warranty 
Toll-free  technical  support  -  7  days  a  week. 
24  hours  a  day 


In  Touch  with  Tomorrow 

TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 

©1996  Toshiba  America  Inlormafion  Systems,  Inc  All  specilications  and  availability  are  subject  to  change  Ail  producis  indicated  by  trademark  symbols 
are  Irademarked  and/or  registered  by  their  respective  companies  Intel  Inside  and  Pentium  Processor  Logos  are  trademarks  of  Intel  Corporation 
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THE  LORDS 
OF  ALUMINUM 

How  Britain's  Trans-World  nabbed  half  the  Russian  industry 

contract  killings.  Both  Russian  and 
Western  security  sources  say  their  agen- 
cies have  investigated  possible  interna- 
tional money-laundering  schemes,  tax 
evasion,  and  customs  violations,  although 
no  companies  or  executives  have  been 
charged.  A  Trans-World  joint  venture 
with  Russian  partner  Lev 
Chernoy  was  investigated 
for  the  alleged  use  of  fraud- 
ulent letters  of  credit  in 
1992,  but  the  Russian  Inte- 
rior Ministry  found  no  evi- 
dence of  his  involvement  in 
such  a  scheme.  Trans-World 
denies   any  wrongdoing. 
"We  wouldn't  do  anything 
wrong.  We've  got  too  much 
at  risk,"  Trans-World  Chair- 
man David  Reuben,  56,  told 
business  week  in  a  rare  in- 
terview. But  he  adds:  "We 
have  a  lot  of  enemies." 
Trans-World  maintains  its 
plants,  Trans-Wbrld's  grip  on  the  Russian  mar- 
ket through  companies  in- 
corporated in  Monaco,  the 
Bahamas,  Cyprus,  Switzer- 
land, and  Russia.  Its  em- 
pire includes  aluminum  and 
steel  plants,  raw-material  suppliers, 
ports,  and  banks  from  Moscow  to  Ka- 
zakhstan. A  few  years  ago,  Trans- World 
was  just  a  tiny  player  specializing  in 
metal  arbitrage.  It  was  founded  by 
Reuben,  an  Indian-bom  British  nation- 
al, and  U.  S.  partners  in  1976,  when 
Merrill  Lynch  &  Co.  spun  off  a  metals 


It  was  one  of  the  biggest  price  col- 
lapses metals  traders  had  ever  wit- 
nessed. As  aluminum  prices  plunged 
nearly  50%  in  the  early  1990s,  industiy 
experts  largely  blamed  the  Soviet 
Union's  breakup  for  the  chaos.  Millions 
of  tons  of  Soviet  aluminum  flooded  the 
world  market.  Amid  the  tu- 
mult, an  obscure  London 
trading  company  made  a 
bundle  on  the  wild  selling, 
then  bought  up  half  of  Rus- 
sia's  aluminum  industry. 
Now,  Trans-World  Metals 
Ltd.  and  its  associates  con- 
trol a  formidable  5%  of  the 
world's  aluminum  output. 

The  rise  of  this  little 
known  private  company  is  a 
tale  from  the  front  lines  of 
frontier  capitalism.  It's  also 
an  example  of  how  the 
naked  grab  for  Russia's 
riches  spilled  onto  global 
markets.  In  the  lawless  at- 
mosphere after  the  Soviet  Reuben  is  Seeking 
Unions  breakup  in  1991,  ap-aa    >h<  f 
factory  managers,  bureau-  *bUU  million  Irom 
crats,  and  gangsters  scram-  Western  banks 
bled  to  cash  in  on  Russia's 
natural-resource  exports.  Trans-World 
was  one  of  the  few  foreign  companies 
that  joined  the  fray. 

The  battle  over  Russia's  aluminum 
industiy,  the  world's  second-largest  after 
the  U.  S.,  has  been  fierce.  At  least  six 
Russian  businessmen  involved  in  alu- 
minum have  been  murdered  in  apparent 


THINKING  BIG 

To  modernize  his 


trading  operation.  Over  time,  Reub 
and  his  brother,  Simon,  bought  contj 
of  the  company. 

In  1991,  Reuben  teamed  up  with  L 
and  Mikhail  Chernoy,  who  at  the  ti: 
were  among  the  earliest  private  bi 
nessmen  to  plunge  into  import-expi 
from  the  Soviet  Union.  Trading  in  tij 
ber  and  metals,  they  kept  a  low  pro: 
but  were  known  for  their  rough  bij 
ness  style.  Like  many  entreprene 
they  have  been  accused  by  the  Russ 
press  of  having  links  with  organic 
crime.  "They  are  not  criminals,"  Reutl 
says.  He  adds:  "Lev  gave  me  the  blf 
print  for  how  to  do  business  in  the  f 
mer  Soviet  Union."  Lev  and  Mikh| 
who  has  since  quit  Trans-World,  i 
ciined  to  comment. 
"FILTHY  RICH."  Lev  Chernoy's  p 
seemed  simple  enough:  With  the  Sov 
breakup,  smelters  were  left  without  a 
to  buy  raw  materials  and  were  stn 
gling  to  find  aluminum  buyers  with 
state  help.  If  Trans-World  would  arrar 
delivery  of  raw  materials  and  pay  c; 
in  advance  for  finished  aluminum 
explained,  the  Chernoys  would  guar 
tee  lucrative  export  contracts. 

The  deal  was  indeed  lucrative, 
government  exempted  the  industry  fr 
most  import  and  export  duties.  A 
Russian  production  costs  were  far  bel 
world  levels.  In  1992,  Russia's  dome; 
aluminum  price  ran  from  $300  to  $60 
ton,  while  the  world  price  was  ab 
$1,200.  A  Moscow  expert  says  Tra 
World  and  the  Chernoys  "did  the  rij 
things  at  the  start  and  made  a  lot 
money.  They're  filthy  rich." 

Those  profits  encouraged  Trans- Wc 
to  cement  relations  with  Russian 
ducers.  The  key  moment  came  wl 
Moscow  privatized  aluminum  in  19 
Lev  Chernoy  and  smelter  manag, 
urged  Reuben  to  buy  stakes  to  prev 
"foreigners  [excluding  Chernoy]  or  ga 
sters"  from  gaining  control,  Reul 
says.  Trans-World  picked  up  60% 
Sayansk,  Russia's  third-largest  smel 


THE  MAKING  OF  TRANS-WORLD  S  EMPIRE 


2,000 


London-based  trading 
company  sets  up 
Moscow  office  as 
Soviet  Union 
breaks  up 


Announces  plan  for  Siberian  Aluminum, 
a  conglomerate  controlling  more  than 
50%  of  Russia's  aluminum  industry 


1,100- 
0t_ 


Teams  up  with  Russia's  Chernoy  brothers  to  bail  out  cash- 
starved  aluminum  smelters  and  win  lucrative  export  contracts 
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In  this  corner  of  the  world, 
negotiating  with  vendors 
can  leave  you  tongue-tied. 


•nxIJ^BRUSSECS^  ~ 
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Penmarcfc  /       *  LUX-17H 

^^J^^L  Strasbourg 
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It  pays  to  speak  the 
right  language. 


ko  needs  a  translator?  Just  bring  trie  Visa*  Corporate  card.  Not  only  can  it  kelp  ^/jgy^  CORPORATE 
lprove  your  cask  flow,  it  sends  you  a  customized  MIS  report  detailing  your  expenses. 
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and  50%  of  Bratsk  Aluminum  Co.,  the 
world's  largest.  Trans-World's  invest- 
ment in  the  former  Soviet  Union  is  $1.5 
billion;  global  sales  topped  $6  billion  in 
1995,  Reuben  says. 

Trans-World  is  not  without  problems. 
It  is  fighting  to  regain  a  contested  20% 
stake  in  the  Krasnoyarsk  smelter,  Rus- 
sia's largest.  Reuben  says  his  main  wor- 


ry is  raising  $500  million  from  Western 
banks  to  help  modernize  his  smelters, 
where  production  costs  have  jumped 
70%  since  1994.  To  boost  efficiency, 
Trans- World  created  Siberian  Aluminum, 
a  holding  company  linking  smelters,  sup- 
pliers, and  electricity  producers.  "Given 
time,  the  Siberian  plants  will  become 
cost-efficient,"  Reuben  says. 


Such  long-term  thinking  isn't  typic 
of  metal  traders.  But  Reuben  and  Che 
noy  appear  to  be  thinking  like  mai 
agers.  Now  on  top  in  the  scramble  f< 
the  world's  No.  2  aluminum  industr 
they've  got  to  hold  on  to  their  emp 

By  Julia  Flynn  in  London  and 
tricia  Kranz,  with  Carol  Matlack 
Moscow 


MUTUAL  FUNDS 


SOWING  SEEDS 
AT  KEMPER  GROWTH 

Patrick  Adams  is  moving  fast  to  revive  the  flagging  fund 


Last  July  16,  six  weeks  into  his  job 
managing  Zurich  Kemper  Invest- 
ments Inc.'s  flagship  Kemper 
Growth  Fund,  Patrick  S.  Adams  got  a 
taste  of  real  pressure.  In  the  first  fre- 
netic hours  of  trading,  the  Dow  Jones 
industrial  average  plunged  167  points.  A 
jittery  Adams  spent  an  hour  wander- 
ing around  downtown 
Chicago.  His  concentra- 
tion restored,  he  acted 
swiftly.  Wagering  that 
the  setback  was  only 
temporary,  he  bought 
44  stocks  just  as  the 
market  was  rebounding. 
Had  he  hesitated  much 
longer,  "I  wouldn't  have 
had  a  shot  at  rearrang- 
ing the  portfolio," 
Adams  explains. 

Kemper  is  counting 
on  Adams  to  revitalize 
its  $2.7  billion  Growth 
Fund,  which  in  recent 
years  has  pulled  down 
the  firm's  equity  funds. 
Under  new  owner 
Zurich  Insurance  Group, 
Kemper  aims  to  boost 
retail  fund  assets  from  a  stagnant  $43 
billion  to  $67  billion  by  2000— but  only 
with  better  performance,  especially  from 
Adams.  "If  we're  going  to  change  the 
image  of  the  firm,  we  need  to  change  the 
flagship.  It's  got  to  be  damn  good,"  says 
Steven  H.  Reynolds,  head  of  Kemper's 
equity  department  since  1995. 
RISK-TAKER.  The  35-year-old  Adams, 
hired  from  Denver-based  Founders  Asset 
Management,  has  an  impressive  record 
managing  smaller  funds  but  has  never 
handled  such  a  big  fund.  Still,  he  is  al- 
ready taking  chances,  turning  over  more 


than  half  of  the  stocks  he  inherited.  Six 
of  his  top  10  holdings  are  new  since  his 
arrival.  The  Johnson  &  Johnsons  and 
Monsantos  are  going  over  the  side  in  fa- 
vor of  more  volatile  stocks  with  smaller 
capitalizations.  From  May  31  to  Sept. 
12,  the  fund  was  up  1.15%,' vs.  -1.74%  for 
all  growth  funds. 


orative  approach  rather  than  a  star  sj 
tern:  "The  rules  and  structure  were  n 
the  problem;  it  was  the  portfolio  ma 
agers,"  he  grouses. 

Still,  Adams  is  getting  star  tres 
ment,  and  plenty  of  freedom.  Kemp 
has  launched  a  slick  marketing  cai 
paign  extolling  Adams  to  the  financ 
planners  and  brokers  who  sell  its  loa 
only  funds.  He  is  slated  to  manage 
new  "concentrated"  growth  fund  alio 
ing  him  to  take  larger  positions  in  sinj 
issues.  Adams  says  he  has  had  no  tro 
ble  acting  on  his  ideas.  When  La  Quii 
Inns  Inc.  stock  tumbled  recently,  Adai 
bought  it  despite  opposition  from  Ke: 
per's  lodging-industry  analyst  and  a  r 
flag  from  its  quantitative  model.  Adai 
credits  Reynolds  with  setting  a  mo!) 
flexible  tone:  "He  has  broken  down  t 
bureaucratic  buildup. 
LEGWORK.  Adams  aiijj 
for  issues  with  bo 
predictable  revenl 
growth  and  the  potel 
tial  for  upside  earninL 
surprises.  He  dumpi 
Enron  and  fmc  becat 
of  slow  growth,  and 
cut  Sandoz  and  Pfiz 
because  they  were  t . 
pricey.  He  has  bout 
beaten-down  compan 
such  as  Tele-Commul 
cations  Inc.  and  Viaci 

3COM   Tnc.  _    believing  W 

CISCO  SYSTEMS 
AUTOZONE 


His  Biggest 
Bets 

CERIDIAN 
VIACOM  B 

TELE-COMMUNICATIONS 

PAGING  NETWORK 

CADENCE  DESIGN  SYSTEMS 

AIRT0UCH 
COMMUNICATIONS 

ADVANTA 


will  warm 


ADAMS:  Getting  plenty  of  freedom 


Kemper  Growth  Fund  top  holdings, 
as  of  Sept.  11 

DATA:  ZURICH  KEMPER  INVESTMENTS  INC 


Yet  to  produce  superior  results  con- 
sistently, say  previous  Kemper  Growth 
managers,  Kemper  needs  to  change  the 
firm's  bureaucratic  approach,  which  has 
undermined  performance.  Even  the  best 
ideas  had  to  run  a  gauntlet  of  analysts 
and  quantitative  models  before  being 
added  to  the  approved  list.  "Too  many 
rules.  Too  many  layers.  You  need  more 
flexibility,"  says  Beth  Cotner,  an  11- 
year  Kemper  veteran  who  quit  the 
Growth  Fund  to  join  Putnam  Invest- 
ments a  year  ago.  Reynolds  defends 
the  restrictions  and  the  current  collab- 


Street 

them   as  results 
prove.   He  likes  t 
long-term  fundament 
of  out-of-favor  rests 
rant   chains  such 
Lone  Star  Steakhouse  and  Bost 
Chicken.  Relying  on  old-fashioned 
work,  he  is  loading  up  on  software 
gineer  Cadence  Design  Systems  I 
after  a  three-hour  meeting  with  m: 
agement  convinced  him  Street  earnii 
estimates  were  way  too  low. 

It  will  take  "a  couple  of  years,"  c 
cedes  Reynolds,  for  Kemper  Growth 
regain  its  luster.  Adams  is  more  o] 
mistic:  "Realistically,  we  can  do  it  so 
er  than  that."  Respect  could  be  onl; 
few  laps  around  the  Loop  away. 

By  Greg  Burns  in  Chia 


too 
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"Silicon  Graphics 
chose  and  implemented 
Oracle  Applications 
in  just  15  months/' 

Ed  McCracken,  Chairman  and  Chief  Executive  Officer 
Silicon  Graphics,  Inc. 


er    the    last    decade    Silicon  Graphics, 

leading  manufacturer  of  high-performance 
ual  and  enterprise  computing  systems, 

been  one  of  the  fastest  grow- 

companies  in  the  world, 
■y  needed  new  busi- 
5  applications  with 

flexibility,  scal- 
lity  and  technical 
litecture  to  support 

r  phenomenal  growth, 
con  Graphics  chose  and 

lemented  Oracle  Applications  on 

's  high-performance  CHALLENGE  server  in 
1  5  months. 
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Oracle  Applications  are  the  only  applications  designed 
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COMMENTARY 


By  Jeffrey  M.  Laderman 


IT'S  SIMPLE:  MAKE  FUND  MANAGERS  SPELL  OUT  THE  RISKS 


Stanford  University  economist 
William  F.  Sharpe  won  a  Nobel 
Prize  in  economics  for  his 
analysis  of  how  capital  markets 
work  and  how  investment  returns 
can  be  measured  and  assessed  for 
risk.  From  that  body  of  knowledge 
come  such  concepts  as  "beta,"  which 
measures  the  volatility  of  a  stock  to 
the  overall  market. 

But  Sharpe  and  a  group  of 
prominent  financial  econo- 
mists say  measures  such  as 
beta  won't  help  mutual-fund 
investors  understand  the 
risks  they  face  in  owning 
funds.  This  group,  the  Finan- 
cial Economists  Roundtable 
(fer),  has  come  up  with  a  re- 
freshingly simple  proposal. 
Its  Policy  Statement  on  Risk 
Disclosure  by  Mutual  Funds, 
issued  on  Sept.  18,  urges 
fund  companies  to  talk  about 
future  investment  risk  in 
their  prospectuses  and  share- 
holder reports  and  downplay 
statistical  measurements 
based  on  past  performance. 
The  proposal  is  sure  to  draw 
fire  from  the  fund  industry.  But  it's 
an  idea  worth  adopting. 

Eighteen  months  ago,  the  Securi- 
ties &  Exchange  Commission  solicit- 
ed comment  on  how  to  improve  mu- 
tual-fund risk  disclosure.  It's  a  topic 
of  intense  interest.  Witness  the  3,700 
comment  letters  sent  to  the  sec — 
"an  extraordinary  response,"  says  a 
commission  spokesman.  By  yearend, 
the  sec  is  expected  to  propose  a 
new  set  of  rules  and  guidelines  for 
selling  mutual  funds. 
BENCHMARK.  Besides  more  forward- 
looking  disclosure,  the  economists 
want  more  detail.  Fund  managers 
should  "describe  and  quantify  the  ex- 
pected relationship  between  their 
fund's  future  returns  and  the  relevant 
market  indexes."  They  want  funds  to 
choose  narrower  indexes  that  track 
say,  large-cap  growth  stocks  or  small- 
cap  value  stocks,  rather  than  broad 
indexes  like  the  Standard  &  Poor's 
500-stock  index,  and  measure  their 
returns  by  those  indexes. 

Recognizing  that  some  funds 
aren't  easily  categorized,  the  fer 


suggests  managers  instead  adopt  a 
mix  of  indexes  as  a  benchmark.  The 
economists  also  want  funds  to  say 
how  likely  they  are  to  diverge  from 
those  indexes  and  the  probable 
sources  of  the  divergences,  such  as 
concentrating  the  portfolio  in  fewer 
stocks  or  industry  sectors. 

They  also  want  the  funds  to  as- 
sess their  exposure  to  such  factors 


versified  portfolios  of  funds.  The  fer 
is  simply  applying  the  same  practices 
to  mutual  funds  that  institutional  in- 
vestors like  pension  plans  use  on 
their  investment  managers.  Define 
your  investment  niche,  they  say,  and 
stick  to  it.  The  cost  of  straying  can 
be  high.  Just  ask  investors  in  the  Fi- 
delity Blue  Chip  Fund.  In  1995,  blue 
chip  stocks  soared  but  their  mutual 
fund  lagged  because  the  manager 
had  bought  smaller  company  stocks. 

Many  mutual-fund  companies  will 
fight  the  fer's  suggestions,  arguing 
they  could  crimp  the  manager's  abili 
ty  to  run  the  fund  and  could  well 
hurt  shareholders.  For  instance,  if 
there  were  a  sudden  turn  in  the 
economy,  a  manager  might  want  to 
substantially  change  his  portfolio. 
"We're  not  saying  a  manager  can't 
change  his  mind,"  says  Sharpe.  "We 
just  want  his  best  estimate." 

Much  of  what  the  fer  is  propos- 
ing flies  in  the  face  of  more  than  50 
years  of  fund  practice.  Funds  don't 
like  to  make  outright  forecasts,  fear- 
ing lawsuits  if  they  miss  the  mark. 
The  economists  are  well  aware  of 
that,  too,  and  recommend  that  the 


The  thinking  is  that  investors  will  gravitate 
to  funds  with  better  disclosure  and 
competition  will  force  others  to  follow  suit 


as  interest  rates  or  currency  fluctua- 
tions and  to  report  how  the  fund 
performed  relative  to  those  factors. 
The  fer  recommends  more  frequent 
portfolio  reporting.  Now,  funds  need 
show  their  complete  portfolios  only 
twice  a  year.  Funds  will  balk  at  do- 
ing any  more,  because  they  don't 
want  to  tip  their  hands  to  competi- 
tors. No  problem,  says  the  fer:  Re- 
port twice  a  year,  but  show  the  posi- 
tions as  they  were  at  the  end  of 
each  month.  Rather  than  getting  two 
snapshots  a  year,  investors  would 
get  12 — and  a  better  picture  of 
what's  going  on. 

More  forward-looking  and  detailed 
disclosure  should  give  investors  more 
realistic  expectations  about  their 
funds.  It  will  also  help  them  build  di- 


sec  grant  mutual  funds  leeway  to 
make  "honest  estimates  without  fea 
of  later  litigation."  And  while  the 
economists  want  to  see  their  ideas 
practice,  they  prefer  voluntary 
rather  than  mandatory  compliance. 
The  thinking  is  that  investors  will 
gravitate  to  funds  that  provide  bet 
ter  disclosure  and  competition  will 
force  the  others  to  follow  suit. 

It's  going  to  be  tough  to  craft  a 
forward-looking  description  of  fund 
risk  that  wins  the  acceptance  of  func 
managers  and  can  pass  regulatory 
muster.  But  it's  got  to  be  an  im- 
provement on  the  history  lesson  in 
vestors  get  now. 


Senior  winter  Laderman  covers 
mutual  funds. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

A  NEW  PARENT  FOR 
LEHMAN  BROTHERS? 

On-again,  off-again  rumors  that 
Lehman  Brothers  (leh)  is  on  the 
block  are,  well,  on  again.  People  who 
claim  to  be  in  the  know  insist  that 
talks  are  going  on  between  Lehman 
and  a  New  York  bank  interested  in 
Lehman's  investment-banking  prowess. 

The  timing  of  the 
THE  DROP  MAKES  talks  is  opportune 
IT  VULNERABLE  for  the  bank: 
Lehman  stock, 
currently  trading 
at  21%,  is  about 
where  it  was 
back  at  the  be- 
ginning of  the 
year.  A  New 
York  investment 
banker  who  in- 
sists that  "the 
talks  are  definite- 
ly on"  figures  the 
stock  is  worth 
more  than  40  in 
a  buyout.  A 
Lehman  spokeswoman  wouldn't  com- 
ment on  the  rumor. 

In  May  of  last  year,  ceo  Richard 
Fuld  Jr.  told  business  week  that 
Lehman  wanted  to  be  the  "premier  in- 
vestment bank,  serving  our  clients 
globally."  In  1995,  revenues  from  in- 
vestment-banking operations  rose  from 
21%  to  26%  of  the  total,  while  contri- 
butions from  principal  transactions,  or 
trading  on  its  own  capital,  slipped  from 
49%  to  45%.  In  the  six  months  ended 
May  31,  revenues  from  investment 
banking  jumped  from  $289  million  to 
$433  million. 

The  major  banks  want  to  broaden 
their  bases  by  getting  into  the  lucra- 
tive fields  of  securities  underwriting 
and  investment  banking.  Analysts 
agree  that  Lehman,  spun  off  by  Amer- 
ican Express  in  May,  1994,  is  one  of 
the  most  vulnerable  to  a  takeover. 

"Lehman  is  an  extremely  strong 
buyout  candidate,"  says  Steven  Eis- 
man, an  analyst  at  Oppenheimer.  The 
stock  is  selling  at  10%  less  than  its 
book  value.  Lehman's  bond  business  is 
strong,  but  the  equity  department  re- 
mains weak.  A  buyer  with  deep  pock- 
ets, however,  could  bolster  the  compa- 
ny's stock-related  businesses.  "Lehman 
still  has  a  very  strong  brand  name," 
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notes  Eisman.  Part  of  Lehman's  vul- 
nerability to  a  takeover  is  that  man- 
agement owns  a  thin  slice  of  shares.  "If 
a  buyer  showed  up  with  an  offer  of 
1.7  times  book,  or  46  a  share,  manage- 
ment might  be  forced  to  take  the  of- 
fer," says  Eisman. 

AWAITING  A  CALL 
AT  CINCINNATI  BELL 

When  money  manager  Tracy 
Chester  visited  Cincinnati  Bell 
(CSN)  a  year  ago,  she  was  prepared  to 
be  bored  by  another  utility  presenta- 
tion. Instead,  she  got  excited  about  a 
"new  stock  find"  she  thought  would  be 
a  "tremendous  winner." 

Specifically,  Chester,  an  investment 
manager  at  Zurich  Kemper  Invest- 
ments, believes  Cincinnati  Bell  is  an 
attractive  takeover  target  in  a  rapidly 
consolidating  industry.  She  has  since 
built  up  a  position  in  the  stock  for  the 
two  funds  she  runs — the  $250  million 
Blue  Chip  Fund  and  the  $720  million 
Kemper  Retirement  Fund  Series. 

Chester  figures  Cincinnati  Bell,  at 
50  a  share,  is  easily  worth  65,  based  on 
the  value  of  the  company's  three  main 
businesses.  The  company's  two  non- 
telephone,  unregulated  businesses — 
Cincinnati  Bell  Information  Systems 
and  matrixx  Marketing,  together  are 
already  worth  about  50  a  share,  ac- 
cording to  Chester's  calculations. 

So  you're  paying  nothing,  she  notes, 
for  the  phone  operations,  which  serve 
927,000  lines  in 
Ohio,  Indiana,  and 
Kentucky.  The  in- 
formation-systems 
unit  provides 
billing  and  relat- 
ed services  for 
other  telephone 
companies.  And 
matrixx  offers 
telemarketing  and 
financial  services. 

Kemper  Ana- 
lyst Jim  Golan 
says  Cincinnati 
Bell  "would  be  a 
perfect  fit"  for  such  majors  as  at&t, 
which  intends  to  be  a  big  player  in 
the  local  phone  business;  Ameritech, 
the  third-largest  U.  S.  telephone  hold- 
ing company;  or  gte,  the  largest  U.  S. 
local  phone  company. 

Already,  Cincinnati  Bell  has  ties  with 
some  majors,  including  a  five-year  pact 
to  provide  billing  services  for  at&t's 


EXCITED:  Chester 
sees  Cincinnati 
as  takeover  bait 


A  GOOD  RISK 
IN  INSURANCE 


local  phone  business  and  a  five-ye;, 
$200  million  pact  with  Sprint  to  ul 
one  of  its  wireless  products  for  Sprin; 
network. 

Chester  believes  management  is 
mulling  over  the  idea  of  breaking  > 
the  company  by  selling  just  the  pho: 
company  and  spinning  off  the  two  oi» 
er  businesses  to  Cincinnati's  shai- 
hoklers.  The  phone  business  could  j§ 
sold  for  about  $1.5  billion,  or  211 
share,  estimates  Kemper  analyst  Gok 


CATCH 

RISING  RELIASTAR 

Investment  manager  John  Mo] 
I  doesn't  look  for  takeover  bets  wj 
he  scans  his  screen  of  8,000  stocks.  1 
the  technique  he  uses  in  picking  stoj 
for  the  $5.2  billion  portfolio  he  runs 
M&T  Capital  Advisors,  the  investmt 
arm  of  Manufacturers  &  Traders  Tr 
has  nevertheless  turned  up  plenty 
takeover  targets. 
His  recent  buys 
include  American 
Re,  acquired  in 
August  by  Mu- 
nich Reinsurance, 
and  Colony  Capi- 
tal, purchased  by 
ge  Capital. 

So  what  is 
Moore  betting  on 
that  is  takeover 
bait?  He  is  high 
on  ReliaStar  Fi- 
nancial (rlr), 
which  specializes 
in  life  and  health 
insurance  and  an- 
nuities. Its  stock  has  been  rising, 
41  in  late  July  to  47%  on  Sept.  17, 

ReliaStar  "is  a  highly  rated  lift 
surer  focusing  on  retirement-base 
nancial  products,"  says  Moore.  It 
everything  he  looks  for  in  a  sto< 
10-year  stream  of  increasing  earn 
a  record  of  beating  the  Street's 
mates,  and  a  price-earnings  ratio 
than  others  in  its  industry.  He  fig  ^ 
ReliaStar,  which  earned  $4.36  a  s 
last  year,  will  make  $4.80  in  199€ 
$5.30  in  1997. 

"ReliaStar  is  still  a  very  overlc 
high  riser,"  says  Moore,  "and  will 
efit  from  the  wave  of  takeovers  Lj 
insurance  industry."  He  suspects 
larger  insurers  and  financial-se 
companies  have  their  eyes  on  Reli 
based  on  the  recent  rise  in  the  slfl 
activity. 
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Whether  you're  new  to  Motorola 
or  one  of  the  many  users  of  the 
68HC05,  you'll  appreciate  how 
easy  it  is  to  tap  into  the  power  of 
the  68HC08.  There  is  an  easy 
migration  path  from  the  68HC05 
(with  the  68HC08  designed  to  be 
fully  upward  object-code  compat- 
ible); a  complete  suite  of  Motorola 
and  third-party  development  tools 
for  both  new  and  current  users; 
and  complete  technical  literature 
at  your  fingertips,  on  the  Web.  To 
learn  more,  visit  our  Web  site  at 
http://design-net.com/csic.  To  get 
a  sample  68HC708XL36  OTP 
today,  call  your  local  distributor. 


,  you  can  move  up  to 
ore  powerful  8 -bit 
•ssing,  without 
ling  a  fortune  in 
rocess — thanks  to 
Tola's  68HC08  micro- 
Dller  family.  Nothing  brings 
ler  high  performance  (an 
*e  five  times  higher  than  our 
lling  68HC05)  and  low  cost 
ie68HC08.  Whatever  the 
ation — consumer,  industrial, 
ating,  communications,  auto- 
s — when  power  and  cost  are 
y  critical,  you  know  you  can 
on  the  68HC08.  That's  why 
ve  an  OTP  version  ready  for 
sample  right  now. 


The  remarkable  price/perfor- 
mance ratio  of  the  68HC08 
*  comes  from  Motorola's 
modular  approach  to  8-bit 
>?  design.  By  surrounding  an  en- 
*  hanced  8 -bit  processor  with  func- 
tional modules,  we  can  design  new 
devices  in  less  time  —  as  little  as 
seven  working  days  —  and  offer 
them  at  less  cost  to  you.  There  are 
30  modules  now  available  (includ- 
ing ROM,  RAM,  EPROM,  timers, 
A/D  converters,  multiple  Input/ 
Output  options,  and  much  more) 
and  many  new  ones  on  the  way. 
So  it's  easy  to  get  the  68HC08 
device  that's  precisely  right  for 
what  you  have  in  mind. 


orola  are  registered  trademarks  ot  Motorola,  Inc.  ©1^%  Mototola,  Inc. 


M)  MOTOROLA, 

What  you  never  thought  possible.' 


SOME  SEE  A  SMOKESTACK  INDUSTRY.  WE  SEE  SHIFTING  ENVIRONS 


Man;  mg your  company  in  a  hostile  world  takes  a  partner  who  can  see  beyond  the  obviou 
AIG  is    niquely  able  to  protect  you  because  we  have  a  clear  understanding  of  risk,  no  matte 

form  it  takes    lince  threats  to  your  business  come  from  many  different  directions,  we  offer  expert 

only  in  insura    e,  but  in  managing  total  marketplace  risk. 

With  offi    s  in  approximately  130  countries  and  jurisdictions  throughout  the  world,  AIG 

unmatched  kno    ledge  of  local  conditions  and  regulations  garnered  during  75  years  of  intern;! 


UTION,  CAPITAL  RESTRUCTURING  AND  FUTURE  HEALTHCARE  LIABILITY. 


Dn.  In  fact,  AIG  is  the  only  worldwide  insurance  and  financial  organization  that  helps  you  man- 
>our  business  risk  and  preserve  shareholder  value  through  a  broad  range  of  customized  services, 
s  like  environmental  engineering,  global  claims  management  and  political  assessment. 
ill  we  w  got  the  top  financial  ratings  to  back  us  up.  So  AIG  not  only  sees  what's  out    wm%  %si 
ut  has  the  strength  to  help  you  do  something      WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 


American  International  Group,  Inc.,  Dept  A,  70  Pine  Street.  New  York,  NY  10270 
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WE'RE  IN  ALL  OF  THE  ABOVE. 


The  products  made  by  Tyco 
international  are  often,  quite 
literally,  out  of  sight.  But  our 
$5  billion  in  annual  sales,  21% 
compounded  income  growth 
rate  and  long-term  record  of 
enhancing  shareholder  value 
stand  out  rather  nicely.  For 


return  on  investment  over  the 
past  ten  years,  Tyco  ranks  In 
the  top  10%  of  the  Fortune  500. 
That's  a  better  record  than 
seven  of  Fortune's  ten  most 
admired  companies  of  1996.  Of 
course,  past  performance  does 
not  guarantee  future  earnings. 


But  at  Tyco,  earnings,  growth 
and  performance  are  what 
we're  all  about.  To  find  out 
more,  please  write  PO  Box  497: 
Dept.  BW,  Exeter,  NH  03833. 


Unleashing  The  Power  Within 
http://www.tycoint.com 
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3cial  Issues 


LTH  REFORM 


EDIGAID  IS  GETTING 
HIGH  WITH  GRANNY 

E'er  penalties  are  in  store:  Shift  your  assets,  go  to  jail? 


ter  79 -year-old  Mari  P.  grew  ill 
rith  Alzheimer's  disease,  her 
aughter  and  two  sons  hired  nurs- 
care  for  her  at  home.  To  com- 
ite  themselves  for  the  expenses, 
lildren  took  title  to  their  mother's 
York  City  house.  Then,  after  hos- 
jation  for  a  broken  hip,  Mari  en- 
a  nursing  home  and,  lacking  sav- 
got  Medicaid  to  cover  most  of  the 
a-day  cost. 

a  familiar  story:  A  family 
£les  to  cover  overwhelming 
ig  home  bills  for  an  aging 
t  while  preserving  financial 
;  through  "Medicaid  estate 
ing."  Starting  on  Jan.  1, 
h,  a  little-noticed  change  in 
1  law  will  subject  such  widely 
ed  practices  to  criminal  penal- 
ible).  In  fact,  the  law  specifies, 
idma  "knowingly  and  willfully 
es  of  assets ...  in  order ...  to 
e  eligible  for  [Medicaid],"  she 
spend  up  to  five  years  in 
and  pay  a  $25,000  fine, 
porters  of  the  provision,  part 
Kassebaum-Kennedy  health 
nee  reform  bill  passed  in  Au- 
say  it  will  reduce  the  run- 
cost  of  Medicaid.  Attorneys 
fast-growing  field  of  elder 
hough,  are  outraged,  even 
i  the  law  also  encourages 
rchase  of  private  long-term- 
lsurance.  "The  only  conceiv- 
reason  to  apply  criminal 
es  is  to  frighten  older  people 
from  legitimate  estate  plan- 
says  Manhattan  attorney 
G.  Fish. 

JKET.  Middle-class  and  even 
y  seniors  and  their  families 
singly  have  turned  to  Med- 
o  pay  their  nursing  home 
hich  average  around  $38,000 
•  but  can  run  as  high  as 
)0.  That  has  helped  make 
.id,  a  program  originally  in- 
fer welfare  recipients,  the 
biggest  item  in  state  bud- 
as  well  as  a  drain  on  the 
treasury. 

993  General  Accounting 


Office  study  in  Massachusetts  discov- 
ered that  more  than  half  of  Medicaid 
nursing  home  applicants  had  shifted 
assets  shortly  before  applying  for  bene- 
fits. Current  law  does  allow  officials 
to  dock  applicants  up  to  three  years 
of  nursing  home  reimbursement  if 
they  find  that  the  asset-shifting  was 
designed  to  impoverish  the  applicant 
on  paper.  But  there  are  many  loopholes: 
Wealthier  seniors,  for  example,  can  shel- 
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Navigating  the  New  Terrain 

Many  older  Americans  divest  assets  before  long- 
term  medical  care  is  needed,  allowing  them  to 
qualify  for  Medicaid  benefits.  The  Kassebaum- 
Kennedy  health  insurance  reform  bill  penalizes 
some  strategies. 


✓ 
✓ 
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WHAT  STILL  FLIES... 

Prepaying  funeral  expenses 
Home  renovations  and  additions 
Buying  a  new  car 
Paying  off  all  debts 
Buying  an  annuity 


...AND  WHAT  THE  NEW  LAW  MAY  PUNISH 

Giving  money  to  relatives  or  others 
Placing  money  in  a  trust 
Moving  assets  to  joint  accounts 
Buying  expensive  term  life  insurance 
X  Transferring  real  estate,  or  adding  family 

members  or  friends  to  the  deed 
X  Paying  family  members  for  caregiving  services 

DATA:  NATIONAL  ACADEMY  OF  ELDER  LAW  ATTORNEYS 


ter  assets  in  trusts,  or  buy  cars  or  real 
estate,  and  still  qualify. 

The  new  law  won't  completely  shut 
the  loopholes,  but  it  will  add  the  chilling 
prospect  of  jail.  That  could  ease  the  ex- 
pected strain  on  Medicaid.  Already,  69% 
of  the  nation's  1.5  million  nursing  home 
residents  are  supported  by  Medicaid. 
Meanwhile,  the  over-85  population  is 
the  fastest-growing  age  bracket,  prompt- 
ing the  Census  Bureau  to  project  a  22% 
increase  in  the  number  of  elderly  living 
in  nursing  homes  by  2000.  That's  ex- 
pected to  help  keep  the  $165  billion-a- 
year  Medicaid  program  growing  at  an 
annual  rate  of  10%. 

FULL  FARE.  Nursing  homes  are  feeling 
the  squeeze,  too.  Operators  say  Medicaid 
doesn't  fully  pay  the  cost  of  custodial 
care  needed  by  stroke  victims  or  by 
those  suffering  from  Alzheimer's,  which 
can  be  labor-intensive.  Higher-paying 
private  patients  help  subsidize  those  on 
the  dole,  but  as  the  number  of 
Medicaid  patients  increases,  nursing 
homes  can  become  strapped  for 
cash  and  may  be  forced  to  scrimp 
on  services.  The  new  law  could 
help  homes  by  increasing  the  num- 
ber of  patients  who  pay  full  fare. 

Kassebaum-Kennedy  does  hold 
out  a  solution  for  families  trying  to 
avoid  destitution  from  nursing 
home  costs.  Long-term-care  insur- 
ance finally  is  afforded  tax  treat- 
ment similar  to  medical  insurance, 
deductible  for  both  individuals  and 
employers.  A  basic  policy,  which 
costs  a  healthy  65-year-old  $1,058  a 
year,  covers  100%  of  the  cost  of 
the  nursing  home  for  four  years 
and  50%  of  home-health-care  ex- 
penses after  a  20-day  deductible, 
according  to  the  Health  Insurance 
Assn.  of  America.  Now,  only  2% 
of  nursing  home  residents  receive 
such  insurance  benefits. 

Most  experts  on  aging  agree 
that  Medicaid's  runaway  inflation 
problems  won't  be  solved  in  the 
near  term  by  insurance  or  by  slap- 
ping criminal  penalties  on  asset- 
shifting.  Some  advocates  suggest 
instead  that  Medicare  benefits  be 
extended  to  seniors'  custodial  care. 
"Why  should  a  nursing  home  stay 
for  kidney  disease  be  covered  but 
not  Alzheimer's?"  says  Stephen 
McConnell,  a  lobbyist  for  the 
Alzheimer's  Assn.  That  would  re- 
lieve the  burden  on  states.  But 
with  Congress  looking  to  trim  gov- 
ernment spending,  adding  new 
benefits  seems  least  likely. 

By  Paul  Magnusson  in 
Washington 


Government 


COMMENTARY 

By  Howard  Gleckman 

WHY  INCOME  TAX  CUTS  WON'T  LESSEN  THE  TAX  BITE 


■  t 


■ell  me  if 

you're  under- 
taxed," 
Republican  Vice- 
Presidential  candi- 
date Jack  Kemp 
thunders  at  nearly 
every  campaign 
stop.  "If  you  are 
undertaxed,  you 
should  not  vote  for 
Bob  Dole  and  Jack 
Kemp." 

Of  course,  people 
always  think  they're 
paying  too  much.  And  given  voter 
rage  this  year,  the  Internal  Revenue 
Service  is  a  tempting  target  for  am- 
bitious pols.  That's  why  gop  hopefuls 
Dole  and  Kemp  have  made  a  $548 
billion  tax  cut  the  centerpiece  of 
their  campaign.  And  it's  why  Presi- 
dent Clinton  is  proposing  a  $100  bil- 
lion income  tax  reduction  of  his  own. 

But  are  taxes  really  taking  a  big- 
ger bite  out  of  Americans'  incomes 
than  a  generation  ago?  The  answer 
is  yes:  All  federal,  state,  and  local 
taxes  have  risen  from  25%  of  total 
economic  output  in  1965  to  31%  to- 
day. But  neither  Dole  nor  Clinton  is 
focusing  on  the  real  reasons  why — 
and  neither  is  taking  on  the  big 
spending  programs  that  would  allow 
substantial  tax  relief. 
TWO  CULPRITS.  Both  candidates  are 
dwelling  on  cuts  in  the  personal  in- 
come tax.  Yet,  the  overall  income  tax 
burden  has  held  remarkably  steady 
since  the  Eisenhower  Administration. 
Year  after  year,  Washington  has  col- 
lected roughly  8%  of  the  nation's  eco- 
nomic output  in  the  form  of  federal 
income  taxes.  The  top  tax  rate  has 
bounced  around — dropping  from  92% 
in  Ike's  day  to  28%  in  1988  and  back 
to  39.6%  today.  But  the  federal  in- 
come tax  burden  has  barely  budged. 
Even  John  F.  Kennedy's  and  Ronald 
Reagan's  tax  cuts — canonized  by  sup- 
ply-siders — hardly  mattered.  Re- 
ceipts just  bounced  back  up  within  a 
couple  of  years. 

So  what's  behind  the  growing  tax 
bite?  Two  culprits:  the  share  of  gross 
domestic  product  gobbled  up  by 
state  and  local  taxes  is  up  30%  since 
the  1960s,  and  payroll  taxes — which 


fund  Social  Security  and  Medicare — 
have  more  than  doubled  as  a  share 
of  the  economy.  Yet  the  candidates 
are  mum  about  these  politically  sen- 
sitive levies.  "We  just  debate  federal 
income  taxes  because  that's  what  we 
have  always  debated,"  says  Urban 
Institute  economist  C.  Eugene 
Steurele.  "They're  the  most  visible." 

But  the  problem  lies  elsewhere. 
Thirty  years  ago,  state  and  local  tax- 
es accounted  for  about  8.5%  of  gdp. 
Today,  their  share  is  nearly  11%  and 
rising.  One  reason:  the  explosion  in 
state  and  local  government  pay- 
rolls— up  from  11.3  million  in  1965  to 
14  million  today.  By  contrast,  federal 
civilian  employment  is  down  nearly 
one-third  over  the  same  period. 

Washington  can't  directly  change, 
say,  sales  taxes  in  Baltimore.  But 
with  the  feds  looking  to  slash  pro- 
grams to  balance  their  budget, 
there's  little  chance  that  the  state 
and  local  tax  burden  will  be  eased.  If 
anything,  these  taxes  will  continue  to 

DON'T  BLAME  THE  FEDS 

Taxes  are  up,  but  federal 
income  taxes  are  nearly  flat 

FEDERAL 
PERS0NA1 
INCOME 
TAXES 


FEDERAL 
PAYROLL 
TAXES 


1965 
1995 


2        4        6        8  10 
►  TAXES  AS  A  PERCENT  OF  GDP 
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rise  as  local  govern- 
ments pick  up  ser-  I 
vices  that  both  Clin 
ton  and  Dole  would; 
have  Washington 
jettison. 

Yet  it's  the  pay 
roll  tax  that  is — as 
Ross  Perot  might 
say — the  giant  sue 
ing  sound  of  the 
federal  tax  system. 
Washington  now 
collects  about  as 
much  from  the  pay 
roll  tax  as  it  does  from  the  personal 
income  tax — 30  years  ago  it  collectei 
half  as  much.  In  1966,  workers  and 
employers  shelled  out  $25  billion  in 
payroll  taxes.  This  year,  they  will 
pay  more  than  $500  billion.  For  two 
thirds  of  all  workers,  payroll  taxes 
will  exceed  federal  income  taxes. 
PROBLEMATIC  VOWS.  But  Dole  and 
Clinton  don't  dare  mention  the  pay 
roll  tax.  If  they  discuss  Social  Secur 
ty  and  Medicare  at  all,  it's  to  brag 
about  how  they're  trying  to  save 
both  from  financial  collapse.  Paring 
the  taxes  that  support  them  without| 
slashing  benefits  or  radically  restruo 
turing  the  programs  would  only  has 
ten  their  demise.  "They  can't  talk 
about  cutting  payroll  taxes  without 
talking  about  the  integrity  of  the 
system,"  says  University  of  Michigai 
economist  Joel  B.  Slemrod. 

And  that's  the  problem  with  elec- 
tion-year vows  to  slash  taxes.  With- 
out dramatic  cuts  in  the  kinds  of  ser 
vices  polls  show  voters  still  want 
from  Washington,  the  federal  incomt 
tax  bite  won't  change  much — as  it 
hasn't  for  30  years.  Moreover,  less 
federal  spending  portends  hikes  in 
state  and  local  responsibilities — and 
taxes — while  public  resistance  to  re- 
ductions in  Social  Security  means 
there  won't  be  payroll  tax  cuts,  ei- 
ther. Federal  income  tax  reshuffling' 
Maybe.  A  more  efficient  government 
that  gives  taxpayers  a  feeling  they 
are  getting  more  for  their  money? 
Possibly.  But  more  take-home  pay? 
Not  any  time  soon. 

Senior  correspondent  Gleckman  ji 
covers  taxes  from  Washington. 
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3ur  Business  Is  Helping  Y)urs 
Make  The  Competition  Wish 

They  Weren't. 

To  win  in  todays  marketplace, 
you  cant  afford  to  make  a  wrong  move. 
You  need  to  think  ahead.  And  when 
you're  looking  to  come  up  with  new 
and  smarter  ways  of  providing  real 
value  to  jour  customers,  we  can  give 
you  that  competitive  edge. 

Like  helping  a  health  and  fitness 
equipment  company  acquire  the  needed 
WLt    &■  tiMH^Dk.    M.  capital  to  service  seasonal  peak  activity 

WBB^^^BtE^^^^^^^^^^^^^^^^^^^^^^B  growth  plans.  helping 

uding  internation  al  airport  work  with  heal  government  agencies  to  make  their  transportation  systems  state  of  the  art. 

At  GE  Capital  Services,  we're  26  diversified  businesses.  And  each  one  is  dedicated  to  developing  and  delivering 
ducts  and  services  that  make  sure  you  stay  ahead  of  the  game.  If  you're  looking  to  become  more  competitive,  call 
00-243-2222  today.  It  's  a  smart  move. 

GE  Capital  Services 

Our  Business  Is  Helping  Yours^ 


AMERICOM  •  AUTO  FINANCIAL  SERVICES  •  AVIATION  SERVICES  •  COMMERCIAL  EQUIPMENT  FINANCING  •  COMMERCIAL  FINANCE 
COMMERCIAL  REAL  ESTATE  FINANCING  AND  SERVICES  •  CONSOLIDATED  FINANCIAL  INSURANCE  •  CONSUMER  FINANCIAL  SERVICES 
EMPLOYERS  REINSURANCE  CORPORATION  •  EQUITY  CAPITAL  GROUP  •  FINANCIAL  GUARANTY  INSURANCE  COMPANY  •  FLEET  SERVICES 
GE  CAPITAL  HAWAII  •  GENSTAR  •  GLOBAL  CONSUMER  FINANCE  •  GLOBAL  PROJECT  &  STRUCTURED  FINANCE  •  GNA  •  MODULAR  SPACE 
MORTGAGE  INSURANCE  •  MORTGAGE  SERVICES  •  PENSKE  TRUCK  LEASING  •  RAILCAR  SERVICES  •  RETAILER  FINANCIAL  SERVICES 
TECHNOLOGY  MANAGEMENT  SERVICES  •  TIP/TRANSPORT  INTERNATIONAL  POOL  •  VENDOR  FINANCIAL  SERVICES 


Will  you  need  to  issue  new 
stock  to  afford  them? 


Just  How  Worried  Are 

You  About  Choosing 
the  Right  Business  PC? 

Picking  a  PC  for  your  company  raises  a  lot 
of  questions.  Questions  that  we  can  answer. 
To  see  why  HP  PCs  make  good  business 
sense,  call  us  at  800-322-HPPC,  Ext.  1876* 
Or  visit  http://www.hp.com/go/vectra. 
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Is  there  a  service  c 
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EDITED  BY  AMY  DUNKIN 


JUNK  BONDS  ARE  LOOKING 
A  LOT  LESS  JUNKY 


Not    long    ago.  junk 
bonds  trashed  the  for- 
tunes of  many  an  un- 
suspecting buyer,  ended  the 
trading  career  of  Michael 
Milken,  and  drove  his  firm, 
Drexel  Bumham  Lambert, 
out  of  business.  But  jus 
as  Milken  lias  had  a  pro- 
fessional reincarnation, 
the  high-yield  market 
has  undergone  a  dra- 
matic revival. 

Total  returns — 
currently  around 
9.5%  to'  10.5%—  r; 
are  a  fraction  of 
last  year's  high  ir.r 
double-digits,  but 
that  doesn't  mean  ?v- 
investors  should 
overlook  the  di-  ' 
versification  ad- 
vantages  of  high-  £g 
yield  bonds.  As 
an    asset  class 
that  behaves  like 
both  equities  and 
fixed  income,  high-  j 
yield  bonds  are  a 
compromise.  The 
higher  coupons  rela- 
tive to  other  fixed- 
income  investments 
should  minimize  any 
loss  of  principal  if  in- 
terest rates  were  to  V 
spike  up  dramatically. 
Conversely,  if  the  market 
were  to  tank,  investors  would 
have  some  exposure  to  an  ag- 
gressive fixed-income  product 
that — surprise — has  shown 
less  volatility  than  Treasury 
securities  over  the  past  five 
years. 

more  bang.  Since  these 
bonds  are  issued  by  below- 
investment-grade  companies 
(rated  under  BBB  by  Stan- 
dard &  Poor's),  credit  risk  is 
still  a  concern.  However, 
overall  credit  quality  and  liq- 
uidity have  greatly  improved. 
Still,  these  bonds  are  best 


used  in  moderation:  Financial 
advisers  suggest  allocating  no 
more  than  3%  to  5%  to  a 
high-yield  bond  fund. 

Using  standard  deviation, 
which  measures  risk  based 
on  the  variability  of  quarter- 
ly returns,  high  yield  has  giv- 
en investors  more  bang  for 


the  buck  for  moderate  risk 
recently.  During  the  five 
years  ended  on  June  30.  the 
Merrill  Lynch  High- Yield 
Master  Index  returned  13.5%, 
with  a  standard  deviation  of 
5.14%.  Compare  that  with 
other  bond  averages  during 
the  same  period:  30-year 


Treasuries  returned  10.« 
with  a  standard  deviatioiB 
10.11**:  and  the  Lehrl 
Brothers  Corporate  Bond  I 
dex  returned  9.32%.  witl 
standard  deviation  of  6.3§ 
says  Kingman  D.  Pennini. 
president  of  kdp  Invest™ 
Advisors,  a  high-yield  iii 
tutional-research  firm  I 
Montpelier.  Vt. 

This  has  been  a  bank 
year  for  new  high-yield  I 
sues — more  than  $41  bil 
year-to-date,  exceeding  t 
new  issuance  in  1994  ft 
1995  combined — and  cas 
pouring  into  the  marke  ■ 
a  near-record  pace,  t 
15    vestors   have  pum  k 
more  than  ST. 2  bil  : . 
into  high-yield  b  i 
funds  through  the  |i 
seven  months  of  1  i 
alone,  says  the  i 
vestment  Comp  b 
Institute  in  W  r- 
£  ington. 

One   reason  is 
this  rising  popuk  p 
is  that  the  ma 
has  matured, 
longer  domini  p  i 
by  speculative  <  ?  • 
parties  or  levers  r_- 
buyouts,  the  d 
are  better  st  - 
tured  financially 
day  than  they  w_ 
in  the  late  191 
And  most  of  thet;- 
junk      has  »- 
purged:  From  19* 
1994.  almost  909: 
high-yield  bonds  |;  . 
P     either  restructij- 
through  default  or^- 
nanced  their  debt. 
Ole    Dial,  managerial 
Xorthstars  High  Tbtair^ 
turn  and  High  Yield  ful 
Moreover,  recent  strong  pT^ 
formance  has  won  new  L_ 
verts  to  high  yields,  the  1 
area  of  the  domestic  fixer 
come  market  to  post  pos|[ 
returns  this  year.  As  of  iU 
6.  the  total  return  for  F  ' 
yields  was  4.58%.  vs.  -Ill 
for  30-year  Treasuries  wy. 
-5.37%  for  10-year  noted^ 
cording  to  the  Merrill  Ll 
High- Yield  Master  Indejf ' 
But  to  some,  the  noil'; 
new  deals  and  the  m>  t 
chasing  them  are  cause 
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participate  in  144A  bonds, 
which  account  for  50%  of  all 
new  issuance.  These  are  pri- 
vate placements  that  enable 
companies  to  raise  money 
quickly  at  lower  cost.  Most  in- 
dividuals don't  have  access  to 
such  high-risk,  high-reward 
deals.  Because  of  the  specula- 
tive nature  of  some  issues,  the 
market  is  best  left  to  pros. 

Another  advantage  to  the 
funds:  They  can  absorb  the 
high  transaction  costs,  which 
are  prohibitive  for  the  aver- 
age investor.  "The  round  lot 
market  is  sold  in  $1  million 
par  amounts,  and  while  you 


total  return,  says  Steve  Ess- 
er,  co-manager  of  mas  Funds 
High-Yield  portfolio.  Lower- 
yielding  bonds  can  offer  solid 
returns  if  they  are  boosting 
their  credit  quality. 

As  with  any  mutual  fund, 
a  high-yield  fund  should  show 
a  reliable  return  over  at  least 
five  years.  Look  for  those 
that  consistently  have  been 
in  the  top  half  of  their  cate- 
gory, according  to  rating 
agencies  such  as  Morningstar 
or  Value  Line.  Since  a  cer- 
tain amount  of  credit-selec- 
tion artistry  is  involved,  it's  a 
good  idea  to  pick  a  manager 


high-yield  bonds  to  build  busi- 
ness in  paging,  cellular  com- 
munications, and  satellite  tele- 
vision, says  Esser  of  MAS, 
whose  fund  has  13.5%  invest- 
ed in  cable  companies  and  an 
additional  9%  in  telecommuni- 
cations areas  such  as  wireless. 
"TIEBREAKER."  In  those 
emerging  sectors,  default  is 
a  real  risk.  Before  buying  any 
fund,  check  its  default  history. 
If  a  fund  is  cutting  its  divi- 
dend, it  may  be  a  sign  it  has 
had  an  unusually  large  num- 
ber of  bonds  that  crashed  and 
burned.  However,  a  reduction 
in  dividends  can  also  "be  a 


INVESTING 


The  credit  quality  of  junk  bonds 


»rn.  "It's  hard  to  believe 
all  of  a  sudden  there  are 
many  great  opportuni- 
1  says  Harold  Evensky, 
:ipal  of  Coral  Gables 
i-based  financial  planning 
Evensky,  Brown,  Katz 
svitt.  And  a  more  effi- 
market  means  there's 
opportunity  to  find  ex- 
dinary  returns.  "In  our 
ation,  the  marginal  extra 
ns  don't  justify  the  ele- 
.  of  discomfort,"  says 
isky,  who  believes  only 
itors  who  put  a  very 
1  percentage  of  assets 
term  in  professionally 
ged  funds  should 
high  yield, 
d  just  because  re- 
have  been  strong  -• 

t  mean  investing  has  improved.  And  while  yields  are  lower  than 

is  easy.  Unlike 
areas   of  the 
•income  market 
i  prices  are  close- 
Telated  to  inter- 
ites,  performance  in  the 
rield  arena  depends  on 
3    security  selection. 
3  why  professionally 
fed  high-yield  funds  are 
;r  bet  for  most  people 
)uying  individual  issues, 
jest  funds  allocate  no 
than  2%  to  3%  to  any 
ssue.  That  way,  they 
t  investors  in  the  event 
i  bond  defaults  or  credit 
y  deteriorates. 
1  tond  fund  also  gives  til- 
's exposure  to  different 
of  credit  quality,  indus- 
ind  even  geographic  re- 
And  it  allows  them  to 


;  they  were  in  the  market's  heyday,  so  is  the  risk 


can  pay  the  odd  lot  differen- 
tial, it  cuts  into  your  return," 
says  Martin  Fridson,  chief 
high-yield  strategist  at  Mer- 
rill Lynch  in  New  York. 

It  may  be  tempting  to  buy 
the  fund  with  the  highest 
yield,  but  the  key  to  invest- 
ing successfully  is  total  re- 
turn. That's  because  good 
managers  are  looking  not 
only  for  high-yielding  coupons 
but  also  for  bonds  that  are 
improving  in  credit  quality. 
The  relative  capital  apprecia- 
tion that  comes  from  improv- 
ing credit  when  added  to  cur- 
rent income  leads  to  superior 


els  Among  Junk-Bond  Funds 


5-YEAR 
RETURN* 

YEAR 
TO-DATE  * 

EXPENSE 
RATIO 

ITY  SPARTAN  HIGH-INCOME** 

15.82% 

7.86% 

0.79% 

WITTER  HIGH-YIELD  SECURITIES 

15.52 

7.71 

0.79 

iTAY  HIGH-YIELD  CORP.  BOND  B 

15.44 

8.88 

1.60 

(EAST  INVESTORS** 

15.20 

11.87 

1.02 

ITY  ADVISOR  HIGH-YIELD  T 

14.73 

7.05 

1.15 

ISTAR  HIGH-YIELD  T 

14.70 

7.02 

1.33 

ITY  CAPITAL  &  INCOME** 

14.61 

5.69 

0.98 

VIAN  HIGH-YIELD  BONO  A 

14.52 

7.48 

1.09 

HAL  HIGH-YIELD  SECURITIES  A 

13.92 

5.21 

1.21 

IGH  YIELD** 

13.76 

7.09 

0.50 

:h  Sept.  6,  1996 

DATA  MORNINGSTAR  INC 

**  No  load 

with  a  solid  track  record  in 
high  yields. 

Once  you've  narrowed  the 
field  by  return,  you'll  need  to 
assess  what  the  fund  owns. 
The  more  diversified,  the  bet- 
ter. To  control  risk,  look  for  a 
fund  with  average  credit  rat- 
ings of  at  least  BB  to  B,  Ess- 
er suggests.  Anything  lower 
is  too  speculative.  An  aver- 
age credit  quality  of  B+  is 
considered  conservative  for  a 
high-yield  fund.  The  portfo- 
lio should  hold  a  minimum  of 
50  issues,  with  an  average 
position  of  around  2%.  To  find 
numerous  good  issues,  a  man- 
ager needs  a  strong  research 
staff.  Therefore,  stick  with  a 
fund  family  that  has  a  good 
reputation  in  fixed  income 
and  sufficient  resources  to  en- 
sure quality  research. 

Then,  consider  how  diversi- 
fied the  fund  is  among  indus- 
tries. "We  try  to  stay  away 
from  cyclical  businesses,  be- 
cause at  some  point,  we'll 
have  an  economic  downturn, 
and  noncyclicals  will  weather 
it  better,"  says  Northstar's 
Dial.  Currently,  the  converging 
industries  of  media  and 
telecommunications  show  the 
greatest  investment  potential 
and  the  most  risk.  Numerous 
companies  have  been  issuing 


good  thing  if  the  manager  is 
using  that  money  to  buy 
higher-quality  issues,"  Dial 
says. 

You  can  further  narrow  the 
universe  of  high-yield  bond 
funds  by  scrutinizing  expense 
ratios.  "There  are  a  number 
of  good  funds  to  choose  from, 
but  this  should  be  the 
tiebreaker,  because  those  ex- 
penses will  come  right  off  the 
top  of  your  return,"  Esser 
says.  Because  of  the  research- 
intensive  nature  of  the  funds, 
expenses  will  be  higher — 1% 
to  1.25%  on  average — than 
those  of  a  government  bond 
fund.  But  a  high-yield  man- 
ager has  a  greater  chance  of 
overcoming  an  expense  dis- 
advantage than  a  lower-yield 
manager  does,  says  Morn- 
ingstar fixed-income  editor  Al- 
ice Lowenstein. 

Although  high-yield  bond 
prices  are  relatively  steep 
now,  their  generous  coupons 
should  protect  investors 
against  any  loss  in  value 
caused  by  a  possible  inter- 
est-rate hike.  So  if  you're  not 
in  high-yields  already,  at 
least  take  a  look.  The  sector 
has  a  place  in  many  well- 
rounded  portfolios — as  long 
as  you  let  the  pros  throw  out 
the  trash.         Kerry  Capell 
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BUILDING  A  NEST  EGG 
WHILE  YOU  PAY  THE  DOCTOR 


Imagine  paying  your 
medical  bills  from  a 
savings  account  that 
your  employer  may 

help  feed  even-  month.  Imag- 
ine not  having  to  pay  taxes 
on  the  money  and  being  able 
to  spend  it  on  any  doctor, 
hospital,  and  medical  treat- 
ment you  desire — or 
saving  it  and  let- 
ting it  build  up 
interest,  tax- 
free.  Starting 
in  January, 
thousands  of 
Americans 
will  be  able  to 
open  a  medical 
savings  account 
(MSA)  that  will  let  them  do 
just  that. 

As  part  of  a  four-year  ex- 
periment to  test  whether 
MSAs  are  a  viable  form  of  j 
health  insurance.  Congress 
recently  gave  the  green  light 
to  750.000  policies  that  link  a 
tax-favored  account  to  a  high- 
deductible  catastrophic  insur- 
ance plan.  The  pretax  dollars 
in  the  MSA  will  pay  for  rou- 
tine health-care  services, 
while  the  insurance  policy 
will  cover  major  medical  ex-  ' 
penses.  For  now.  only  people 
who  are  self-employed  or  who 
work  for  a  business  with  a 
maximum  of  50  employees 
are  eligible,  on  a  first-come, 
first-served  basis.  The  former 
can  sign  up  on  their  own 
through  a  participating  in-  j 
surer,  such  as  Golden  Rule 
Financial  in  Indianapolis, 
American  Medical  Security 
Group  in  Green  Bay.  Wis., 
and  various  Blue  Cross  & 
Blue  Shield  plans.  The  latter 
group  must  wait  for  their 
employer  to  provide  an  msa  j 
option. 

Under  the  pilot  project,  an 
employer  pays  the  premium 
on  the  catastrophic  policy  and 
makes  a  tax-free  contribution 
of  up  to  65^  of  the  de- 


ductible on  an  individual  cat- 
astrophic policy  and  75^  for 
a  family  plan  in  a  year.  De- 
ductibles will  range  from 
$  1.500  to  $2,250  for  individu- 
als and  from  $3,000  to  $4,000 
for  families.  Once  the  covered 
medical  expenses  meet  the 
deductible,  the  insurance 
kicks  in. 


with  a  minimum  guaranteed 
6^  return. 

If  you  become  ill  you  will 
be  able  to  draw  on  the  ac- 
count to  pay  for  medical 
treatment.  But  if  you  need 
little  or  no  health  care,  the 
money  left  over  just  stays 
put  and  earns  tax-free  income 
until  you  need  it.  You  pay  a 
lb1!:  penalty  on 
top  of  income 
tax  for  withdrawing  money 
for  nonmedical  purposes.  Af- 
ter age  65.  you  get  access  to 
the  funds  without  penalty  for 
any  reason.  Even  if 
Congress  doesn't 


SMART  MONEY 


for  a  doctor  who  is  on  an  I 
tensive   list   of  prefer 
providers.  But  if  your  pi 
cian  is  out  of  network, 
will  still  get  partial  re 
bursement.  with  the  per 
age  varying  according  to 
plan.  You  can  even  use 
money  in  your  account  to  | 
for  services  that  may 
be  covered! 


How  a  Medical  Savings 
Account  Works 

►  You  or  your  employer  buys  a  high-deductible  cata- 
strophic insurance  policy  and  contributes  a  percent- 
age of  the  deductible  amount  to  a  tax-free  savings 
account  every  year. 

►  When  you  go  for  medical  treatment,  you  pay  the 
doctor,  submit  the  bills  to  the  insurance  company,  and 
get  reimbursed  from  the  money  in  the  MSA. 

►  Once  your  medical  expenses  meet  the  deductible, 
your  catastrophic  insurance  kicks  in.  If  the  MSA  doesn't 
cover  the  whole  deductible,  you  must  make  up  the  dif- 
ference out  of  your  pocket. 

►  Any  funds  you  don't  use  just  stay  in  the  account  and 
earn  tax-free  interest. 


Any  money  you  put  into 
the  account  is  pretax,  and 
you  don't  pay  federal  income 
tax  on  your  employer's  con- 
tributions, msas  are  exempt 
from  levies  in  18  states  as 
well.  The  funds  in  msas  will 
be  managed,  at  least  initially, 
by  insurers  and  financial  in- 
stitutions and  will  earn  a  pre- 
set return.  Golden  Rule,  for 
example,  is  offering  products 


renew  the  msa  program  af- 
ter the  four-year  trial  period 
expires,  anyone  who  has  an 
account  will  be  permitted  to 
maintain  it  and  keep  on  mak- 
ing contributions. 

One  of  the  most  attractive 
features  of  msas  is  that  they 
allow  patients  to  pick  almost 
any  doctor,  hospital,  or  treat- 
ment they  want.  The  insur- 
ance will  keep  paying  in  full 


your  ins 
such  as  eye  and  dental 
cosmetic  surgery,  and  1 
term  care.  But  these  es 
es  do  not  count  toward 
deductible. 

FINE  POINTS.  Make  sure 
find  out  which  health  se 
qualify  under  your  ins 
If  you  use  up  all  your 
funds  on  noncovered 
penses  and  need  addrti( 
medical  care  during 
same  year,  you'll  havi 
come  up  with  extra 
ey  to  pay  for  the 
ductibie.  "It's  easy  to 
derestimate  what 
out-of-pocket  expense 
be."  warns  Gail  Shearerj 
rector  of  health  policy  at 
Consumer's  Union  in 
ington.  Another  hidden 
you  might  incur  with  an 
Some  plans  require  yo 
make  co-payments  even 
you  meet  your  deduct 
Congress  has  limited  ou 
pocket  expenses  to  a 
mum  of  $3,000  a  year  fo: 
individual  policy  and 
for  a  family. 

The  bigger  problem  is 
the  catastrophic  ins 
may  not  cover  certain 
of  costly  medical  con 
Some  policies  linked  to 
exclude  benefits  for  p: 
and  aids,  and  many  do 
cover  prescription  drugs. 
pie  should  not  be  under] 
illusion  that  all  their  hi 
care  needs  will  be  taken 
of  with  an  msa,"  says 

msas  are  probably 
suited  for  young,  healthy 
pie  who  are  unlikely  to 
up  high  medical  bills  and 
stash  away  unspent  contJ 
tions.  But  those  who  wfll 
efit  most  from  an  msa 
consumers  who  shop  an 
for  the  best  values  in  ca 
not  just  those  blessed 
good  health.   Silvia  San 


1 


successful 
business- 
to-business 
media  plan 
is  an  art 
form.  Here's 
something 
for  all  you 
Picassos. 


2.B 


Business  Week  is  proud  to  sponsor 
the  2nd  annual  Advertising  Age's 
Business  Marketing  Business-to- 
Business  Media  Strategists  Awards. 

A  panel  of  editors  from  Business 
Marketing  magazine  has  selected  the 
top  10  business-to-business  media 
professionals  for  the  year.  The 
criteria:  excellent  use  of  new  media, 
creative  planning,  innovative  research 
and  measurement  techniques,  and 
consistency  in  meeting  and  exceeding 
client  objectives. 

Look  for  the  announcement  of  this 
year's  winners  in  a  special  editorial 
feature  in  the  November  issue  of 
Business  Marketing  and  November  4 
issue  of  Advertising  Age. 

A  gala  awards  presentation,  hosted 
by  celebrity  comedian  Robert  Klein, 
will  be  held  in  Chicago  on  November  21 
to  honor  the  winners.  Be  a  part  of  the 
festivities:  Call  (312)  649-5309  to 
reserve  your  spot! 
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ed  Speakers: 


Hincr 

//  and  CEO 


Robert  Meers 
President  and  CEO 
Reebok  Brands  Worldwide 


The  Honorable 
Jack  Kemp 

Republican 
Vice  Presidential 
Nominee* 


The  Honorable 
John  McCain 
U.S.  Senate.  (R-AZ) 


George  Will 
Pulitzer  Prize-Winning 
Columnist 


The  1996  Business  Week  Symposium  off 
Chief  Executive  Officers 

"The  Growth  Debate:  How  Fast,  How  Far?" 


SEPTEMBER  25-26,  1996.  WASHINGTON,  DC 


an  the  economy  continue  to  expand  and 
te  jobs  without  triggering  inflation?  What 
be  the  effects  on  your  company? 
Join  Business  Week,  key  political 
esentatives,  and  your  fellow  CEOs  for  a 
k  exchange  of  ideas  at  this  9th  annual 
ness  symposium.  It's  a  strategic  gathering 
won't  want  to  miss. 


In  association  with: 

Bain  &  Company.  I  nr. 

Cadi II en  Motor  Car  Division 

H  cid  rick  &  Struggles,  I  nr. 

Ohio  Department  of  Development 

SAS  Institute  Inc. 

Toshiba  America 

( rnisys  Corporation 

With  support  from: 

Wharton  Executive  Education 

For  registration 
information: 

Please  call  (800)  821-1329 

Participation  is  limited  to  CEOs 
of  the  nation's  largest  corpora t; mis 
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jsiness  Week  Index 


IDUCTION  INDEX 

ige  from  last  week:  -0.2% 

ige  from  last  year:  5.7% 

PRODUCTION  INDEX 

Sept.  7=133.3 

PRODUCTION  INDICATORS 


pt  Jan.  May  Sept 

95  1996  1996  1996 

ndex  is  a  4-week  moving  average 

roduction  index  edged  down  slightly  during  the  week  ended  Sept.  7.  It 
le  third  consecutive  decline.  However,  before  calculation  of  the  four- 
moving  average,  the  index  increased  to  134,  from  132.7.  Seasonally 
ed  output  of  autos,  trucks,  and  electric  power  increased  strongly, 
ing  drops  in  lumber  output  and  rail-freight  traffic, 
tading  index  will  be  unavailable  for  an  indefinite  period  of  time, 
uction  index  copyright  1996  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

K  PRICES  (9/13)  s&p  500 

680.54 

655.68 

17.5 

ORATE  BOND  YIELD,  Aaa  (9/13) 

7.87% 

7.91% 

6.2 

(TRIAL  MATERIALS  PRICES  (9/13) 

110.3 

110.7 

-2.4 

IESS  FAILURES  (9/6) 

NA 

NA 

NA 

ESTATE  LOANS  (9/4)  billions 

$525.9 

$523.4r 

6.0 

V  SUPPLY,  M2  (9/2)  billions 

NA 

NA 

NA 

IL  CLAIMS.  UNEMPLOYMENT  9  7)  th  us 

338 

317r 

-7.9 

iS:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
itreet  {failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 


LATEST 

UfCCV 

Week 

WEEK 

urn 
AhU 

YEARLY 

STEEL  (9/14)  thous.  of  net  tons 

1 ,987 

1,984# 

1.0 

AUTOS  (9/14)  units 

129,848 

106.377r# 

3.8 

TRUCKS  (T14)  units 

122,476 

98,539r« 

-2.3 

ELECTRIC  POWER  (9'14)  millions  of  kilowatt-hrs 

67.649 

68,437# 

5.4 

CRUDE-OIL  REFINING  (9/14)  thous  of  bbl ./day 

1.4,440 

14,415# 

-0.3 

COAL  (9/7)  thous.  of  net  tons 

21,309# 

22.045 

7.4 

LUMBER  (9/7)  millions  of  ft. 

405. 9# 

507.1 

4.1 

RAIL  FREIGHT  (9/7)  billions  of  ton-miles 

24. 0# 

26.7 

-1.6 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 

%  OHG 

GOLD  (9/18)  $/troy  02. 

383.000 

383.500 

-0.5 

STEEL  SCRAP  (9/17)  #1  heavy,  $/ton 

1  36  50 

136.50 

-4.9 

COPPER  (9/13)  e/ib. 

92.3 

96.4 

-30.9 

ALUMINUM  (9/13)  e/lb. 

68.0 

70.5 

-17.1 

COTTON  (9/14)  strict  low  middling  1-1/16  in.,  e/lb.  75.46 

76.21 

-16.2 

OIL  (9/17)  $/bbl. 

23.53 

24  19i 

23.8 

CRB  FOODSTUFFS  INDEX  (9/17)  1 967=ioo 

265.05 

269.07 

10.8 

CRB  RAW  INDUSTRIALS  INDEX  9/17)  1967=100  342  77 

346.47 

3.2 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals  Week,  Memphis 
market,  NYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


REST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

IAL  FUNDS  (9/17) 

5.02% 

5.10% 

5.78% 

ERCIAL  PAPER  (9/18)  3-month 

5.52 

5.53 

5.70 

FICATES  OF  DEPOSIT  (9/18)  3-month 

5.53 

5.53 

5.70 

MORTGAGE  (9/13)  30-year 

8.46 

8.53 

7.81 

TABLE  MORTGAGE  (9/13)  one-year 

6.14 

6.09 

5.90 

(9/17) 

8.25 

8.25 

8.75 

s:  Federal  Reserve,  HSH  Associates.  Bloom 

berg  Financial 

Markets 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (9/18) 

109.09 

1  10  24 

99  8  3 

GERMAN  MARK 

1.51 

1.51 

1.43 

BRITISH  POUND 

1.56 

1.55 

1.58 

FRENCH  FRANC  (9/18) 

5.14 

5.15 

4.94 

ITALIAN  LIRA  (9/18) 

1023  '> 

1524.0 

1608.0 

CANADIAN  DOLLAR  (9/18) 

1.37 

1.37 

1.35 

MEXICAN  PESO  (9/ 18) 

7.483 

7.547 

6.320 

Sources:  Maior  New  York  banks. 

Currencies  expressed  in  units 

per  U.S.  dollar, 

pound 


■ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


IL  BUDGET 

/,  Sept.  23,  2  p. m. edt  ►  The  Trea- 
pt.  will  probably  report  a  deficit  of 
billion  for  August,  says  the  median 
t  of  economists  surveyed  by  mms 
tional ,  one  of  The  McGraw-Hill  Corn- 
Washington  posted  a  gap  of  $33.9 
a  year  ago.  The  deficit  is  expected  to 
out  $120  billion  when  fiscal  1996 
1  Sept.  30. 

I  MEETING 

i  v,  Sept.  24  ►  The  Federal  Reserve's 
I  arket  Committee  will  meet  to  set 
i  ry  policy  for  the  next  seven  weeks. 
i|  3  economists  are  almost  evenly  split, 
I  out  half  looking  for  a  one-quarter- 


point  increase  in  the  federal  funds  rate,  to 
5.5%,  and  the  other  half  expecting  the  Fed 
to  hold  rates  steady.  The  central  bank  last 
moved  policy  in  January,  when  it  cut  the 
fed  funds  rate  by  a  quarter-point.  A  Sept. 
17  report  on  the  Reuters  newswire  said  that 
8  of  the  12  Fed  district  presidents  have 
requested  a  hike  in  interest  rates. 

CONSUMER  CONFIDENCE 

Tuesday,  Sept.  24,  10  a.m.EDT>  The  Con- 
ference Board's  index  of  consumer  confi- 
dence probably  fell  to  108  in  September 
after  rising  to  109.4  in  August.  The  confi- 
dence index  has  been  over  100  for  the  past 
five  months,  suggesting  that  solid  job 
growth  is  lifting  consumers'  spirits. 


EXISTING  HOME  SALES 

Wednesday,  Sept.  25,  1 0  a.m. edt ►  The 
mms  median  forecast  expects  that  existing 
homes  probably  sold  at  a  high  annual  rate 
of  4.1  million  in  August.  In  July,  resales 
fell  a  small  0.5%  to  a  4.14  million  pace. 

DURABLE  GOODS  ORDERS 

Thursday,  Sept.  26,  8:30  a.m. edt ►  New 
orders  taken  by  durable-goods  manufactur- 
ers were  probably  unchanged  in  August, 
says  the  mms  survey.  Orders  increased  a 
surprisingly  strong  1.7%  in  July.  Although 
demand  for  motor  vehicles  probably  slipped 
last  month,  production  gains  for  other 
durable  goods  suggest  that  orders  for  capi- 
tal goods  increased  in  August. 


This 

Week, 

Online 


Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questions  about  features 
from  the  magazine. 


< — 


Sunday 

Making  money  on  the 
Internet — and  how  you  can 
do  it.  too:  It's  not  easy,  but  a 
few  people  are  already 
succeeding.  Pioneers  Jeff 
Bezos  of  Amazon.com  Books 
and  Jerry  Kaplan  of  ONSALE 
tell  how  they've  done  it  They 
will  be  online  with  Katny 
Rebello.  BW's  San  Francisco 
bureau  chief,  to  discuss  this 
Cover  Story.  Sept.  22 
9  p.m.  edt  in  the  Globe 

Transcripts 

Catch  up  Dn  the  online 
events  you  missed  by 
downloading  some  of  the 
hundreds  of  transcripts 
available— for  example. 
Labor  Secretary  Robert  Reich 
on  the  U.S.  worker  (92). 
finding  the  best  foreign 
stocks  (9*).  and  juggling 
the  conflicting  demands  of 
work  and  family  (9/15). 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Onime  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  10  free  hours  on 
AOL.  call  1-800-641-484S 
and  me-tion  Business  Week. 


Index  to  Companies 

This  index  (pes  the  starring  page  in  a  story  or 
fcatt  wfc  a  ^ijgpfli  wt  nfcwt  to  *  aiaaey. 
Mast  subsidiaries  3re  indexed  under  then  own  name 
01%  ■  bMes  aie  not  included 
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■NTARY 

stock  market  took  center 
the  world  financial  mar- 
th  stocks  recouping  all 
:ent  declines.  The  Dow 
d  ustri  a  I  average  climbed 
l-time  high  of  5889  on 
|  as  investors  wagered 
fits  would  remain  healthy 
ation  would  stay  under 
But  the  market  subsided 
Sept.  17  and  18  as  eco- 
umbers,  such  as  weaker- 
pected  machinery-export 
:s,  put  a  damper  on  profit 
lions. 
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8.5 

S&P  500  DIVIDEND  YIELD 
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19.5 

19.1 

16.9 

IN  STOCKS 

Latest 
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10.0 
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423A 

RETIME 

9.7 
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23  >/8 
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-11.4 
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19V4 

NTH  LAGGARDS 
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Weakest  stock  in  group 
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Price 
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GAP 
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303A 

S  AND  MOTELS 
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16.7 

in 

-18.5 

NA 

463/s 

FACTURED  HOUSING 

-5.8 

36.8 

FLEETWOOD  ENTERPRISES 

-5.8 

36  8 

28  H 

EERING  AND  CONSTRUCTION 

-4.9 

4.7 

FLUOR 

-6.3 

6.5 

6134 

AND  GLASS  CONTAINERS 
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-1.0 

CROWN  CORK  &  SEAL 
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5.4 

463A 
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k  total  return 
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fl  EUR  AGGRESSIVE  GROWTH  A  13.1 
I  TY  EXPORT  11.6 
"\  RATHON  GOLD  &  NATURAL  RESOURCES  1 1.6 
>  total  return  % 
i|  IARK  SMALL  CAP  EQUITY  A  60.7 
I  IL.  PINCUS  POST-VENTURE  CAP  COMM.  52  4 
!  IECIOUS  METALS  A  50.1 


LAGGARDS 
Four-week  total  return 


STEADMAN  TECHNOLOGY  GROWTH 

MATTHEWS  KOREA 

STEADMAN  AMERICAN  INDUSTRY 


WARBURG  PINCUS  JAPAN  OTC  COMM.  -5.1 

FIDELITY  JAPAN  SMALL  COMPANIES  -4.4 

DEAN  WITTER  JAPAN  -3.7 

52-week  total  return  % 


-39.2 
-24.2 
-22.5 
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4-week  total  return 


Average  fund 
52-week  total  return 


TIVE  PORTFOLIOS 


m  lounts  represent  the 
ti  alue  of  $10,000 
si'  one  year  ago 
it  ortfolio 

;ej  iges  indicate 
ill  total  returns 


# 

U.S.  stocks 
$11,902 

+2.88% 


Foreign  stocks 

$11,294 

+  1.07% 


1111 


Money  market  fund 
$10,520 

+0.11% 


Treasury  bonds 
$10,091 

+  1.46% 


Dfil/McGRAW-HIll 


Gold 
$9,838 

-0.51% 


his  page  are  as  of  market  close  Wednesday,  Sept.  18,  1996,  unless  otherwise  indicated, 
ups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market 


close  Sept.  17.  Mutual  fund  returns  are  as  of  Sept.  13.  Relative  portfolios  are  valued  as  of  Sept.  17. 
A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised.  NA=  Not  available. 
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Editorials 


GM  TALKS:  IT'S  FLEX 
TIME  FOR  THE  UAW 

The  United  Auto  Workers  union  tends  to  talk  tough  but  bar- 
gain pragmatically.  In  its  recent  deal  with  Ford,  it  re- 
ceived job  guarantees  for  nearly  all  of  its  members  in  ex- 
change for  a  two-tier  pay  system  that  allows  the  auto  company 
to  make  cost  savings  in  making  new  parts.  The  union  also 
threw  in  enough  loopholes  to  allow  Ford  to  circumvent  the  em- 
ployment guarantees  in  the  face  of  a  recession.  The  big  question 
now  is  whether  the  uaw  will  show  even  more  flexibility  in 
negotiating  with  General  Motors,  which  employs  nearly  half  of 
all  the  uaw's  auto  members.  We  hope  it  does  (page  32). 

Time  is  lunning  out  for  all  three  Detroit  auto  makers.  Their 
record  profits  derive  almost  entirely  from  sport-utility  vehicles, 
minivans,  and  pickup  tracks.  The  Japanese  are  pouring  into 
these  sectors,  putting  pressure  on  margins.  Thanks  to  a  strong 
dollar  and  the  "decontenting"  of  their  cars,  the  Japanese  are 
cutting  prices  as  well.  Detroit  needs  to  move  fast. 

gm  must  move  the  fastest.  It  needs  to  cut  as  much  as  30%  of 
its  labor  force  to  become  as  competitive  as  Ford  and  Japanese 
transplants.  Its  plan  is  to  ride  the  attrition  curve  down,  since 
some  12,000  employees  retire  every  year.  With  any  luck,  gm  can 
meet  its  goals  in  five  years — but  not  with  the  same  kind  of 
contract  Ford  agreed  to,  which  guarantees  95%  of  all  jobs. 

We're  betting  the  uaw  gives  GM  wiggle  room,  gm  needs  to 
cut  employment  by  a  larger  percentage  than  Ford.  This  is 
particularly  true  in  the  company's  large  auto-parts  facilities, 
which  are  more  expensive  than  those  of  nonunion  competitors. 
A  two-tier  job  guarantee,  such  as  95%  for  assembly  and 
85%  for  parts,  may  be  one  way  to  provide  the  savings  gm 
needs.  There  are  others.  The  uaw  can  best  ensure  its  own 
survival  by  helping  Detroit  do  what  it  must  do. 

WHAT  SWISS  BANKERS 
OWE  THE  WORLD 

Shame  on  Switzerland.  Fifty  years  after  World  War  II,  it  is 
still  unable — or  unwilling — to  account  for  the  fate  of 
monies  sent  for  safekeeping  by  desperate  people  who  would 
soon  become  victims  of  the  Holocaust.  In  addition,  the  British 
Foreign  Office  reports  that  gold  looted  by  the  Nazis  may  still 
remain  in  the  vaults  of  Swiss  banks.  Melted  down  and  marked 
with  the  Reichsbank  stamp,  these  bars  may  derive  from 
gold  stolen  from  European  central  banks  as  well  as  from 
the  personal  property — and  persons — of  millions  who  were 
murdered.  The  image  of  Swiss  banks  keeping  gold  that  may 
have  been  removed  from  teeth  is  simply  monstrous. 

Swiss  bankers  have  been  reluctant  over  the  decades  to 
break  their  secret-bank-account  rules  and  regulations  to  find 
the  names  of  those  who  deposited  funds  from  1933  to  1945. 
Until  recently,  they  even  denied  there  were  any  dormant  ac- 


counts left.  But  under  heavy  international  pressure, 
Swiss  Bankers  Assn.  announced  in  February  that  it  had  s 
denly  discovered  775  dormant  accounts  totaling  $7.5  milli 
What  else  remains  hidden? 

Paul  A.  Volcker,  former  chairman  of  the  U.  S.  Federal  i 
serve,  is  heading  an  international  investigation  into  the  fab 
dormant  accounts.  The  Swiss  government  is  drafting  legii 
tion  to  help  clear  the  way  to  identifying  secret  accouij 
Why  it  has  taken  50  years  to  do  so  is  a  mystery,  but 
Swiss  Parliament  should  pass  the  legislation  without  del 

The  U.  S.,  Britain,  and  France  must  clear  the  air  as 
Deals  were  made  after  the  war  concerning  Nazi  loot  tha 
retrospect,  may  be  improper.  Documents  such  as  those  si 
ing  in  London  may  be  locked  away  in  Washington  and  P 
There  may  be  plenty  of  shame  to  go  around  when  it  come 
justice  and  restitution  for  those  who  suffered  in  World  Ws 

WORKER  TRAINING 
THAT  DOES  THE  JOB 


Worker  training  for  high-paying,  high-skill  jobs  i 
American  refrain  for  the  '90s.  A  scared  public 
perately  demands  it.  Politicians  in  Washington  battle  over 
to  provide  it.  And  effective  solutions  seem  unattainable, 
But  drop  down  to  ground  level,  where  actual  workers  1 
on  machines  in  factories,  and  it's  a  different  picture.  An  e| 
mous  amount  of  high-skills  training  is  going  on  in  the 
Businesses  are  training  their  workers  at  community  collfl 
while  sharing  the  expense  with  state  governments.  Gove: 
isn't  doing  everything.  It  is  a  practical  model  (page  59) 

The  formulas  vary  from  state  to  state,  but  one  elemei 
constant:  the  community  college  as  a  major  center  for  le  i  j 
ing  and  training.  Sometimes,  businesses  donate  equipment  i 
contract  directly  with  the  colleges  to  teach  specific  job  si 
statistical  and  quality  analysis,  or  organization  skills, 
sionally,  community  colleges  get  small  federal  grants  to 
equipment.  But  most  often,  state  governors,  eager  to  proi 
economic  growth  and  jobs,  step  in  with  financing. 

In  Iowa,  one  of  a  dozen  states  with  unemployment  rab  4  a 
4.5%  or  less — way  below  the  national  average  of  5.1%-  lit! 
Governor  Terry  E.  Branstad  is  using  community  college  t 
train  employees  in  a  very  tight  labor  market.  In  the  M 
'80s,  Branstad  set  up  a  program  that  takes  a  percentage 
the  income  tax  generated  by  new  hires  and  uses  it  to  fir™ 
tax-exempt  bonds  sold  by  community  colleges.  The  colli* 
then  apply  the  funds  to  training  the  new  hires.  Bransta  f 
using  the  program  to  upgrade  worker  skills  as  well. 

He  isn't  alone.  Republican  and  Democratic  governon&P 
over  the  nation  are  using  their  taxing  power  to  prow 
worker  training.  But  the  sums  are  modest,  and  the  tra  B 
is  focused.  Companies  negotiate  with  community  colleg 
other  institutions  to  help  meet  their  training  needs, 
they  pay  for  training,  contracts  often  last  less  than  t 
months  and  cost  under  $10,000.  It's  efficient  education 
it  works. 
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IT'S  THE  NEW  ROUGH  ANL3  RUGGED  FULL-SIZE  SUV* THAT'S  AS  COMFORTABLE  AS  ALL 

INTRODUCING 
THE  ONLY  WY 
TO  GET  THERE. 

THE  NEW  FORD 
EXPEDITION 


Best-ln-Class  Towing:  Properly  equipped  4x2  tows  four  tons  Best-In-Class  Passenger  Room:  XLT models  seat  up  to 


"THE  BIG  BANG" 
Astronomers  now 
date  the  origin  of  the 
universe  at  roughly 
15,000,000,000  B.C. 
It's  been  expanding 
ever  since.  So,  in 
recent  years,  has 
Praxair. 


A 


At  Praxair,  the  Big  Bang  is  considered  the  Golden  Age  of  ne^ 
product  development. 

Hydrogen,  oxygen,  krypton  and  other 
elements  were  created  during  that  distant  era. 
Of  course,  Praxair  doesn't  hold  patents  on  any 
of  them.  But  we've  been  awarded  thousands  of 
patents  on  technologies  that  convert  gases  into 
solutions  for  our  customers. 

The  steel  and  glass  industries  use 
oxygen  for  cleaner,  more  efficient  production 
processes.  Krypton  works  wonders  in  lasers, 
lighting  and  thermal  windows.  As  for  hydrogen, 
we've  teamed  with  scientists  who  hope  to  turn  it  into  the  fuel  of  the  nexj 
century.  (A  hydrogen  engine's  only  emission  is  pure  water.) 

We  also  apply  our  ingenuity  to  other  gases.  We're  the  world'; 
biggest  supplier  of  carbon  dioxide,  which  plays  a  key  role  in  thl 
food  and  beverage  industry.  And  helium  isn't  just  for  balloon? 


r 


WIS  WERE 
ON  YEARS  ABO. 


I  essential  for  medical  imaging  machines  and  deep-sea  diving  safety. 
This  is  how  mi\    m   H  we've  become  a  world  leader  in  industrial 


ises,  with  annual  sales  over  $4  billion  and  growing.  Praxair  uses  the  basic 
olecules  to  help  our  customers  prosper  in  the  global  marketplace,  an 
ivironment  that's  fiercely  competitive — yet  ecologically  uncompromising. 


PRAXAIR 


AKING    OUR    PLANET    MORE  PRODUCTIVE. 

r  more  information:  1  -  8  0  0- P  RAX  A I R      e-mail:  info@praxair.com  http://www.praxair.com 
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strategy  to  take  it  into  the  21st  century 
-and  a  $500  billion  market?  page  122 
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122    AT&T:  WILL  THE  BAD  NEWS  EVER  END? 
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deregulation  kicks  in,  rich  new  markets 
are  opening  up,  but  no  one — not  even 
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customers  its  own  software 
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Justice's  new  antitrust  chief,  Joel  Klein, 
will  likely  take  a  less  crusading  tack 

37  COMMENTARY 
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How  Pete  Domenici  quietly  sped  the  bill 
through  a  business-friendly  Congress 
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Up  Front 


EDITFJ5  BY  LARRY  LIGHT 

SLUGFESTS 

TICKETMASTER 
GETS  PEARL  JAMMED 

STRIKE    UP  THE 

band  for  Pearl 
Jam,  recovered 
from  its  run- 
in  with  Ticket- 
master.  Now 
embarked  on  a 
sold-out  10-city 
tour,  the  rock 
group  with  three 
platinum  albums 
has  secured  are- 
nas not  locked  up 
by  Ticketmaster, 
which  controls 
two-thirds  of  the 
concert  market.     VEDDER:  Ti 

Miffed  at  what  ~ 
it  saw  as  unduly  high  service 
charges  (an  average  of  12% 
per  ticket,  going  as  high  as 
55%  for  choice  events),  Pearl 
Jam  swore  off  Ticketmaster  in 
1994.  Band  members  testified 
before  Congress  that  teen  fans 
can't  afford  "$50  or  more"  for  a 
ticket.  In  1995,  the  rockers 
tried  performing  in  open-air 


spots  such  as  parks  and  even 
an  airport,  since  Ticketmaster 
has  exclusive  rights  to  many  of 
the  best  venues.  Due  to  bad 
weather  and  on-site  logistics, 
plus  lead  singer 
Eddie  Vedder's 
poor  health,  they 
ditched  the  tour. 

This  year, 
Vedder  &  "  Co., 
who  could  not 
be  reached,  were 
savvier  about 
scheduling.  The 
band  has  scored 
several  Ticket- 
master-controlled 
facilities  by  find- 
ing loopholes  in 
venue  contracts. 
For  example, 
"  Pearl  Jam  played 
Seattle's  Key  Arena  Sept.  16, 
because  part  of  the  proceeds 
went  to  charity.  Tickets  cost 
about  $20,  including  a  $2.50 
service  charge.  Ticketmaster 
charged  $3.25  when  it  handled 
Pearl  Jam.  Says  Alan  Citron, 
a  Ticketmaster  senior  veep: 
"We  have  no  quarrel  with  the 
band."         Seanna  Browder 


list-buster!1 


FAT  WALLETS 

MORE  THAN  URANIUM  IS  GETTING  ENRICHED 

Dept.  spun  off  the  outfit  two 
years  ago.  The  feds  still  own 
all  its  stock,  pending  an 
expected  merger  or  public 
offering. 

House  Commerce  Commit- 
tee Chairman  Thomas  Bliley 
Jr.  (R-Va.)  and  other  critics 
say  the  almost  150%  boost 
for  ex- Wall  Streeter  Timbers, 
46,  makes  no  sense  since 
usec  hasn't  achieved  its  main 
goal,  privatization.  And  with 
U.S.  nuclear  power  on  the 
downswing,  they  note,  the 
usec  hasn't  grabbed  much 
overseas  business,  usec 
won't  elaborate  on  Timbers' 
pay,  and  he  won't  comment. 
But  it  says  his  pay  is  lower 
than  most  top  private-sector 
execs'.      Wilson  Dizard  III 


STEAM  grows  over  pay  hike 

A  HEFTY  PAY  HIKE  FOR  THE 

man  who.  oversees  America's 
supply  of  nuclear-power- 
plant  fuel  has  some  lawmak- 
ers glowing  with  rage. 
William  Timbers,  head  of  the 
U.  S.  Enrichment  Corp.,  is 
hauling  down  $350,000  this 
year,  internal  documents  say. 
ceo  Timbers'  annual  pay  was 
$103,800  when  the  Energy 


TALK  SHOW  UThe  Federal  Open  Market  Committee 
meeting  ended  at  1:40  p.m.  There  is  no  announcement. 55 

— Federal  Reserve  public  statement  indicating  it  would  not 
hike  interest  rules 


SPORTS  BIZ 

GENTLEMEN,  START 
YOUR  TRUCE   

FOR  RACERS,  THE  MEMORIAL 

Day  weekend  demolition  der- 
by may  be  over.  Last  spring, 
both  the  Indianapolis  500 
and  its  rival,  Championship 
Auto  Racing  Teams,  ran  on 
the  holiday-weekend  Sun- 
day. But  after  team  sponsors 
and  advertisers  complained 
about  the  head-to-head  con- 
tests, cart  appears  ready  to 
shift  its  500-mile  race  to  Sat- 
urday or  Monday,  or  even  to 
another  weekend,  say  people 
close  to  the  group. 

cart,  made  up  of  such 
name  driver's  as  Al  Unser  Jr. 
and  Michael  Andretti,  set  up 
a  competing  race  after  quar- 
reling with  Indy  500  manage- 


ment. The  face-off,  howe\ 
wasn't  a  winner  for  anyol 
The  Indy  500's  audience  [ 
abc  sank  20%  from  19| 
Seen  only  on  cable,  CAI 
race  in  Brooklyn,  Mich., 
tracted  a  viewership  just  o| 
third  of  the  Indy  500's 
advertisers  got  less  for  tl 
money.  Typical  was  Valvoli 


INDY:  Sad  ratings,  sponsc 

which  kept  its  spots  with 
legendary  Indy  500  and  dkj 
have  the  budget  for  CAf 
race,   cart  chief  Andrl 
Craig  will  only  say  that 
doesn't  wish  to  fight  the 
dianapolis  Motor  Speed\ 
anymore.  Bill  Koe\ 


UNREAL  ESTATE 


FISTS  FLY  IN  THE  HOSPITALITY  INDUSTRY 


THE   HOTEL   BUSINESS  HAS 

recovered  from  a  long  slump, 
prompting  hotel  owners  to 
fight  over  the  spoils  with  the 
chains  that  manage  the  prop- 
erties. In  some  cases,  owners 
want  to  boot  managers  out, 
period.  In  the  early  1990s 
crunch,  many  owners  earned 
little,  if  anything.  They  feel 
entitled  now  that  occu- 


pancy levels 


are  up  (73.2% 
this  year, 
vs.  65.3%  at  J 
the      '91  j 
nadir). 

Marriott  ] 
Internation- 
al is  the  tar- 
get of  separate 
suits  from  investors  in  a  lim- 
ited partnership.  The  partners, 
who  are  asking  for  an  unspec- 
ified sum,  complain  they've 
seen  no  return  on  their  $44 
million  of  capital  used  to  buy 
nine  hotels,  including  one  at 
Chicago's  O'Hare  Airport. 
Marriott  hasn't  responded  in 
detail  to  the  charges  other 
than  to  say  they're  without 


merit.  Ritz-Carlton  and 
bassy  Suites  are  among 
chains  that  have  been  hit 
similar  actions. 

A  recent  case  is  likely1 
heat  up  the  battle.  On  Se 
12,  the  Third  Circuit  Co 
of  Appeals  in  Philadelp! 
ruled  that  Hyatt  must  gol 
manager  of  the  Hyatt  I 
gency-St.  John  in  the  Vir 
Islands,  rejecting  the  com 
ny's  argum^ 
that  its 
year  contr| 
couldn't 
|f  broken.  0\| 
er  Skopbal 
a  Finnil 
bank,  is 
seeking  up  to 
million  in  damages.  In  19911 
enlisted  Hyatt  to  turn  aroi| 
the  troubled  resort,  which 
chain  did.  But  Skopbank  ccj 
plained  it  hasn't  gotten  i 
money.  Hyatt  argued  that 
hotel  needed  to  be  renovaJ 
first,  especially  after  a  laj 
1995  hurricane.  Hyatt  insi| 
relations  at  its  103  other 
tels  remain  good. 


I 


m 
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It  was  a  night  like  too  many  others  I  had  seen. 
Cold.  Wet.  Miserable.  Rain  was  bouncing 
off  my  hood  like  popcorn  on  an  unattended 
stove.  Up  ahead  I  caught  the  lights  of  what 
I  hoped  was  my  call.  When  my  tow  truck 
pulled  alongside,  she  snapped  her  Shell  Gold 
MasterCard5  against  the  glass.  She  couldn't 
help  being  in  this  jam.  Cars  have  a 

way  of  dying  unexpectedly 


11  Re  relatives  with 

hills.  But  she  knew  how  to  rake  care  of 
herself.  1  hat  Shell  Gold  MasterCard  from 
Chase  provided  Drivers  Assurance.  It  I 
changed  a  tire  or  gave  her  a  jutnpstart,  or  even 
a  tow,  she  didn't  have  to  pay  me  a  dime.  It  was 
all  included  with  the  card.  Plus,  she  could 
earn  free  gasoline  and  get  other  gold  card 
services,  too.  She  was  pretty  smart,  all  right. 
I'd  have  her  out  ol  here  in  no  time.  1  hen  she'd 
he  oil  using  that  Shell  Gold  MasterCard 
from  Chase  to  pa)'  lor  a  high  old  time.  And 
I'd  still  be  behind  the  wheel  ol  this  tow 
truck  in  a  night  that  was  taking  longer  to 
get  through  than  a  New- 
Year's  Day 
hangover." 


THE  CARD  FOR 
DRIVERS 


To  apply  for  the  Shell  Qold 
A  [asterx.  ara  from  Chase,  piek  up 
an  application  at  a  Shell  station  or 
call  toll  free  i-888~93t-QOLD. 


mlimited  Shell  gasoline  ising  the  Shell  Ltold  MastcrC  ord,  Rehues  automatically  applied  to  monthlv  statement.  See  Rebate 
and  Conditions.  Void  where  prohibited  by  law.  k$  animal  lee.  Some  charges,  restrictions  and  .limitations  apply.  See 
me  Kit  for  Driver's  Assurance  details  and  restrictions.  This  information  is  accurate  as  of  September  1996,  the  date  of 
%M  is  subject  to  change  without  notice.  ©Chase  Manhattan  Hank  USA,  N.A.  and  Shell  Oil  Company  1996. 


Up  Front 


DRAWN  &  QUARTERED 


RETAIL  TALES 


SAKS  TRIES  ON  A  PETITE 


SAKS  FIFTH  AVENUE  HAS  A 

special  treat  for  the  ladies 
who  lunch  in  tony  Green- 
wich. Conn.:  a  junior  version 
of  the  venerable  mother 
store  in  Manhattan.  For 
Saks,  one  of  the  premier 


GREENWICH: 


upscale  department  stores, 
the  just-opened  two-story 
outlet  is  the  prototype  of  its 
new  "Main  Street"  strate- 
gy— going  into  affluent  sub- 
urbs' and  towns'  shopping 
districts,  which  can't  sup- 
port a  full-line  store. 

The  elegant,  flower-filled 
Greenwich  emporium  mea- 


sures 35,000  square  feet,  vs. 
the  average  120.000-square- 
foot  Saks  found  in  malls  and 
big  cities.  Four  other  Main 
Street  stores  will  open  over 
the  next  year  or  so.  If  this 
works,  the  retailer  intends  to 
expand  the  concept  into  other 
swanky  locales.  It  says  the 
Greenwich  store  (conversion 
cost:  $8.5  million)  is  a  hit  so 
far  among  those  not  wishing 
to  brave  the  hordes  at  Saks 
in  the  Stamford  (Conn.)  mall. 

The  Main  Street  strategy 
is  part  of  Saks's  ambitious 
growth  plan.  Now  boasting 
40  full-line  stores,  the  chain 
aims  to  open  a  big  one  in  Or- 
lando in  November.  The  com- 
pany, which  went  public  in 
May.  has  been  growing 
steadily  despite  rocky  times 
for  retailers.  While  Saks  has 
lost  money  in  its  first  two 
post-IPO  quarters,  owing  to  a 
seasonal  sales  slowdown 
among  other  things,  the  ana- 
lysts' consensus  is  that  it'll 
be  profitable  for  the  whole 
year.     Leah  Nathans  Spiro 


NEW  WORLD  ORDER 

PLAYING  TOP  GUN  IN 
THE  UKRAINE  

A  N     A  M  E  R  1  C  A  X 

businessman  just 
bought  10%  of  a 
former  Soviet 
fighter  squadron. 
Flight-publication 
distributor  Daniel 
Lehner.  who  paid 
an  undisclosed 
six-figure  sum. 
doesn't  actually 
own  the  planes  of 
the  Ukrainian  Air  Force's 
Third  Fighter  Squadron.  He 
has  got  a  piece  of  a  joint  ven- 
ture between  the  Ukrainian 
Defense  Ministry  and  the 
International  Fighter  Pilots 
Academy,  founded  by  Aus- 
tralian Thomas  Orsos. 

The  company  sells  training 
time  to  other  nations'  pilots 


ACE:  Lei 


and  to  tourists  willing  to  pay 
up  to  S14.000  to  take  the 
stick  of  a  fighter.  So  far.  some 
400  tourists  have  done  so — 
the  oldest  was  an  84-year-old 
Australian — all 
accompanied  by 
an  experienced 
pilot.  This  capi- 
talist endeavor  is 
a  godsend  for  the 
money-strapped 
Ukraine,  since  the 
business  pays  80^ 
of  the  squadron's 
operational  costs. 
Flying  buff 
Lehner  (he  owns  two  prop- 
driven  planes  and  a  heli- 
copter), head  of  Lehner  In- 
ternational, provides  both 
fresh  cash  and  marketing 
savvy.  Says  Lehner  after  pi- 
loting a  Sukhoi  Su-27:  "Own- 
ing your  own  air-force 
squadron — it's  the  ultimate 
high."  Otis  Port 


SPORTS  BIZ 


CAUTION:  MUDSLINGING  MOUNTAIN  BIKERS 


GARY  FISHER  CLAIMS  IX  ADS 

for  his  mountain  bikes  that  he 
built  the  first  one,  in  1974. 
But  rival  bikemakers  say  it 
isn't  so.  galling  Fisher  , 
and  corporate  parent 
Trek  Bicycles.  It 
undermines  their 
new  magazine-ad 
campaign  and  the 
special  appeal 
of  Gary  Fisher 
Mountain  Bikes. 
Rugged,  knob- 
by-tired moun- 
tain  bikes 
dominate  the 
two-wheeler 
market  ( 70^  of 
all  sales),  and 
Fisher's  are 
among  the  top  five  sellers. 

Even  Fisher's  critics  say 
Iris  genius  for  promotion  has 


FISHER  0)1  early  bike 


made  the  sport  what  it  is 
day.  Yet  in  the  bike-enthu 
asts'  press,  rivals 
pooh-poohing  Fishe 
claims  in  the  ads.  "Thf 
were  many  people 
volved,"  says  J 
Breeze,  a  bicycle  mi 
ufacturer  and  form 
Fisher  riding  partne 
A  big  blow  to  Fisl 
ust  came  from 
Mountain  Biking  Hall 
Fame  in  Crested  But 
Colo.  It  honored 
nine-man  Morn 
Dirt  Club,  whi 
rode  retrofitted  19< 
bikes  in  1973.  a  y« 
before  Fisher  bu 
his  bike.  Fisher  sa 
his  was  the  first  reliable  v< 
sion — it  didn't  break  do^ 
daily.  Roy  Furchg 


7U7n 


II 


GLOBETROTTING  INVESTMENTS 


The  outflow  of  U.S.  invest- 
ments to  fund  overseas 
manufacturing  projects 
has  picked  up  this  decade. 
Proportionately.  North 
American-based  projects 
are  more  than  halved,  as 
U.S.  companies  look  for 
cheaper  offshore  venues. 
Asia  is  the  big  gainer. 


U.S.  INVESTMENT  IN  MANUFACTURING 
PROJECTS  BY  REGION 


PERCENTAGE  POINT 
CHANGE.  1991  vs.  '95 

EUROPE 

ASIA  -fjt> 
N.  AMERICA 
S.AMERICA  Y£V 
MIDDLE  EAST  EVEN 
AFRICA  EVEN 


£  OF  TOTAL, 

1995  Est/ 

5f  J 
31  _'M 
9 


DATA  E4Y  KENNETH  LEVENTHAL  REAL  ESTATE 


fmimm 


FOOTNOTES  Median  size  of  a  newly  built  apartment,  in  mid-1996:  1 ,015  square  feet:  in  197S:  860  square  feet 
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how  we  spent 
our  summer. 


Traveled  to  Russia,  Indonesia, 


Poland,  Egypt.  Missed  Great  Sphinx 


but  signed  contracts  to  install 


monumental  communication  networks. 


Helped  build  network  (largest  ever) 


for  Summer  Olympic  Games. 


Also  provided  phones  and 


messaging  services  for  athletes. 


Introduced  business  messaging 


system  that  handles  voice,  fax, 


e-mail,  etc.  (world's  most  complete, 


last  we  checked ) 


Plus  new  chip  that  eliminates  echo 


on  international  and  wireless  calls. 


•  Lots  more  too  But  gotta  go. 


Fall  is  looking  to  be  a  scorcher. 


Lucent  Technologies 

**»  Labs  Innovations 

600  Mountain  Avenue 

ST NJ  07974 -°"36 

'"fP- "mvw.Jucent.com 
l-««S-4-Lucent 


We  make  the  things  that  make  communications  work 


IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income  Fund 

one  of  our  most  conservative  stock 
funds,  has  consistently  outperformed 
its  Lipper  Category  Average.  To  seek 
substantial  income  and  long-term 
capital  growth  with  less  risk,  the  fund 
invests  in  dividend-paying  stocks  of 
established  companies. 

As  with  any  stock  fund,  there 
will  be  price  fluctuation.  Minimum 
investment  is  $2,500  (S 1,000  for  IRAsl. 
No  sales  charges. 


Average  Annual  Total  Returns 

as  of  6/30/96 
I  Equity  Income  Fund 
I  Lipper  Equity  Income  Funds  Average 


24.91% 

I 


114.06%  13.81% 
I  If 


i  years 


10  years 


Call  24  hours  for  a  free  report  and  prospectus 

1-800-541-7883 


Invest  With  Confidence 

T.RoweRlce 


'Ik* 


Source:  Lipper  \nal\ncal  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
yain  dij-tnbutions  Investment  return  and  principal  value  will  van.  and  shares  niav  he  worth  more  or  less  at  redemption 
than  at  original  purchase  Past  performance  cannot  guarantee  future  results  Read  the  prospectus  carefulK  before 
investing  T  Rowe  Price  Investment  Services.  Inc.,  Distributor.  i  u  <><i\  *> 


"Every  business  leader 
can  profit  from  Kotter's 
thinking  on  change." 

— Larry  Bossidy,  Chairman  &  CEO,  AlliedSignal  Inc. 


John  P  /otter 


x 


4 

- 

Harvard  Business  Scho  >!  Press 


guide  to  what  it  will  take  to  lead 
the  organization  of  the  2 1st 
century. 

"A  clear  and  visionary  guide." 
— Publishers  Weekly 
"Provides  valuable  insights  that 
will  benefit  any  organization 
contemplating  or  undertaking 
major  changes." 
— Stanley  C.  Gault,  Former 
Chairman  and  CEO, 
The  Goodyear  Tire  and 
; 

LEADING 
CHANGE 

John  P.  Kotter 
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le  for  a  Limited  Tune. .  .A  Guide  to 

rhe  Top  New 
Data  Warehousing 
Software 


WJien  200,000  IS  managers  were  asked  to 
efioose  the  top  software  for  data  warehousing, 
their  answer  had  a  familiar  ring: 

SASR  software  from  SAS  Institute. 

With  SAS  software,  you  can  integrate 
your  company's  vast  data  resources  with 
proven  data  discovery  capabilities  that 
can  be  custom  tailored  to 
you  and  your  business: 
multi-dimensional 
analysis,  data  mining, 
database  marketing, 
data  visualization,  data  query  and 
reporting,  and  much  more. 

It  s  never  been  easier  to  access  your 
data... or  to  arrive  at  informed  decisions. 
No  wonder  more  than  3.5  million 
decision  makers  already  rely  on  SAS 
software.  Or  why  it  s  now  at  work  in 
the  Fortune  100. 


DATAMATION 


PRODUCT 

OF  THE 

YEAR  1996 


Institute. 


Software 


ADVANTAGE 


/M 


SAS  Institute 


Software  for  Successful  Decision  Making 

Phone  919.677.8200      Fax  919.677.4144 

Get  the  facts  for  yourself  in  our  free  data  warehous- 
ing guide.  Just  give  us  a  call  or  visit  SAS  Institute 
on  the  World  Wide  Weh  at  http://www.sas. com/ 


E-mail:  bw@sas.com 


Making. 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc    Copyright  c  1996  by  SAS  Institute  Inc. 
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FAMILY  OR  THE  FAST  TRACK: 
THAT'S  STILL  THE  CHOICE 

Many  companies  have  become  more 
flexible  in  making  it  possible  for  workers 
to  take  care  of  family  matters  during 
what  would  otherwise  be  company  time 
("Balancing  work  and  family,"  Cover 
Story,  Sept.  16).  Technically  speaking, 
many  so-called  fast-track  jobs  do  not 
require  more  than  the  normal  40  hours 
per  week  and  provide  some  flexibility 
about  which  40  hours  are  worked.  But 
management  differentiates  between  the 
40-hour-a-week  employee  and  the  one 
who  freely  works  the  extra  20-30  hours. 
By  definition,  this  extra  time  comes  out 
of  family  time. 

Those  workers  who  opt  in  favor  of 
their  families  for  whatever  reason  are 
frequently  branded  underachievers  or 
undependable.  They  will  likely  end 
their  careers  earning  at  least  three 
times  less  than  if  they  had  chosen  the 
company  path.  As  a  former  single  par- 
ent, I  chose  the  family  track,  some- 
thing I  have  never  regretted,  because  I 
know  I  have  accomplished  something  of 
lasting  significance.  Magazines  such  as 
business  week,  which  glorify  the  fast- 
trackers  and  their  lifestyle,  make  it 


CORRECTIONS  &  CLARIFICATIONS 

The  table  in  "Happy  Hucksters"  (Up  Front, 
Sept.  23),  should  have  given  Omnicom 
Group  Inc.'s  Sept.  9  stock  price  as  44%. 

"Take  That,  Isaac  Newton"  (Science  &  Tech- 
nology, Sept.  30)  erred  in  saying  that  the 
weight  loss  found  above  the  disk  was  also 
found  underneath  the  disk. 


more  difficult  to  choose  family  over 

empty  corporate  promises. 

M.  Darrell  Briggs 
Chelmsford,  Mass. 

KEEN  ON  THE  NOTION 

OF  MULTIPLE  INTELLIGENCES 

If  more  schools  applied  Howard  Gard- 
ner's multiple-intelligence  theory,  few- 
er students  would  become  discouraged 
and  drop  out  ("How  many  smarts  do 
you  have?"  Science  &  Technology,  Sept. 
10).  In  28  years  of  teaching  in  the  Los 
Angeles  Unified  School  District,  I  was 
always  amazed  at  the  large  number  of 
students  who  couldn't  master  tradition- 
al academic  subjects  but  who  were  gift- 


ed in  other  areas  that  Gardner  identity 
Rather  than  make  these  students  fej 
like  failures,  schools  should  nurtu; 
them  by  helping  develop  their  talents 
Walt  Gardml 
Los  Angel* 

Congratulations  for  recognizii 
Howard  Gardner's  genius.  Since  w 
have  been  using  Gardnerian  (multipli 
intelligences  in  corporate  training  fi,i 
almost  a  decade  with  consistently  go<| 
results,  you  are  preaching  to  the  choii 

Students  whose  strengths  are  not  li  I 
guistic  and  logical-mathematical  gene| 
ally  do  poorly  in  school.  This  harn, 
their  self-image  and  performance  || 
adults.  When  they  are  shown  that  th^ 
have  strengths  in  other  intelligence^ 
there  is  often  a  rise  in  self-esteem  th» 
results  in  improved  performance.  FjS 
example,  a  12-year-old  boy  scored  » 
85  using  the  normal  iq  test.  When  M. 
was  given  other  methods  of  unde 
standing  the  questions,  his  iq  soared  I 
135.  He  went  on  to  become  a  successl*. 
architectural  designer. 

A  simple,  nonlinguistic  method  I 
test  multiple  intelligences  has  been  d| 
veloped.  It  provides  remarkably  reprjt 
ducible  and  meaningful  results.  I  b 


BEST-IN-CLASS  TOWING.  THE  PROPERLY  EQUIPPED 


H, 
THE 
BIG  BOAT 


For  information   1-800-434-4040  or  www.ford.com 


ve  Gardner's  work  is  a  vital  contri- 
tion to  enhancing  learning  and  train- 
r  in  the  U.  S. 

Frank  Clement 
Boulder  Center 
of  Accelerative  Learning 
Boulder,  Colo. 

HENCE 

R  SCIENCE'S  SAKE  

Robert  D.  Hof  put  his  finger  on  a  vi- 
point  in  his  review  of  Wliere  Wizards 
ly  Up  Late  ("Where  did  the  Net 
ne  from,  Daddy?"  Books,  Sept.  16). 
e  book  identifies  many  of  the  bright 
ing  people  who  first  saw  how  to  link 
nputers  so  they  could  talk  to  each 
ler  without  special  preparation.  The 
ncipal  inventor,  whom  all  the  others 
nired,  was  J.  C.  R.  Licklider  of  Mass- 
msetts  Institute  of  Technology. 
Pew  of  these  innovators  are  known  to 
public  because  they  created  the  In- 
net  in  a  collegial  atmosphere,  lacking 
2go  and  greed.  I  was  there  in  1950-56 
1  saw  it.  Part  of  their  idealism  was 
;  to  Lieklider's  personality.  He  was 
ven  by  science  and  was  uninterested 
:redit.  Part  of  then-  idealism  was  also 
i  to  the  cold  war.  We  feared  the  So- 
ts might  get  ahead  of  us.  There  was 
le  time  for  patent  disputes  when  the 
.ion  seemed  in  danger. 


In  my  philosophy,  this  is  the  way  it 
ought  to  be.  I  am  saddened  to  think 
we  have  become  so  hardened  by  self- 
interest  that  we  forget  how  science  is 
supposed  to  work. 

I  like  Where  Wizards  Stay  Up  Late 
because  it  shows  American  brains  and 
industry  at  their  best.  This  is  what  can 
be  done  when  we  ignore  the  lawyers 
and  work  together. 

William  J.  McGill 
President  Emeritus 
Columbia  University 
New  York 

THIS  PLAYING  FIELD 

MAY  NOT  BE  LEVEL  

I  have  lived  in  both  white  and  black 
communities.  I  find  that  the  rationales  to 
end  affirmative  action  are  theoretical 
and  removed  from  reality.  Paul  Craig 


Roberts  assumes  we've  reached  a  level 
playing  field  ("Memo  to  Jack  Kemp: 
Quotas  are  not  empowering,"  Economic 
Viewpoint,  Sept.  16). 

I  offer  the  sorry  state  of  inner-city 
schools,  much  of  public  housing,  and 
the  like  as  evidence  that  the  supply 
siders  need  to  back  up  a  step.  There, 
they  will  find  Mr.  Kemp  working  in  the 
interests  of  people  who  may  never  meet 
face  to  face  with  a  supply  sider. 

Steve  Busch 
Chicago 

THE  NBA  SHOULDN'T  TRY 

TO  BLOCK  THE  NET  

The  National  Basketball  Assn.  does 
not  have  a  leg  to  stand  on  if  it  wants  to 
claim  intellectual-property  rights  for 
game  scores,  real-time  or  otherwise 
("The  NBA  vs.  aol,"  Commentary,  Sept. 
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HE  NEW  FORD  EXPEDITION. 


Foreign  investing  involves  s 
Securities  Corp..  Distributor 


auditing  and  other  financial  standards.  •  Fee 


FEDERATED 

THE  PLACE  TO  TURN 
FOR  GLOBAL  INVESTING. 


12 

Our  years  of  experience 
managing  international  money. 

8 

The  number  of  global/ 
international  funds  we  ma)} age. 

15 

Th  e  yea  rs  of  experien  ce 
on  r  global/international  fit  u cl 
managers  average. 


When  it  comes  to  the  European  Continent.  Asia  Pacific, 
and  Latin  America,  along  with  the  world's  small  companies 
and  emerging  markets,  few  mutual  fund  companies  offer 
as  wide  a  range  of  investment  options  as  Federated  For 
international  funds  that  point  you  in  the  right  direction,  tall 
your  financial  advisor  or  1-800-341-7400  to  he  put  in  touch 
with  a  financial  advisor  near  you  You  will  receive  more 
complete  information,  including  a  prospectus,  which  you 
should  read  carefully  before  investing 


Federated  Investors 

Since  1955 
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16).  It  can  make  nondissemination  a  con- 
dition of  admission  and  live  viewing,  but 
how  is  it  going  to  enforce  that? 

The  NBA  s  dispute  with  America  On- 
line Inc.  is  neither  about  intellectual 
property  (in  basketball  scores)  nor  free 
speech.  It  is  about  an  open  market.  Like 
all  monopolists,  the  NBA  has  simply 
come  crying  to  the  courts  for  ever-ex- 
panding protection  of  a  lucrative  trade 
from  a  cheaper,  better  competitor. 

Robert  Johnston 
New  York 

Instead  of  suing  America  Online  for 
making  NBA  game  information  available 
to  aol  subscribers,  I  believe  the  NBA 
would  come  out  further  ahead  if  it  at- 
tempted to  negotiate  an  arrangement 
with  aol.  That  would  increase  the 
league's  presence  on  the  Internet  and 
the  World  Wide  Web.  The  NBA  could 
ask  aol  to  assist  in  creating  and  hosting 
an  enhanced  NBA  Web  site.  The  site 
could  provide  game  information  and  ac- 
cess to  NBA  merchandise.  It  could  also 
offer  promotional  material  for  the 
league,  its  teams,  and  players. 

Imagine  the  value  to  the  NBA  of  hav- 
ing a  first-rate  Web  site  that  could  offer 
the  latest  scores  and  statistics.  In  addi- 


tion, the  site  could  provide  the  oppor- 
tunity for  fans  to  purchase  NBA  mer- 
chandise and  tickets.  It  could  include 
links  to  the  Web  pages  of  individual 
NBA  teams  and  players  as  well.  The  deal 
could  involve  joint  NBA  and  aol  promo- 
tional efforts.  As  aol  and  other  service 
providers  are  always  looking  for  ways  to 
distinguish  themselves  by  virtue  of  the 
material  they  make  available  to  their 
subscribers,  I  suspect  that  aol  would 
consider  such  an  opportunity  seriously. 

The  nba  spends  a  great  deal  of  time 
and  money  promoting  its  sport  and  its 
teams.  It  is  surprising,  therefore,  that 
the  league  does  not  seem  to  view  a 
presence  on  the  Internet  and  the  World 
Wide  Web  as  a  valuable  opportunity. 

Jeffrey  Matsuura 
Falls  Church,  Va. 

WHAT'S  WRONG  WITH 

THIS  PICTURE?  

Your  graph  showing  costs  of  men's 
and  women's  clothing  appears  to  suf- 
fer from  myopia  ("Suited  for  business: 
A  price  tag,"  Up  Front,  Sept.  16). 
When  have  a  skirt  and  blouse  consti- 
tuted women's  corporate  garb?  Apples 
are  not  oranges.  Either  match  a  man's 


suit  with  a  woman's  suit,  or  troust 
and  shut  with  a  skirt  and  blouse.  Fa; 
ion-conscious . . .  not! 

Terry  Turr 
Woodinville,  Wa: 

TELL  THE  YOUNG 
THAT  SMOKERS  STINK 


n 


In  "Clinton's  antismoking  plan  wo 
exactly  kick  butt"  (News:  Analysis 
Commentary,  Sept.  9),  John  Car 
omitted  from  his  list  of  methods  of  d 
suasion  one  of  the  few  that  might  g 
the  attention  of  smokers,  particular 
young  women. 

There  is  little  to  be  gained  frc 
telling  smokers — and  young  people  w 
are  potential  smokers — of  the  dangers 
cancer  and  death.  These  are  abstn 
terms  that  may  have  little  meaning  j 
smokers  and  the  young.  Nor  is  the 
any  gain  in  pointing  out  that  their  s( 
ondhand  smoke  injures  others,  includi 
the  most  vulnerable — children.  Smc 
ers,  especially  the  young,  are  too  lik< 
to  ignore  that  argument. 

If  anything  has  a  chance  of  getti: 
through  to  people  who  smoke — or  a 
about  to  make  the  mistake  of  becomi] 
smokers — it  must  be  a  concept  th 
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i  understand.  Put  smoking  where  it 
1  be  understood  by  this  class  of  peo- 
— in  company  with  body  odor  and 
i  breath. 

People  who  smoke  cany  the  smell  on 
ir  breath  and  their  hair.  Their  clothing 
ells  bad,  as  do  their  homes,  their-  cars, 
1  any  other  location  they  pollute, 
[n  other  words:  If  you  smoke,  you 
ell. 

William  H.  Bodden 
Redmond,  Ore. 

iHTWEIGHT  EVIDENCE 
MNST  A  FLAB-FIGHTER? 

Your  article  on  Redux,  the  new  obe- 
j  drug,  says  that  22  scientists  unsuc- 
sfully  urged  the  Food  &  Drug  Ad- 
listration  to  delay  its  approval 
:ause  of  worries  over  long-lasting 
in-chemistry  changes  in  animals  ("A 

pill  with  a  big  fat  problem,"  News: 
alysis  &  Commentary,  Sept.  9).  I 
Dte  to  a  scientist  named  as  one  of 

signatories.  In  his  reply,  he  said  he 
s  unaware  of  the  petition  and  had 

signed  the  letter.  I  then  wrote  to 
:  other  21,  and  received  similar 
dies — that  they  had  not,  in  fact, 
ned  the  letter. 

\s  far  as  I  know,  there  is  no  ac- 
table evidence  that  any  dose  of  Re- 
i  is  neurotoxic  in  any  species.  Cer- 


tainly no  species  has  ever  been  shown 
to  exhibit  functional  deficits  following 
its  administration. 

Richard  J.  Wurtman  M.  D. 
Department  of  Brain  & 
Cognitive  Sciences 
Massachusetts  Institute  of  Technology 
Cambridge,  Mass. 


While  I  certainly  agree  that  personal 
bankruptcies  are  soaring,  I  believe  this 
is  a  problem  the  credit-card  companies 
have  created  ("Personal  bankruptcy: 
How  to  slow  the  stampede,"  News: 
Analysis  &  Commentary,  Sept.  9). 

As  a  person  who  tries  each  month 
to  pay  his  bills  in  full,  I  can  count  on  at 
least  two  unwanted  credit  approvals 
and  one  phone  call  each  month.  Some 
lenders  don't  take  no  for  an  answer  and 
try  repeatedly  to  make  me  take  out  a 
loan.  One  lender  continued  to  write  and 
phone  even  though  I  had  made  it  quite 
plain  that  I  didn't  want  to  do  business 
with  the  company.  I  needed  help  from 
the  U.  S.  Postal  Service  and  the  Feder- 
al Trade  Commission  before  I  could  get 
the  company  to  stop  soliciting  me. 

During  the  1990  recession,  some 
lenders  cut  back  on  credit  and  were 
criticized  for  it.  Once  the  recession  end- 


ed, many  lenders  went  back  to  the 
same  risky  practices  that  they- had 
been  following  before.  This  has  now 
led  us  to  a  record  number  of  bank- 
ruptcies. Only  if  lenders  tighten  their 
standards — and  customers  learn  that 
credit  is  a  privilege  not  to  be  abused — 
will  the  number  of  bankruptcies  fall. 

Gary  L.  Adler 
Lynbrook,  N.  Y. 
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PLACING  BLAME  FOR 
THE  BANKRUPTCY  BINGE 


<:  cl 

2  C3  1/1 


1/5    ^    TO  ^ 


^  .o  -o 


J->  o 
4_  to 


O    O    £  CL 


CD 
N 


4— > 

5  >> 
3  £- 
CD 

)  > 
:  CD 


CD 


CD 


o 


•i-  o 


o 


o 

LT) 


cu 


_<- 
o 
o 
n 

+-> 

o 


> 


CL 


Books 


~-~  i'i:.-  z  z   -i        -  Z-- 

8v  W  1 1  ism  Jul  iuS  M  Iscr 


WHAT  THE  POOR  NEED: 
JOBS.  JOBS.  JOBS 


In  a  matter  of  weeks.  America  iriD 
start  dismantling  its  welfare  sys- 
tem. Recipients  ~lL  be  barred  from 
georfng  relief  checks  tor  more  than  five 
years:  by  2000.  states  will  have  to  end 
employment  for  as  many  as  ZaPk  of 
rhtse  '.er:  emi  tlie  rolls-  " 

The  poffitEdaos  sure  hope  it  works — 
but  have  little  Mea  whether  it  wii.  This 
is  a  hugely  tenmoos  experiment,  being 
cojHfeeced  on  the  Sy.  Can  enoagh  jobs 
to  treated!  ~'<~—  recipients"  limited  skills 
and  erbutatrtn  match  employers"  needs! 
What  about  adequate  day  care?  How 
much  will  it  all  cost"!  And  oltimate'.y. 
win  the  poor  be  better  off? 

Welfare  reform  has  been  >irtven  far 
less  by  my  rertainty  jf  =ueees=  than 


torn.  On  one  hand.  Americans  feel  re- 
sponsible for  easing  the  lot  of  the  poor. 
On  the  other,  they  despise  welfare  and 
seam  its  recipients.  The  U.  5.  is  a  notion 
::  seh-reliant  boots: rippers — real  or 
imagined.  And  the  rise  of  peffitkal  con- 
servatism has  strengthened  its  embrace 
::'  latssei-foore  -  • 

In  other  words.  Americans  believe 
that  "the  moral  character  tf  mdrbdduals. 
not  merpuitres  in  the  social  and  econom- 
ic stractnre  of  society,  ts  at  the  root  of 
the  problem-."  writes  seesoLogist  WiHiam 
Jainss  Wilson,  in  Warn  Work  Disappears. 
his  Sawed  but  important  discourse  on 
the  urban  poor.  -visor,  bis  l:r.g  argued 
the  converse  of  that  paroposfeitHL  And 
this  book  reinforces  bos  view  that  in- 


circumstant-es  bey  t nd  their 

v<tlstn  bases  his  analysis  :r.  rune; 
tf  Chicago";  South  Side  ghettos,  tor 
eratitns  the  laboratory.-  for  tote  V 
srty  if  Chit-ago";  renowned  st-hologist 
( After  24  years  in  Chicago's  ni  kJ 
iepartment.  Wilson  :  erected  recent 
t   Har  ar:     •  1-ls  fmohng  7! 

etct'ius  tf  jibs  front  inner-city 
borhoods — a  fsmsmm  of  global 
throes,  raeiai  bias,  and  m^gaided 
policy — create?  a  spiral  tf  unemplo 
m ent.  pwnetty,  and  crime.  Resteae  «n 
and  hope  will  be  restored. 

The  numbers  are  appropriately  ad 
germg.  For  deeades,  employers  and  m 
ile-t-lass  petple  have  tied  Chicago,; 
they  have  most  big  toties.  Leaving  il  •-_ 
poor  beboot  i  In  as  a  result,  j*n 

one  m  three  adults  m  12  poor 
areas  held  a  job  in  any  giver,  week.  1 
retime  ::'  roanufooturrng  has  limited  i 
pc  rtmnties  for  the  ansMHed.  A  shift; 
emp'.tyers  to  suburbs  and  etcurbs. 
bined  with  inadequate  mass  ttranswat  r 
thorn  has  treated  additional  barriers.: 
the  past,  ~yoa  eoold  walk  oat  of  id 
hosEse  and  fiwrf  a  Job."  says  one  (rhacaj 
man.  "N't -v.  y_u  -ant  rind  anything.™ 

It's  one  thing.  Wilsijn  writes,  so  1  r 
; .  b  .ess  in  an  : mortise  thrhtotg 


BE  ST- IN -CLASS  PASSENGER  RO« 


WILSON  SAYS  GHETTO  DWELLERS  SHARE 
THE  MAINSTREAM  ETHIC  OF  HARD  WORK 


ss  suburb.  But  when  nearly  everyone 
a  community  is  unemployed  as  well, 
ten  shops  are  boarded  up  and  schools 
;  dysfunctional,  people  "no  longer  ex- 
;t  work  to  be  a  regular,  and  regulat- 
;,  force  in  their  lives." 
All  of  which  sounds  either  familiar 
obvious.  Wilson  has  dedi- 
,ed  eight  years  of  study, 
I  lots  of  When  Work  Dis- 
pears,  to  documenting 
•nds  long  accepted  as 
id.  As  a  result,  much  of 
book,  oddly  juxtaposing 
idemic  prose  with  street- 
is  comments  of  ghetto 
rjects,  gets  old  fast.  The 
dy  is  compromised,  more- 
?r,  by  a  focus  on  blacks 
the  exclusion  of  the  His- 
iic  and  white  poor. 
But  it's  worth  pressing  on  with  this 
)k  for  two  insights,  all  but  buried, 
it  by  themselves  are  powerful  enough 
alter  the  national  debate.  First,  the 
)an  poor  do  want  to  work.  Wilson's 
dy  found  that  "fewer  than  3%  of  the 
ck  respondents . . .  denied  the  impor- 


tance of  plain  hard  work  for  getting 
ahead  in  society,  and  66%  expressed  the 
view  that  it  is  very  important." 

It's  a  strong  statement:  Contrary  to 
popular  stereotypes,  black  guys  don't 
want  to  spend  their  lives  hanging  out, 
dealing  drugs,  and  looting  Korean  gro- 
ceries. Rather,  they  tend  to 
share  the  mainstream  ethic 
of  individual  responsibility. 

Yet  it  is  this  ethic  of  self- 
reliance,  complicated  by 
Americans'  misguided  ten- 
dency to  view  welfare  as  a 
program  solely  for  single 
black  mothers,  that  pre- 
cludes solutions  that  would 
cure  poverty  by  throwing 
money  at  the  poor.  There- 
fore, Wilson  observes,  "in 
view  of  the  current  political 
climate,  any  program  designed  to  sig- 
nificantly improve  [the  poor's]  life 
chances,  including  increased  job  oppor- 
tunities, would  have  to  be  broadly  ap- 
plicable." That  is,  we  have  to  take  care 
of  the  poor  by  taking  care  of  every- 
one— a  shrewd  calculation  that  one 


hardly  expects  from  a  liberal  academic. 

Don't  be  fooled,  though:  This  does 
not  lead  him  to  champion  trickle-down 
policies.  Instead,  Wilson  advocates  na- 
tional sehool-perfoi-mance  standards  and 
equity  in  school  funding,  the  better  to 
prepare  students  for  high-skill  jobs.  He 
would  create  shared  urban-suburban  tax 
bases  to  redirect  revenue  back  to  the  in- 
ner city,  and  expand  the  earned  income 
tax  credit  to  keep  the  poor  off  welfare. 
Giving  up  rather  easily  on  private-sector 
job  creation,  he  backs  massive  publicly 
funded  work  programs. 

Revolutionary?  Not  really.  These  are 
reasonable  proposals,  even  though  most 
involve  considerable  redistribution  of  in- 
come and  wealth,  violating  Wilson's  own 
test  of  broad  applicability.  And  in  some 
places,  such  strategies  are  indeed  work- 
ing. Having  washed  its  hands  of  wel- 
fare, is  the  U.  S.  now  farsighted  enough 
to  spend  government  money  on  intelli- 
gent strategies  for  the  poor?  Americans 
are  still  wrestling  with  the  answer. 

BY  KEITH  H.  HAMMONDS 

Hammonds  is  business  weeks  social 
issues  editor 
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Tne  World  ol  the  New  Urban  Poor 


WILLIAM  JULIUS  WILSON 
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BY  STEPHEN  H.  WILDSTROM 


MY  TRUSTY  LAPTOP 
JUST  GOT  BETTER 


The  OmniBook's 
supercompact 
package  comes  at  no 
sacrifice  in  power 

Some  laptops  try  to  be 
everything  for  everyone. 
Others  aim  for  a  nar- 
rower target.  The  OmniBook 
iSOOC  from  Hewlett-Packard 
(800  443-1254)  definitely  falls 
into  the  latter  category.  It's 
not  the  multimedia  machine 


into  a  briefcase.  And  while 
big-screen  lightweights  such 
as  the  IBM  ThinkPad  560  are 
neat,  the  OmniBook's  smaller 
dimensions  make  it  the  only 
laptop  I  can  comfortably  use 
on  an  airplane  tray  table 
when  the  passenger  in  front 
of  me  leans  back. 

Getting  the  OmniBook's  su- 
percompact package  no 
longer  requires  a  sacrifice  of 
performance.  HP  has  used  a 
lot  of  tricks  to  get  maximum 
speed  out  of  this  machine, 
and  the  133  megahertz 
version  that  I 
evaluated  felt 
as  fast  as  any 
laptop    I  have 


ot  your  dreams, 
it's  not  likely  to  replace  your 
desktop,  and  it's  a  bit  on  the 
pricey  side.  But  if  you  want  a 
lot  of  power  in  a  very  small 
package,  the  new  OmniBook 
may  be  the  laptop  for  you. 

My  two-year-old  OmniBook 
600  has  accompanied  me 
faithfully  on  many  trips,  but 
it?  486  processor  and  slug- 
gish 340-megabyte  hard  drive 
leave  it  badly  underpowered. 
The  800  retains  the  600's 
diminutive  package.  The  solid 
keyboard  and  a  quirky  pop- 
out  mouse  that  connects  to 
the  computer  with  a  plastic- 
stick  are  also  unchanged.  But 
from  the  much  larger  display 
to  the  high-capacity  disk 
drive,  the  OmniBook  is  all 
new — and  vastly  improved. 

This  computer  is  for  the 
traveler  whose  highest  prior- 
ity is  portability.  It's  small 
enough  to  tuck  comfortably 


HP's 

800C  Subnotebook 

PROCESSOR 

Pentium  100-133  MHz 

HARD  DRIVE 

810  MB-1.44  GB 

"  RAM  S  tVn  D  AR  D/M  AX  ~ 

16/48  MB 

DISPLAY 

10.4-in.  active  matrix: 
10-in.  passive 

"  dimensions"  " 

7.2  in.  x  11.12  in.  x 
1.57  in.:  3.75  lb. 

"retail  price 

$3,390-4.850 

tried.  The  10.4-inch  active- 
matrix  screen  I  used  seems 
small  by  today's  standards, 
but  it  provided  very  crisp 
resolution. 

Power  management  is  an- 
other strong  plus.  The  Omni- 
Book's lithium-ion  battery  of- 
fers up  to  three  hours  of 
use — not  bad  for  a  subnote- 
book. But  the  best  feature  is 
its  sleep  mode.  Most  laptops 
either  continue  to  drain  pow- 


er while  sleeping,  exhausting 
the  batteries  within  a  couple 
of  days,  or  save  your  current 
setup  to  disk.  For  the  ones 
that  save  your  work,  waking 
up  takes  almost  as  long  as 
booting  up.  The  hp  can  sleep 
for  weeks  and  leap  back  to 
life  at  the  touch  of  a  button. 
awkward.  The  compact 
package  leaves  no  room  for 
a  built-in  floppy  drive,  let 
alone  a  cd-rom  drive.  The 
floppy  attaches  by  a  simple 
cable.  And  the  external  cd- 
rom  is  extremely  clever, 
though  slightly  awkward  to 
use.  Unlike  most  notebooks, 
the  OmniBook  800C  features 
a  standard  scsi  interface  con- 
nector that  is  faster  and 
more  versatile  than  standard 
ports,  hp  offers  a  $420  quad- 
speed  cd-rom  player  that 
connects  to  tins  port  with  a 
special  cable. 

CD  players  are  fairly 
wattage-hungry,  and  this  unit 
can  be  powered  by  a  a  cells 
(which  allow  it  to  double 
as  an  audio  player),  by  the 
OmniBook's  lithium-ion  bat- 
tery, or  by  sharing  an  AC 
adapter  with  the  computer.  I 
wouldn't  want  to  hold  all  tins 
on  my  lap.  but  it's  a  reason- 
able solution  for  part-time 
multimedia,  helped  by  sur- 
prisingly good  audio  on  the 
OmniBook.  The  SCSI  cable  can 
also  be  used  to  hook  up  other 
devices,  including  Iomega  Jaz 
and  Zip  drives. 

One  thing  you  won't  want 
to  do  with  an  OmniBook  S00C 
is  use  it  as  a  desktop  re- 
placement, hp  offers  a  8420 
docking  station,  but  it's  a 
fragile  and  cranky  device. 
Opening  it  up  to  install  a  net- 
work card  is  a  chore  that  re- 
quires a  jeweler's  screwdriver 
and  at  least  three  hands. 
You'll  be  happier  connecting 
to  an  office  network  using 
the  OmniBook's  4-megabit- 
per-second  infrared  port  with 
a  desktop  infrared  network 
adapter. 

But  this  notebook  wants  to 
be  on  the  go.  not  tied  to  your 
desk.  And  no  road  warrior 
could  ask  for  a  more  portable, 
or  able,  traveling  companion. 


BULLETIN  BOARD 


HANDHELDS 
MINI  WINDOWS 

In  several  years  of  trying, 
Microsoft's  efforts  to  create 
versions  of  Windows  for 
devices  other  than  PCs  have 
been  huge  flops.  But  the  lat- 
est attempt,  Windows  CE  for 
organizer-type  handheld 
devices,  could  be  a  hit.  One 
reason  this  new  lightweight 
Windows,  formerly  code- 


named  Pegasus,  mayfly:  It's 
designed  from  the  ground  up 
to  communicate  painlessly 
with  desktop  computers  run- 
ning Windows  95  or  NT  and 
can  share  data  with  Microsof 
Word.  Excel,  and  Schedule+. 
Windows  CE  devices,  costing 
around  S500.  are  expected 
this  fali  from  Casio.  Compaq^ 
Hewlett-Packard,  and  others. 

SOFTWARE 
WELL-CHOSEN  WORDS 

The  new  version  of  Webster's 
Unabridged  Dictionary  on  CD- 
ROM  from  Random  House 
seems  like  a  great  idea.  The 
$40  Windows  program  offers 
choice  between  a  full  multi- 
media dictionary  on  CD-ROM  c 
just  316,000  definitions  (sans 
pictures  and  spoken  pronunci 
ations)  in  30  megabytes  of 
hard-disk  space.  The  dictio- 
nary is  excellent,  but  the  soft- 
ware integrates  smoothly  only 
with  Microsoft  Word  6.0  and 
Word  Perfect  6.1,  which  pre- 
date Windows  95.  Making  the 
dictionary  available  as  a 
menu  choice  under  Word  7.0 
requires  a  complicated  instal- 
lation. Using  it  with  other  pro- 
grams requires  pressing  "hot 
key"  combinations. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Introducing  50  reasons  for  feeling 
good  about  living  in  California. 

Alvarado  Hospital  Medical  Center,  San  Diego 
+  Antelope  Valley  Hospital  Medical  Center, 
Lancaster  +  Beverly  Hospital,  Montebello  + 
Cedars-Sinai    Medical   Center,    Los  Angeles 
+  Centinela  Hospital  Medical  Center,  Inglewood  + 
Childrens  Hospital  Los  Angeles,  Los  Angeles 
+  Children's  Hospital  of  Orange  County,  Orange 
+  Coalinga  Regional  Medical  Center,  Coalinga  + 
Dameron  Hospital,  Stockton  +  Delano  Regional 
Medical  Center,   Delano    +   Doctors  Medical 
Center  of   Modesto,   Modesto    +  Dominican 
Santa  Cruz  Hospital,  Santa  Cruz    +  Enloe 
Hospital,  Chico  +  Fountain  Valley  Regional 
Hospital,  Fountain  Valley  +  Friendly  Hills 
Regional    Medical    Center,    La    Habra  + 
Good  Samaritan  Hospital,  Los  Angeles  +  Hoag 
Memor  al   Hospital   Presbyterian,  Newport 
Beach  +  Loma  Linda  University  Medical  Center, 
Loma  Linda  +  Long  Beach  Memorial  Medical 
Center,    Long    Beach    +    Memorial  Hospital 
Medical   Center,    Modesto    +    Mercy  General 
Hospital,     Sacramento     +     Mercy  Healthcare 
Ventura    County    -    St.    John's    Regional  Medical 
Center,  Oxnard  +  Mercy  San  Juan  Hospital,  Carmichael 
+  Mission  Hospital  Regional  Medical  Center,  Mission 
Viejo  +  Northridge  Hospital  Medical  Center,  Northridge 
+  Parkview  Community  Hospital  Medical  Center,  Riverside 
+    Redlands    Community    Hospital,    Redlands     +  Riverside 
Community  Hospital,   Riverside    +  Saint  Agnes  Medical  Center, 
Fresno  +  Saint  Francis  Medical  Center,  Lynwood  +  Saint  Helena 
Hospital  &  Health  Center,  Deer  Park  +  St.  Joseph  Hospital,  Orange 
+   St.    Jude    Medical   Center,    Fullerton    +    Saint    Mary  Medical 
Center,  Long  Beach   +  Saint  Mary's  Hospital  &  Medical  Center,  San 
Francisco    +    Santa    Barbara    Cottage    Hospital,    Santa    Barbara  + 
Santa  Rosa  Memorial  Hospital,  Santa  Rosa  +  Sequoia  Hospital,  Redwood 
City    +  Seton  Medical  Center,  Daly  City    +  Sierra  Nevada  Memorial 
Hospital,  Grass  Valley    +  Sierra  Vista  Regional  Medical  Center,  San 
Luis    Obispo     ♦    Sonora    Community    Hospital,    Sonora     +  Stanford 
University    Hospital,    Palo    Alto     +    Torrance    Memorial  Medical 
Center,    Torrance    +  Tri-City   Medical   Center,  Oceanside 
There  are  Over  350  great  *    WC    San    Francisco/Mount    Zion,    San  Francisco 

Blue  Cross  of  California  Participating 
Hospitals.  But  only  50  have  earned 
the  Blue  Cross  Blue  Ribbon. 


+    UCSF    Medical    Center,    San    Francisco  + 
University     of     California-UCLA  Medical 
Center,    Los    Angeles     +  Western 
Medical   Center-Anaheim,  Anaheim 
+    White     Memorial  Medical 
Center,    Los  Angeles 


We  expect  quality  care,  exceptional  service  and  a 
commitment  to  real  value  from  every  Blue  Cross 
Participating  Hospital.  But  sometimes  a  few  hospitals 
exceed  our  expectations.  And  exceed  them  time  and 
time  again.  They  set  a  higher  standard  for  all  of  us. 

They  earn  our  respect.  And  the  Blue  Cross  Blue  Ribbon.  Ir&l  Blue  Cross  of  California 


'Blue  Cross  of  California  is  an  Independem  Licensee  of  the  Blue  Cross  Association 
0 1;  a  registered  mark  ot  the  Blue  Cross  Association  ©  1996  Blue  Cross  oi  California 
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Economic  Viewpoint 


f  ROBERT  KUTTNER 


JNIONS  ARE  GOOD  FOR  THE  U.S. 
-AND  CLINTON  SHOULD  SAY  SO 


PENING: 

[any  sectors 
f  the  service 
conomy  cry 
ut  for  unions, 
ut  labor 
eeds  support 
'om  the 
resident  to 
lake  headway 
i  organizing 


)ert  Kuttner  is  co-editor  of  The 
erican  Prospect  and  author  of  The 
i  of  Laissez-Faire 


Unions  are  putting  an  unprecedented 
$35  million  into  the  1996  campaign, 
hoping  to  reelect  Bill  Clinton  and  bring 
back  a  Democratic  Congress.  Suppose  they 
succeed.  What  do  they  want  in  return? 

The  labor  movement  is  feeling  feisty,  with 
militants  led  by  John  J.  Sweeney  now  running 
the  afl-cio  and  activists  leading  many  major 
unions.  The  afl-cio  is  spending  big  money  on 
organizing  drives  to  bring  in  new  members. 
Moreover,  it  has  had  a  successful  "union  sum- 
mer" in  which  college  students  apprenticed  as 
organizers. 

But  both  the  arithmetic  and  the  structure 
of  the  new  economy  are  horrendous  for  union- 
ism— and  getting  worse.  Unions  make  up  less 
than  11%  of  the  private-sector  workforce, 
much  lower  than  two  decades  ago.  Researcher 
and  former  organizer  Richard  Rothstein  cal- 
culates that  with  2  million  new  jobs  being 
added  to  the  workforce  every  year,  the  union 
movement  will  need  to  increase  its  enlist- 
ments eightfold  just  to  keep  its  current  share 
from  falling  further. 

ARCHAIC.  Not  only  is  management  getting 
more  sophisticated  about  fighting  unions  but 
the  very  structure  of  the  economy  resists 
unionism.  In  an  age  of  the  "virtual  corpora- 
tion," more  and  more  employees  think  like 
entrepreneurs,  not  like  the  proletariat.  The 
language  of  shop  stewards  and  work  rules 
seems  archaic.  Workers  join  unions  in  the 
hope  of  improving  wages  and  working  condi- 
tions. But  in  a  footloose  economy,  with  man- 
agement free  to  outsource  and  downsize, 
unions  have  trouble  defending  even  basic  job 
security. 

Still,  many  sectors  of  the  new  service  econ- 
omy cry  out  for  unions — or  something  very 
like  them.  Industry  claims  to  value  high-per- 
formance work,  but  it  readily  discards  loyal 
workers.  For  much  of  low-income  America, 
jobs  are  available,  but  the  pay  is  low  and 
the  prospects  are  precarious. 

This  environment  gives  unionism  an  open- 
ing, especially  in  the  service  sector.  Manage- 
ment can  move  a  factoiy  to  Mexico,  but  not  a 
hospital,  nursing  home,  hotel,  restaurant,  su- 
permarket, or  university.  Even  doctors  are 
joining  unions,  and  professors  may  be  next. 
Organizing  drives  can  succeed  in  these  in- 
dustries because  the  enterprise  has  to  stay 
close  to  the  customer.  It  is  more  than  coinci- 
dental that  afl-cio  President  Sweeney  comes 
out  of  the  Service  Employees  International 


Union,  one  of  the  few  unions  that  are  adding 
members. 

Since  1992,  labor  has  won  some  legislative 
victories,  but  most  have  been  defensive.  La- 
bor blocked  the  Republican  Congress  from 
weakening  the  ban  on  company  unions,  forc- 
ing low-wage  workers  to  take  "comp  time"  in 
lieu  of  wages,  and  repealing  the  Davis-Ba- 
con Act. 

The  Clinton  National  Labor  Relations 
Board  has  been  a  tougher  enforcer  of  the 
Wagner  Act  and  its  guarantees  of  the  right  to 
organize.  But  Clinton's  Dunlop  Commission, 
looking  to  broker  a  deal  in  which  unions  be- 
come more  flexible  and  industry  stops  resist- 
ing unions,  found  no  takers  on  the  manage- 
ment side. 

THE  U-WORD.  If  a  second  Clinton  Adminis- 
tration were  truly  to  conclude  that  unions 
are  good  for  the  American  worker  (and  for 
thr  Democratic  Part)'),  what  else  might  ("Hil- 
ton do?  First,  he  might  learn  to  say  the  U- 
word  in  polite  company.  In  the  '30s  and  '40s, 
cio  Chief  John  L.  Lewis  was  able  to  declare, 
truthfully,  that  "President  Roosevelt  wants 
you  to  join  the  union." 

Clinton  could  transform  the  equation  by 
declaring  forthrightly  that  unions  are  good 
for  workers  and  good  for  teamwork.  He  could 
champion  international  labor  standards  as 
something  to  protect  the  income  security  of 
American  workers.  In  new  campaigns  for 
portable  pensions  and  universal  health  cover- 
age, the  President  could  put  unions  at  the 
forefront.  He  could  identify  both  himself  and 
the  union  movement  with  the  remedy  of  gross 
abuses,  such  as  sweatshops  and  child-labor 
exploitation.  Clinton  might  visit  a  former 
sweatshop  that  the  needle-trades  union, 
unite,  has  organized.  He  could  spotlight  how 
unionization  improves  the  lives  of  nursing- 
home  workers. 

The  new  economy  resists  '30s-style  union- 
ism but  creates  new  vulnerabilities  that  de- 
mand '90s-style  industrial  democracy.  Class 
conflict  is  supposedly  dead,  but  management 
keeps  reviving  it.  The  labor  movement  will 
necessarily  spend  political  capital  pressing  for 
damage-control  laws  such  as  a  ban  on  per- 
manent jobs  for  striker  replacements  as  well 
as  reforms  that  put  more  teeth  in  the  Wag- 
ner Act.  But  if  it  is  not  to  be  a  relic,  labor 
also  needs  to  think  big.  It  could  start  by  re- 
minding Clinton  that  vulnerable  working  peo- 
ple are  his  party's  most  loyal  base. 


BUSINESS  WEEK  /  OCTOBER  7.  1996  23 


S  1996  fvorelco  Consumer  Prcducis  Company  A  Division  of  Philips  Electronics  Norih  America  Corporation.  Stamford.  CT  06912 

   » 


THE   NORELCO  REFLEX  ACTION  RAZOR 
IF  IT  SHAVES  LIKE  A  BLADE, 
WE'LL  GIVE  YOU  YOUR  MONEY  BACK. 

The  new  Norelco  Reflex  Action  Razor  is  clinically  proven 
to  shave  with  less  irritation  than  a  blade. 
Its  Reflex  Action  follows  the  curves  and  contours  of  your  face, 
so  you  get  a  great-looking  shave  every  time. 
We'll  even  let  you  try  it  risk-free  for  21  days. 
Just  to  prove  we're  not  speaking  with  a  forked  tongue. 


ANYTHING  CLOSER  COULD  BE  TOO  CLOSE  FOR  COMFORT. 


CjNoreico 


PHILIPS 


Economic  Trends 


BY  GENE  KORETZ 

HEADY  DAYS  FOR 
HOUSING 

A  surprising  bounty's  many  causes 

It  wasn't  supposed  to  happen.  With 
fixed  mortgage  rates  up  as  much  as 
150  basis  points  since  the  start  of  the 
year,  most  economists  were  expecting 
the  bellwether  housing  industry  to  slow 
significantly  by  late  summer.  Instead, 
sales  of  new  and  existing  homes  have 
remained  strong,  and  housing  starts 
surged  in  August  to  an  annual  rate  of 
1.53  million  units,  their  highest  level  in 
more  than  two  years,  with  single-family 
starts  up  a  sharp  8.3%. 

One  clear  reason  for  housing's  sur- 
prising resilience  is  that  consumers  are 
feeling  a  lot  more  secure  about  their 
economic  situations.  Low  inflation  and 
low  unemployment,  strong  hiring  gains, 
a  buoyant  stock  market,  and  a  pickup  in 
wage  growth  have  pushed  consumer 
confidence  to  its  highest  levels  in  the 
current  expansion.  Home-purchase  in- 
tentions in  the  Conference  Board's 
monthly  consumer  surveys  have  been 

HOME  PRICES  HEAD  HIGHER 


YEAR-TO-YEAR  INCREASE 

MEDIAN  SALES  PRICE 
OF  EXISTING  HOMES 


'90       '91       '92       '93       '94       '95  '96* 
▲  PERCENT  MAN  -JULY 

DATA  NATIONAL  ASSOCIATION  OF  REALTORS 

running  well  above  last  year's  levels. 

At  the  same  time,  more  than  a  third 
of  home  buyers  are  now  using  ad- 
justable-rate rather  than  fixed-rate 
mortgages,  compared  to  just  14%  as  re- 
cently as  February  And  at  6%  or  so, 
adjustable  rates  are  running  two-and-a- 
half  percentage  points  below  conven- 
tional mortgage  rates — substantially  cut- 
ting the  ciiiTent  cost  of  home  purchases. 

The  real  sleeper  in  the  housing  pic- 
ture, though,  may  be  the  sharp  pickup 
in  home  prices.  Economist  William  V. 
Sullivan  Jr.  of  Dean  Witter  Reynolds 
Inc.  points  out  that  both  existing-  and 
new-home  prices  are  posting  their 
strongest  increases  since  the  1980s,  with 
existing-home  prices  recently  running 


as  much  as  1%  above  year-earlier  levels. 

While  rising  prices  might  deter  some 
sales,  the  prospect  of  price  appreciation 
can  also  spur  housing  investment.  This 
is  particularly  tine  in  metropolitan  areas 
in  California  and  the  Northeast,  where 
property  values  are  now  rising  after 
falling  in  the  late  1980s  and  early  1990s. 
In  Boston,  for  example,  house  prices 
are  actually  up  9%  from  a  year  ago. 

Economist  Mark  Zandi  of  Regional 
Financial  Associates  estimates  that 
Homebuilding,  directly  and  via  supplier 
and  construction-dependent  industries 
such  as  lumber,  furnishings,  and  appli- 
ances, may  currently  be  accounting  for 
as  much  as  a  fourth  of  current  econom- 
ic growth.  And  that's  not  counting  the 
wealth-enhancing  impact  of  rising  home 
values  on  consumer  spending.  Unless 
the  housing  sector  slows  soon,  he  warns, 
economic  growth  is  likely  to  remain  un- 
comfortably high. 


WHY  U.S.  CASH 
FLOWS  ABROAD 

Payouts  to  foreign  investors  mount 

While  national  attention  has  focused 
on  the  federal  deficit  and  debt, 
America's  foreign  debt  is  also  growing 
exponentially.  The  government  reports 
that  the  U.  S.  has  moved  from  being  a 
net  creditor  with  respect  to  other  na- 
tions in  the  mid-1980s  to  owing  them 
some  $814  billion  in  1995.  And  this  year, 
DRi/McGraw-Hill  estimates,  the  foreign 
debt  level  will  rise  to  $1  trillion,  or 
13.4%  of  gross  domestic  product. 

Although  U.  S.  direct  investment 
overseas  still  exceeds  foreign  ownership 
of  U.  S.  factories  and  businesses,  for- 
eign ownership  of  U.  S.  securities — 
stocks,  bonds,  and  the  like — far  out- 
weighs U.  S.  holdings  of  similar  foreign 
assets.  And  foreigners  already  receive 
mure    income    in  ^ — - 


the  form  of  U.  S. 
dividends,  interest, 
and  profits  than 
Americans  glean 
from  their  over- 
seas investments. 

As  long  as  the 
U.  S.  continues  to 
run  a  trade  deficit, 
the  size  of  that 
deficit  plus  rising 
net-income  flows 
to  foreigners  will 
keep  the  nation's 
foreign  debt  on  an 
upward  course. 


AMERICA'S  SURGING 
FOREIGN  DEBT 
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ABORTION  AND 
U.S.  FERTILITY 

A  ban  would  cause  births  to  surge 


How  has  abortion  legalizaton  affect* 
the  U.S.  birthrate?  To  find  oi 
economists  Phillip  Levine,  Thomas  Kar 
Douglas  Staiger,  and  David  Zimmermi 
recently  compared  birthrates  in  tl 
handful  of  states  that  liberalized  abc 
tion  laws  in  1970 — three  years  befo 
the  Supreme  Court's  Roe  vs.  Wade  d 
cision — with  birthrates  in  states  th 
still  banned  the  procedure.  They  th« 
looked  at  birthrate  patterns  in  all 
the  states  after  the  Roe  decision, 

The  National  Bureau  of  Econom 
Research  study  found  that  on  averag 
states  legalizing  abortions  in  1970  exp 
rienced  a  5%  decline  in  births  relative 
other  states — and  an  8%  decline  rel 
tive  to  more  distant  states,  suggestii 
that  women  in  nearby  states  traveled 
obtain  legal  abortions.  Declines  wei 
sharpest  among  teens,  older  wome 
nonwhite  women,  and  single  wome 
Once  abortion  became  legal  in  197 
however,  the  difference  in  birthrates  b 
tween  early  legalizers  and  the  oth 
states  disappeared. 

Based  on  these  results,  the  r 
searchers  estimate  that  a  constitution 
amendment  outlawing  abortion  in  tl 
U.  S.  would  result  in  a  7%  to  8%  rise 
birthrates — or  as  many  as  350,000  adc 
tional  births  per  year  today. 


INFLATION:  A 
HERETICAL  VIEW 

Low  rates  may  not  enhance  growt 


The  thesis  that  low  inflation  by  i 
self  tends  to  generate  econom 
growth  has  become  so  widely  accept* 
that  questioning  it  seems  to  verge  ( 
heresy.  Yet  a  recent  International  Mo 
etary  Fund  study  finds  scant  evidence 
the  beneficial  effects  of  inflation  in  tl 
1%  to  3%  range  that  many  nations  ha1 
adopted  as  a  policy  target. 

In  the  study,  which  covers  87  cou 
tries  from  1970  to  1990,  economi 
Michael  Sarel  concludes  that  annual  i 
nation  rates  start  to  impede  growth  on 
when  they  approach  or  exceed  8%.  On 
that  range  is  breached,  the  negative  ir 
pact  is  potent — with  a  doubling  of  infl 
tion  cutting  growth  by  a  hefty  1.7  pe 
centage  points.  Below  the  8%  rang 
however,  inflation  has  either  no  effect  < 
growth  or  a  slightly  positive  effect. 


26  BUSINESS  WEEK  /  OCTOBER  7.  1996 


"When  it  comes  to 
saving  money  I  don't  object." 

When  Gina  Parker  makes 
a  motion,  it  usually  means  she's 
reaching  for  her  Ford  Citibank 
Card.  Because  every  time  she 
uses  it,  she  gets  5%  back. 
So  can  you.  And  that  can  add 
up  to  a  huge  money-saving 
Ford  Rebate*  toward  the 
purchase  or  Red  Carpet  Lease 
of  any  new  Ford,  Lincoln,  or 
Mercury.  Is  this  the  best  way 
ever  to  save  on  a  new  car? 
You  be  the  judge. 
Call  1-800-374-7777  for 
the  Ford  Citibank  Card. 

The  No -Annual- Fee  Ford  Citibank  Card. 

It's  just  too  good  to  pass  up. 

'Ford  Rebate  maximum  of  $700/year  $3,500  over  5  consecutive  years.  Details  provided  upon  cardmembership.  ©1996  Citibank  (South  Dakota).  N.A.  Member  FDIC. 

http://WWW.FORD.COM/FORD  CITIBANK 


dinosaurs  @  hand 


In  the  last  four  years  alone, 
over  40  million  people  have 
turned  to  AMD  processors 
to  run  Microsoft  Windows- 
compatible  software.  Powerful 
chips  that  put  a  world  of 
information,  education  and 
fun  at  your  child's  fingertips. 
But  just  as  importantly,  AMD 
chips  are  also  helping  to  make 
computers  more  affordable. 
Because  what  is  more 
priceless  than  your  child's 
imagination?  Visit  our  website 
or  call  1-800-222-9323. 


The  AMD-K5 
processor  offers  powerful 
performance  at  an  affordable 
price  for  home  and  business  PC's 


AMDZJ 

www.amd.com 


"After  you've  experienced  Ultravision, 
everything  eke  is  just  television." 


The  drama  of  true-to-life  images  enveloped 
in  lifelike  audio.  Incredibly  vivid  colors 
seen  in  amazing  clarity.  Sound  that  impacts 
your  mind  as  much  as  your  ears.  This  is  what 
differentiates  the  Ultravision  experience 
from  merely  watching  television.  A  difference  made  possible  by 
technological  advances  that  are  unique  to  Hitachi,  such  as  the 
HDTV  Lens  System  that  significantly  improves  picture  quality 
by  using  higher  grade  optics  and  state-of-the-art  lens  design. 

Hitachi's  exclusive  high-output 
Ultravision  Projection  Tubes,  together  with 
large  diameter  electron  guns,  further 
improve  focus  clarity  by  providing  more 
precise  magnification  and  increased 
accuracy  of  the  electron  beam's  shape. 

To  ensure  that  your  television  main- 
tains its  sharpness,  Hitachi  developed 


■  MAGIC  FOCUS  ■ 


Magic  Focus,  the  industry's  only  automatic 
digital  convergence  system.  And  because 
the  Ultravision  experience  demands  sound 
that's  as  breathtakingly  sharp  as  our 
picture,  Hitachi  has  taken  Dolby  Pro- 
Logic®  Surround  Sound  to  an  even  higher 
level  with  a  built-in  center  channel  speaker. 

And  thafs  just  the  beginning.  There's  also  Hitachi's 
Wireless  Sound  Delivery  System,  Perfect  Volume,  UltraTEC 
Color  Coded  On-Screen  Display,  MultiViewer  Dual  Tuner  PIP, 
Auto  Link,  Plug  &  Play...the  list  of  Hitachi  features  goes  on 
and  on.  As  will  your  viewing  pleasure.  So  much  so,  that  once 
you've  experienced  Ultravision,  youH  never  settle  for  plain 
old  television  again.  Like  every  product  Hitachi  makes,  from 
computers  and  semiconductors  to  power  tools  and  power 
plants,  we  put  innovation  and  quality  first  to  make  sure  your 
satisfaction  will  last 


A  TOTALLY  NEW  VISION 

For  more  information  about  Hitachi,  call  I-SOO-HITACHI  or.visil  our  web  site  at  htttn/rwwwLhitachi^om  ©  19%  Hitachi.  Ltd.  Dolby  Pro-Logic  is  a  registered  trademark  of  Dolby  Laboratories  Licensing  Corporation. 
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This  is  an  inkjet  cartridge.  You  need  a  black  <me  for  sharp  text. 
A  color  one  for  graphics.  With  an  HP  600c,  Epson  Color  Stylus  lis 
or  Canon  BJC  210  inkjet  printer,  you'll  he  constantly  swapping  these 
cartridges  in-and-oui,  in-and-out,  in-and-out,  in-and-out,  in-and-out... 


There  are  two  inkjet  cartridges  in  the  Lexmark  WinWriter  150c. 
One  prints  perfect  color.  One  prints  perfect  black.  They  both  print 
simultaneously.  Which  means  you'll  never  have  to  swap  cartridges. 


Twice  the 
color  printer  the 

others  are. 

(And  it's  yours  for  only  $1991) 


Le  xmarft 
ffinlVritei  I  >0< 


  Get  twice  the  printer  for 

your  monev  w  ii  li  the 
Lexmark  WinWriter  1.10c 
color  printer.  I  nlike  the 
Epson  ( lolor  Stv  lus  I  Is. 
Canon  BJC  210  or  HP 600c, 
our  WinWriter  l.">Oe  lias  two  active  print  cartridges. 
Which  means  von  can  print  photographs  and  graphics 
in  rich,  vibrant  colors  and  text  in  deep,  dark  blacks. 
Simultaneously. 

\itu  II  never  have  to  swap  ink  cartridge:-..  Or  settle 
for  washed-out  blacks  when  printing  text  and  color 
graphics  on  the  same  page. 

The  WinWriter  150c  comes  from  the  firsl  line  of 
printers  designed  to  work  exclusive!)  with  Windows. 


It  also  comes  with  Corel  Draw  1.(1.  the  leading  color 
graphics  software  for  Windows.  So  von  can  create  and 
print  stunning  color  graphics  from  the  minute  von 
unpack  the  box.  That's  a  great  value  in  itself. 

II  von  vc  been  looking  lor  the  best  color  inkjet 
printer  lor  under  $200.  you  ve  just  lound  it. 


FOR  THE  STORE  NEAREST  YOU,  CALL  1-800-358-^835. 


*Dealer  pnees  may  vary.  ©1996  Lexmark  International  Inc.  All  rights  reserved  Lexmark,  the  Lexmark  logo  and  WinWriter  are  trademarks  of  Lexmark  International  Inc 
All  other  trademarks  or  brand  names  are  the  property  of  their  respective  holders. 
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.  rate  hike  didn't  look  urgent,  but  the  hawks  are  still  circling 
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As  Sherlock  Holmes  might 
have  observed,  it  was  a  curi- 
is  thing  the  Federal  Reserve  did.  For,  like  the  dog  in 
'Iver  Blaze,  the  Fed  didn't  bark. 
Fed  policymakers  decided  at  their  Sept.  24  meeting 
leave  interest  rates  unchanged.  The  announcement 
.me  amid  data  showing  that  tight  labor  markets  are 
ishing  up  wage  growth,  consumers  are  more  upbeat 
an  they  have  been  in  years  (chart),  and  most  re- 
ntly,  that  housing  is  surprisingly  resilient.  This  would 
em  to  point  to  an  economy  strong  enough  to  generate 
flation  worries  for  1997.  Curious,  indeed. 

The  balance  of  the  numbers 
so  far  in  the  third  quarter, 
however,  presents  a  sufficient- 
ly mixed  picture  of  the  econo- 
my that  the  Fed  probably  felt 
that  the  need  for  a  rate  hike 
was  not  so  urgent,  and  that 
waiting  a  while  longer  wouldn't 
hurt.  Regardless  of  what  con- 
sumers say,  they  are  pulling 
back  a  bit  this  quarter,  and  a 
wider  trade  deficit  could  be  a 
g  drag.  Third-quarter  growth  appears  to  be  slowing  to 
e  2%-to-2.5%  range,  a  pace  that  would  make  the  Fed 
el  more  comfortable,  at  least  for  now. 
Wall  Street  didn't  seem  especially  moved  by  the  in- 
tion.  The  stock  indexes  finished  down  after  getting  hit 
r  the  bad  news  on  at&t  earnings.  The  bond  market 
lished  only  a  bit  higher,  after  a  strong  runup  imme- 
ately  after  the  Fed  news.  Bonds  prices  had  already 
irtly  taken  into  account  a  quarter-point  rate  hike, 
id  when  it  didn't  happen,  traders  squared  their  posi- 
:>ns,  resulting  in  a  little  rally. 

EACHING  THE  NO-CHANGE  DECISION  was  proba- 

y  arduous.  The  meeting  was  undoubtedly  tense  be- 
.use  of  a  press  leak  reporting  sensitive  Fed  informa- 
)n  that  eight  Fed  district  presidents  had  requested  a 
scount  rate  hike.  The  disclosure  was  egregious  enough 
at  Fed  officials  called  in  the  fbi. 
The  leak,  thought  to  be  an  attempt  by  the  Fed's 
iwkish  regional  presidents  to  lobby  for  a  rate  hike 
trough  the  press,  may  well  have  emboldened  Fed 
hairman  Alan  Greenspan  and  the  other  board  mem- 
;rs  to  rebuff  the  presidents.  Also,  with  the  Presiden- 
il  election  nearing,  Greenspan  seemed  predisposed 


not  to  throw  the  Fed  into  the  political  debate  by  hiking 
rates  without  clear-cut  evidence  that  the  economy  is 
strong  enough  to  fuel  inflation. 

It  is  likely,  however,  that  the  central  bankers  re- 
tained their  policy  bias  toward  tightening,  adopted 
back  in  July.  That  means  that  if  the  signs  of  a  nascent 
slowdown  don't  pan  out,  rates  could  still  rise  before  the 
year  is  out.  The  Fed's  next  meeting  is  on  Nov.  13.  In- 
deed, Wall  Street's  failure  to  rally  strongly  after  the 
Fed's  inaction  suggests  that  market  expectations  for  a 
hike  are  still  in  place.  The  next  crucial  signpost:  the 
September  employment  report  due  on  Oct.  4. 

CONSUMERS,  IN  PARTICULAR,  have  vexed  policy 
makers,  who  had  hoped  to  see  this  year's  higher  long- 
term  rates  dim  demand.  The  Fed  knows  that  if  the 
economy  is  to  slow  in  a  way  that  will  prevent  wage  and 
price  pressures  from  building,  then  consumer  spending 
must  slow.  Instead,  consumers  are  euphoric.  Housing  is 
holding  up  well.  And  while  recent  spending  patterns 
look  softer,  strong  labor  markets  argue  that  the  outlook 
for  fourth-quarter  spending  remains  good. 

The  Conference  Board  re- 
ported that  its  September  in- 
dex of  consumer  confidence 
stood  at  111.8 — a  notch  below 
August's  112,  which  was  re- 
vised sharply  higher.  Both 
readings  are  the  highest  since 
1989.  The  board  also  said  that 
consumers  see  continuing  im- 
provement in  the  labor  mar- 
kets: Fewer  households  de- 
scribe jobs  as  "hard  to  get." 
So  all  the  elements  of  a  strong  Christmas  buying  sea- 
son— rising  pay,  job  security,  and  higher  confidence — are 
falling  into  place. 

Moreover,  if  the  Fed  is  waiting  for  housing  to  suc- 
cumb to  higher  long-term  rates,  then  it  will  have  to 
wait  a  while  longer  (chart).  Overall  confidence  in  the 
economy  and  the  specific  optimism  over  job  prospects 
have  helped  to  sustain  homebuilding,  one  of  the  usual 
casualties  of  higher  long-term  rates.  Not  this  year, 
though.  Despite  the  one-percentage-point  rise  in  mort- 
gage rates  this  year,  housing  has  not  cracked.  And  an 
influx  of  new  homeowners  means  that  spending  on 
housing-related  items  will  remain  solid. 

Sales  of  existing  homes  dipped  0.5%  in  August,  to  an 
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annual  rate  of  4.13  million,  but  resales  are  2%  above 
year-ago  levels.  In  addition,  housing  starts  increased 
4.5%  in  August,  to  an  annual  rate  of  1.53  million.  That 
was  an  unexpected  rebound  after  July's  2%  drop,  and  it 
pushed  starts  to  the  highest  level  in  2XA  years.  Single- 
family  starts  jumped  8.3%,  to  1.24  million. 

Homebuilding  grew  at  a  spectacular  11.6%  annual 
rate  in  the  first  half.  After  such  a  runup,  the  evidence 
suggests  that  housing  will  probably  be  neutral  for 
growth  in  gross  domestic  product  during  the  second 
half.  So  far  in  the  third  quarter,  for  example,  starts  are 
about  even  with  their  average  of  the  second  quarter, 
which  was  6.8%  above  the  first.  In  addition,  builders  are 
growing  conservative  about  their  prospects,  according 
to  the  National  Association  of  Home  Builders. 

Housing  isn't  about  to  crumble,  though,  as  long  as 
households  feel  that  their  paychecks  will  cover  mort- 
gage payments.  And  the  Conference  Board's  survey 
showed  that  24.2%  of  consumers  expect  their  incomes 
to  rise  in  the  next  six  months.  The  August  and  Sep- 
tember readings  were  the  highest  of  the  year. 

ONE  FACTOR  IN  THE  FED  S  DECISION  to  leave 

rates  steady  may  have  been  that  credit  growth  is  al- 
ready slowing.  Personal  loans  at  commercial  banks 
grew  5.9%  in  the  12  months  ended  in  August,  down 
sharply  from  the  13.4%  pace  of  a  year  earlier.  Growth 
in  installment  credit,  including  credit  cards,  auto  fi- 


ITALY 


WHERE  THE  BURDEN 
OF  DEBT  HAS  RISEN 


nancing,  and  education  loans,  has  also  slowed  this  yeaii 
Even  without  higher  rates,  banks  have  tightened 
their  lending  standards  this  year,  in  response  to  rising 
delinquencies  and  bankruptcies.  At  the  same  times 
some  households  are  cutting  back  to  save  for  retirement 
and  college  and  to  settle  existing  ious. 

But  the  overall  debt  burden 
is  not  as  heavy  as  it  was  in 
the  late  1980s.  True,  repay- 
ments of  installment  credit 
took  11.1%  of  disposable  in- 
come in  the  second  quarter,  a 
record  high.  But  mortgage 
debt  burdens  remain  low 
(chart).  They  stayed  at  5.8%, 
the  same  rate  as  in  the  previ- 
ous four  quarters.  The  mort- 
gage percentage  is  down  from 

6.8%  in  1989,  a  reflection  of  the  1993  and  1995  re 
nancing  waves — and  of  an  older  U.  S.  population  tha 
has  begun  to  pay  off  some  of  its  mortgages. 

As  past  business  cycles  show,  debt  problems  alon 
are  never  a  trigger  for  a  sharp  slowdown  in  spendin 
Not  as  long  as  job  growth  is  strong.  And  remember, 
was  the  labor  markets  that  started  all  the  furor  over 
rate  hike  in  the  first  place.  So  until  the  job  market 
loosen  up,  the  Fed's  inflation  hawks  will  remain  hot  o 
the  trail  of  wage  and  price  pressures. 
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THERE'S  MORE  THAN  ONE  ROAD  TO  EMI 


If  efforts  to  reform  Italy's  wel- 
fare system  fall  short,  Prime 
Minister  Romano  Prodi  knows 
that  another  avenue  can  lead  to 
European  Monetary  Union:  lower 
interest  rates. 

Because  of  the  dis- 
proportionate size  of 
interest  payments  in 
Italy's  budget,  its 
deficit  as  a  percentage 
of  gross  domestic 
product  is  three  times 
as  sensitive  to  inter- 
est-rate changes  as 
those  of  Europe  gener 
ally,  according  to  the 
Organization  for  Eco- 
nomic Cooperation  &  Develop- 
ment. As  a  result,  even  at  growth 
of  about  2%  over  the  next  two 
years,  a  1/^-point  drop  in  interest 
rates  could  cut  the  deficit  as  a 
percentage  of  GDP  to  less  than  3% 
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IN  OUTPUT 


JAN.  '94  JULY '96 

k  INDEX:  1990=100 

DATA  NATIONAL  STATISTICS  INSTITUTE  (ISTAT) 
DRl/McGRAW-HILL 


by  1998,  down  from  about  7%  pro- 
jected for  1996,  according  to  econ- 
omists at  J.  P.  Morgan  &  Co. 

The  key  to  lower  rates  will  be 
curbing  inflation.  For  now,  the 
outlook  is  excellent.  Consumer  in- 
flation in  September 
held  at  August's  27- 
year  low  of  3.4%,  and 
it  may  drop  below  3% 
by  yearend — the  re- 
sult of  this  year's  mild 
recession,  a  rebound 
in  the  lira,  and  sever- 
al one-time  events.  If 
so,  Bank  of  Italy  Gov- 
ernor Antonio  Fazio 
has  all  but  guaranteed 
another  cut  in  the  discount  rate, 
after  a  %-point  cut  in  July  to  8/4%. 
And  prices  should  remain  subdued 
in  1997:  The  fiscal  drag  from  a 
tight  budget  means  the  economy 
will  recover  only  modestly  from 


this  year's  projected  growth  of  1% 
or  less,  to  2%  or  better. 

Still,  the  government  will  have 
a  hard  time  meeting  its  1997  infla- 
tion target  of  2^%.  With  produc- 
tivity growing  2%,  wage  growth 
must  fall  to  5% — from  this  year's 
projected  6% — just  to  make  the 
pace  of  unit  labor  costs  consistent 
with  3%  inflation.  Prodi  is  work- 
ing to  break  down  barriers  to  la- 
bor-market entry  and  to  change 
the  current  system  of  centralized 
wage  bargaining  in  favor  of  re- 
gional wage  setting.  Unit  labor 
costs,  however,  are  already  pick- 
ing up,  and  just  how  far  unions 
will  bend  remains  to  be  seen. 

Even  if  Prodi  can  make  a  low- 
interest  rate  strategy  work,  the 
deficit  will  remain  vulnerable  to 
the  business  cycle.  An  unexpected 
recession  would  put  Italy  back  at 
square  one. 
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It's  International. 

It's  Twentieth  Century. 

It's  «1. 


Twentieth  Century  International  Discovery  fund 

(formerly  International  Emerging  Growth)  was  ranked 
#1  International  Small  Company  Fund  by  Lipper  for 
the  one  year  (#1  of  12  funds)  and  life  of  fund  (#1  of  9 
funds)  time  periods  ended  6/30/96.1 

These  rankings  help  illustrate  how  Twentieth 
Century's  equity  investment  strategy,  which  has 
worked  so  well  for  our  domestic  funds,  can  be  applied 
to  the  global  marketplace.  Our  sophisticated,  "bottom- 
up"  investment  approach  uses  a  proprietary  system 
to  research  thousands  of  companies  around  the  world 
to  identify  those  with  accelerating  growth.  Then, 
our  portfolio  team  carefully  scrutinizes  these  compa- 
nies to  identify  rising  stars  whose  stock  we  believe 
will  increase  in  value. 


Even  though  international  investments  are  subject 
to  special  risks  such  as  currency  fluctuation  or  economic 
instability,  they  can  offer  significant  opportunities  for 
growth.  Call  us  today  to  find  out  how  an  investment  in 
our  International  Discovery  fund  can  enhance  your 
portfolio  with  a  world  of  investment  opportunities. 
$10,000  minimum. 


1-800-345-2021 

http://\\wv.rwentieth-century.com 
AOL  keyword:  Twentieth  Century 


For  more  complete  information,  including  charges,  expenses  and  minimums,  write  or  call  toll-free  for  an  information  kit  and  prospectus.  Please  read  the  prospectus  carefully  before  investing.  Or  visit  our  Web 
or  AOL  site  to  download  or  view  a  prospectus  on  line. 1  Lipper  Analytical  Service  rankings  ore  based  on  totol  returns  with  all  dividends  reinvested. !  Dato  quoted  is  for  Investor  Gloss  shares  and  represents  past  perfotmonce  assuming  reinvestment 
of  oil  distributions.  Other  shore  dosses  available.  Post  performance  is  no  guarantee  of  future  results.  Investment  return  ond  principal  volue  will  fluctuate  and  redemption  value  may  be  more  or  less  than  onginol  cost  'Upper  International  Small  Company  fund 
category  is  a  group  of  funds  that  invest  ot  leost  65%  of  their  assets  in  equity  securities  of  non-United  Stotes  companies  with  moiket  capitalization  less  than  SI  billion  U.S.  ond  is  not  available  for  purchase. 'The  Morgan  Stanley  Euiope,  Australia,  Far  East 
CEAFE)  Index  is  o  widely  followed  group  of  stocks  from  20  international  markets  ond  is  not  available  foi  puichose.  P.O.  Box  419200,  Kansas  City,  MO  64141-6200.  Twentieth  Century  Securities,  Inc.,  ©1996  Twentieth  Century  Services,  Inc.  BSW 
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News:  Analysis  &  Commentary 


STRATEGIES 


CYBERSPACE 
SHOWDOWN 

It's  Netscape  vs.  Microsoft-with  the  Net's  future  at  stake 


Aside  from  getting  a  reading  on 
technology  issues,  Bill  Clinton 
didn't  have  a  formal  agenda  when 
he  flew  into  Silicon  Valley  on 
Sept.  11  to  dine  with  eight  technology- 
business  leaders.  But  even  before  he 
got  to  the  entree — aged  beef  tenderloin 
with  chanterelle  mushrooms — the  Pres- 
ident had  zeroed  in  on  the  biggest  bat- 
tle in  cyberspace:  Internet  upstart 
Netscape  Communications  Corp.  vs. 
software  giant  Microsoft  Corp.  "He 
wanted  to  know  what  our  strategy 
was,"  recalls  Netscape  Chief  Executive 
James  L.  Barksdale,  one  of  the  guests. 

That  the  contest  caught  even  the 
President's  eye  underscores  just  how 
seminal  it  is:  This  battle  is  for  nothing 
less  than  the  soul  of  the  Internet.  Mi- 
crosoft Chairman  Bill  Gates  wants  to 
steer  the  Net  in  a  direction  that  will 
let  it  maintain  its  software  hammerlock. 
Netscape — with  a  little  help  from  some 
friends — aims  to  bust  it  open  and  create 
a  new  rival  to  Windows  out  of  its  Web 
browser  and  related  software.  The  out- 
come could  determine  the  nature  of  cy- 
berspace for  the  next  decade. 
"NO  CHANCE."  That's  why  Barksdale's 
strategy  is  simple:  Hit  'em  with  every- 
thing we've  got.  And  although  Clinton 
had  no  apparent  role  in  it,  Netscape 
got  a  helping  hand  from  the  Justice 
Dept.  on  Sept.  20,  when  its  Antitrust 
Div.  renewed  a  dormant  probe,  this  time 
eyeing  Microsoft's  Web  browser  busi- 
ness. Microsoft  denies  any  illegal  be- 
havior. But  the  news  still  gave 
Netscape,  which  had  complained  to  Jus- 
tice on  Aug.  12,  a  much-needed  boost, 
sending  its  stock  up  12%,  to  50%. 

To  hear  some  industry  observers  tell 
it,  it's  a  moot  point:  With  its  ownership 
of  the  PC  desktop  and  its  financial  and 
technical  might,  Microsoft  will  soon  turn 
the  21^-year-old  Silicon  Valley  startup 
into  toast,  they  say.  Already,  Microsoft 
has  caught  up  technically  with  Netscape 


on  Web  browsers,  at  least  those  run- 
ning on  Windows  95.  And  it  can  afford 
to  give  away  for  free  the  browser  and 
other  basic  Net  software  that  Netscape 
makes  a  living  selling.  Later  this  year, 
Microsoft  will  unveil  a  new  browser 
melded  so  seamlessly  into  Windows  that 
it  could  make  Netscape's  cash  cow  ir- 
relevant. "Netscape  has  no  chance,"  says 

HOW  NETSCAPE 
IS  FIGHTING  BACK 

NEW  BROWSERS  A  new  browser, 
scheduled  for  test  release  in  Octo- 
ber, will  allow  collaboration  among 
users  and  will  have  expanded 
multimedia  and  other  features. 
Future  browsers  will  come  in  soft- 
ware chunks  that  can  be  cus- 
tomized and  that  run  on  any 
machine,  including  cheap  network 
computers. 

CORPORATE  PUSH  To  get  a  jump 
on  Microsoft  and  lock  in  higher 
margins,  Netscape  is  pushing  even 
harder  than  before  to  sell  its 
browsers  and  Web  servers  for  use 
in  large  corporate  networks.  It  also 
has  come  up  with  new  programs  to 
make  it  easier  for  other  developers 
to  create  programs  that  run  on 
Netscape  software. 

JOINT  VENTURES  Partnerships 
with  established  players  are  mov- 
ing Netscape  into  new  markets. 
Examples:  Navio,  backed  by  com- 
panies such  as  Sony  and  Ninten- 
do, will  produce  Web  software  for 
consumer  devices.  And  Actra,  with 
GE  Information  Systems,  is  devel- 
oping software  for  corporate  elec- 
tronic commerce. 

DATA:  NETSCAPE,  BUSINESS  WEEK 


Lawrence  J.  Ellison,  chief  executive  o 
software  maker  Oracle  Corp.  "They  wil 
be  wiped  out," 

Yet  a  legion  of  Netscape  believers  dis  | 
agrees.  Unbowed  by  Microsoft's  nearlvj 
year-old  assault  on  the  Net,  Netscape  m 
throwing  every  legal  banana  peel,  tech  ! 
nology  brick,  and  marketing  brickbat  i  f 
can  in  Microsoft's  path.  And  surprisingly  I 
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any  are  finding  their  mark.  Netscape  is 
cpected  to  be  profitable  this  year  on 
ime  $300  million  in  sales,  up  from  $81 
illion  last  year.  In  browsers,  Microsoft's 
test  Internet  Explorer  is  gaining:  Its 
arket  share  doubled,  to  8%,  in  the  lat- 
it  quarter,  says  Zona  Research  Inc.  But 
etscape's  Navigator  browser  is  still 
ay  ahead  with  an  83%  share  and  40 
illion  copies  distributed,  though  it 
iems  sure  to  lose  ground  as  Windows 
> takes  off. 

ERVER  WARS.  That  doesn't 
)ther    Barksdale.  Al- 
:ough  the  browser  war  ^2 
is  grabbed  most  of 
le   spotlight,  it's 
mply  the  means 
i  a  more  lucra- 
ve  end.  The  real 
ar,  says  Barks- 
ile,   is  being 
ught  over  the 
.0  billion  he  ex- 
acts corporations 
spend  on  Inter 
;t  software  by 


the  year  2000.  As  companies  set  up 
their  own  "intranets,"  linking  employees, 
partners,  and  customers,  they'll  need 
lots  of  Web  "server"  software.  "That's 
where  the  money  is,"  says  Barksdale. 

Netscape's  corporate  focus  seems  to 
be  paying  off:  80%  of  its  revenues  come 
from  corporate  customers,  such  as 
Chrysler,  3M,  and  at&t.  But  more  than 
half  of  that  revenue  still  comes  from 
browser  sales.  And  Netscape  is 


tage  for  large  corporations  that  use  a 
diverse  mix  of  computers. 

Netscape  is  also  furiously  reinvent- 
ing Navigator  to  become  not  just  a 
way  to  browse  the  Web  but  a 
more  complete  "plat- 
form" on  which 
to  run  all 


going  up 
against  some 
tough  competition.  Its 
main  intranet  opponents — 
Microsoft,  with  its  Back- 
Office suite  of  business  ap- 
plications, and  IBM,  with 
its  Lotus  Notes  group  dis- 
cussion software — have 
been  perfecting  their  pro- 
grams for  years  and  are 
now  extending  them  to 
work  on  the  Net. 

To  press  its  advantage 
while  it  can,  Netscape  has 
released  a  blizzard  of  Web 
server  software  packages, 
priced  from  $300  to  $4,000, 
to  ran  Web  sites  from  on- 
line storefronts  to  internal 
discussion  groups.  Micro- 
soft's server  offerings  are 
still  fairly  limited,  one  reason  it  has  been 
buying  up  Net  startups  with  key  tech- 
nology. Another  big  plus  for  Netscape: 
While  Microsoft's  products  ran  mainly 
on  Windows,  Netscape's  work  on  most 
major  operating  systems — a  key  advan- 
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manner 
of  programs. 
A  new  Naviga- 
tor, to  be  previewed 
in  mid-October,  will  al- 
low people  to  engage  more 
easily  in  discussion  groups 
without  the  need  for  full 
programs  such  as  Lotus 
Notes.  It  will  also  let 
them  create  multimedia 
E-mail  messages  and  their 
own  Web  pages.  The  aim: 
to  keep  folks  installing 
Navigator — and  buying 
Netscape  servers. 

Still,  Netscape's  go-go 
pace  may  yet  trip  it  up. 
Internet  Travel  Network 
founder  Daniel  Whaley 
says  Netscape  can't  keep 
up  with  demands  for  tech- 
nical support.  Meanwhile, 
Netscape's  technology 
road  map  is  rife  with  pot- 
holes. Add-on  programs  to 
Navigator,  called  plug-ins, 
are  cumbersome  to  install 
compared  with  Microsoft's 
comparable  ActiveX  pro- 
grams. Netscape  is  count- 
ing on  Java,  the  program- 
ming language  from  Sun 
Microsystems  Inc.,  even- 
tually to  make  it  even 
easier  to  download  pro- 
grams automatically. 

Aware  of  its  shortcom- 
ings, Netscape  is  forging 
alliances.  From  Sun  and 
Splint  to  Hewlett-Packard 
and  IBM,  "Netscape  has 
become  the  magnet  of  lots 
of  other  strong  companies  against  Micro- 
soft," says  Henry  R.  Nothhaft,  CEO  of 
Internet-service  provider  Concentric  Net- 
works Corp.  Adds  Barksdale:  "A  lot  of 
people  are  pulling  for  me." 

Maybe  so,  but  Microsoft,  with  its 
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more  than  100  million  Windows  users, 
still  commands  the  attention  of  a  key 
constituency:  software  developers.  So  on 
Sept.  9,  Netscape  launched  an  online 
showcase  that  it  hopes  will  lure  devel- 
opers to  the  Netscape  platform.  Called 
AppFoundry,  it  lets  customers  download 
free  trial  versions  of  business  software 
programs  from  the  Netscape  Web  site. 
The  number  of  programs  is  expected  to 
grow  from  15  to  100  by  yearend,  but 
that  pales  next  to  the  more  than  50,000 
packages  that  run  on  Windows. 

When  it  comes  to  markets  Netscape 
doesn't  have  the  time  or  expertise  to 
pursue,  it  is  expanding  through  joint 


ventures.  In  August,  for  instance,  it 
formed  Navio,  a  company  backed  by 
eight  consumer  electronics  companies, 
including  Sony  Corp.  and  Nintendo  Co., 
that  will  produce  software  for  new  Net- 
connected  consumer  devices.  That  frees 
up  Netscape  to  concentrate  on  the  cor- 
porate market. 

If  that  didn't  require  chutzpah 
enough,  Netscape  is  challenging  Mi- 
crosoft in  marketing,  too.  Last  April,  it 
unveiled  a  new  intranet  strategy  a  day 
ahead  of  an  intranet  briefing  planned 
by  Microsoft.  More  recently,  Netscape 
one-upped  Microsoft's  plan  to  offer  In- 
ternet Explorer  users  free  subscriptions 


to  major  online  publications  by  offerir 
Navigator  users  their  own  free  sulj 
scriptions — delivered  in  full  multimed 
to  their  E-mail  boxes. 

In  the  end,  Barksdale  argues,  the  pd 
tential  for  Internet  software  is  so  hug 
that  both  Netscape  and  Microsoft  coul, 
win  big.  "Netscape  comes  back  punel* 
ing,"  says  Gartner  Group  Inc.  analys 
David  Smith.  So  it  does.  But  it's  been 
long  time  since  even  the  nimble? 
counterpuneher  really  laid  a  glove  a 
Microsoft's  wily  chairman. 

By  Robert  D.  Hof  in  San  Mateo,  win 
Kathy  Rebello  in  Redmond,  Wash.,  am 
Amy  Cortese  in  New  York 


REGULATORS 


THIS  TOP  TRUSTBUSTER 
MAY  TONE  IT  DOWN 

Justice's  Joel  Klein  looks  like  less  of  a  crusader  than  Bingaman 

Funny  what  a  change  at  the  top  will 
do.  For  three  years,  the  Justice 
Dept.'s  chief  trustbuster,  Anne  K. 
Bingaman.  whipped  up  antitrust  investi- 
gations against  corporate  giants  and  small 
fry  alike.  But  when  she  leaves  her  post 
sometime  in  the  next  two  months,  anti- 
trust policy  falls  into  the  less  fervent, 
more  deliberative  hands  of  Joel  I.  Klein, 
her  principal  deputy  and  designated  suc- 
cessor. For  Microsoft  Corp.,  which  is  stir- 
ring up  fresh  charges  from  its  rivals  of 
anticompetitive  behavior,  that  could  mean 
a  less  antagonistic  relationship  with  Jus- 
tice. Klein's  challenge:  fashioning  from 
the  recurring  complaints  against  Micro- 
soft a  case  that  can  hold  up  in  court. 

The  good  news  for  Microsoft  is  that 
Klein,  49,  has  a  rep  for  being  far  more  of 
a  pragmatist  than  the  crusading  Binga- 
man. A  leading  U.  S.  Supreme  Court  lit- 
igator who  served  as  Clinton's  Deputy 
White  House  Counsel  from  1993  until 
he  joined  Justice  last  year,  he  will  serve 
for  now  as  Acting  Assistant  Attorney 
General  for  the  Antitrust  Div. — which 
puts  him  in  charge  of  the  Microsoft 
probe  and  other  controversial  cases.  He 
also  has  the  inside  track  for  the  post  in  a 
second  term. 

"ONE  AT  A  TIME."  Harvard-educated  and 
a  longtime  Washingtonian,  Klein  is  an 
Administration  insider.  He  spent  two 
years  as  the  First  Couple's  troubleshoot- 
er  on  the  Whitewater  probe  and  regu- 
larly attends  the  Clintons'  New  Year's 
Renaissance  Weekends  in  Hilton  Head, 
S.  C.  He's  also  widely  lauded  for  his  judg- 
ment in  dealing  with  knotty  issues.  "He 


doesn't  fit  comfortably  into  any  one  camp 
in  antitrust,"  says  Federal  Trade  Com- 
mission Chairman  Robert  Pitofsky,  an 
old  friend  of  Klein.  "He  takes  his  cases 
one  at  a  time." 

Microsoft  may  be  glad  of  that.  True,  it 
was  Klein  who  successfully  argued  last 
year  at  the  District  of  Columbia  Court  of 
Appeals  in  favor  of  reversing  a  lower 
court  dismissal  of  Justice's  1994  land- 


mark settlement  with  Microsoft.  But  th 
same  appellate-lawyer  instincts  thai 
helped  win  that  round  may  make  hirji 
more  cautious  about  bringing  a  cas| 
without  solid  precedent.  "He  won't  puil- 
sue  [Microsoft]  with  religious  fervori; 
says  D.  C.  antitrust  lawTyer  Mark  C: 
Schechter,  wTho  had  worked  on  earliei 
Microsoft  investigations  while  at  Justice 
Klein  has  long  dealt  with  sensitive  pc 
litical  problems.  At  the  White  Hous 
Counsel's  office,  he  handled  such  issues  a-> 
affirmative  action,  school  prayer,  ancjj 
shepherding  the  confirmations  of  Su 
preme  Court  Justices  Ruth  Bader  Gins 
burg  and  Stephen  G.  Breyer  through  th 
Senate.  In  private  practice,  he  arguet 
10  cases  before  the  High  Court,  includinj 
a  1992  victory  establishing  the  right  o 
students  to  sue  federally  funded  school 
for  sexual  harassment.  "He  is  one  of  th 
best  advocates  of  his  generation,"  sayij 
Acting  Solicitor  General  Walter  Dellinge) 
Klein's  priorities  a 
Justice?  He  says  hel 
prod  other  govern 
ments  to  cooperate  if 
stamping  out  globa1 
cartels  and  will  wTorl 
to  cut  governmen 
regulation  in  favor  o 
market  competition 
And  he  wants  to  clar 
ify  legal  boundaries  ii 
antitrust  issues  in- 
volving intellectua 
property,  health  care 
and  high  tech.  "W<; 
don't  wTant  to  just  re' 
solve  a  dispute  between  the  parties,"  h( 
says.  'Wre  want  to  show  the  Division'^ 
thinking  on  law7  enforcement  and  doc- 
trine" in  key  areas. 

The  bottom  line:  Corporate  Amerie 
is  likely  to  see  continued  \igorous  en 
forcement  at  Justice,  but  with  a  more 
reflective  bent.  For  many — includinj 
Microsoft — that  might  spell  some  relief 
By  Catherine  Yang  in  Washington. 


NEW  AGENDA 

Klein  says  he'll 
aim  to  reduce 
government 
regulation  of 
business  and 
cooperate  with 
other  nations 
to  stamp  out 
global  cartels 


COMMENTARY 

By  Owen  Ullmann 

CHALK  ONE  UP  FOR  GREENSPAN 


Federal  Reserve  Chairman  Alan 
Greenspan  is  an  acknowledged 
master  at  reading  the  economic 
tea  leaves.  But  he's  no  slouch  at  fig- 
uring the  political  angles  either.  Lit- 
tle wonder,  then,  that  the  Fed's  deci- 
sion on  Sept.  24  to  forgo  an 
interest-rate  hike  looks  like  both 
smart  economics  and  shrewd  politics. 

The  question  before  the  rate-set- 
ting Federal  Open  Mar- 
ket Committee  was  one 
of  the  toughest  it  had 
faced  in  years:  Is  the 
economy  so  strong  and  la- 
bor so  tight  that  a  rate 
boost  is  needed  six  weeks 
before  Election  Day  to 
keep  inflation  in  check? 
The  Fed  has  been  em- 
broiled in  an  unusually 
public  feud  on  this  point, 
with  several  regional 
bank  presidents  clamoring 
for  a  rate  hike  and 
Greenspan  cautioning  the 
group  to  wait.  "This  was 
as  tough  a  call  as  I  can 
remember,"  says  a  White 
House  economist  who 
closely  tracks  the  Fed's 
deliberations.  "Both  sides 
had  strong  arguments." 

History,  the  bank  pres- 
idents argue,  has  shown 
that  the  economy  can't 
sustain  its  second-quarter 
4.8%  growth  rate  and  a 
5.1%  jobless  rate  without 
fueling  inflation.  That's  why  they 
want  to  raise  the  federal  funds  rate, 
which  banks  charge  one  another  on 
overnight  loans,  from  5.25%  to  5.5% 
or  5.75%  as  insurance  against  rising 
prices  lurking  around  the  corner. 
"FUNDAMENTALLY  SOUND."  But 
Greenspan  prevailed — to  the  surprise 
of  many  armchair  central  bankers  on 
Wall  Street  who  had  predicted  a 
quarter-point  boost  in  short-term 
rates.  Simply,  the  Fed  chairman 
makes  the  better  economic  case. 
Signs  abound  that  economic  growth  in 
the  third  quarter  is  slowing.  Indeed, 
weak  retail  sales  and  a  surprisingly 
large  trade  deficit  in  July  have 
prompted  the  Clinton  Administration 
to  downgrade  its  internal  estimate  for 
growth  in  the  quarter  from  3%  to 
just  over  2%.  That's  a  level  most 
economists  believe  can  sustain  long- 


term  growth  without  increasing  infla- 
tion. Why  boost  rates  now? 

And  where's  the  evidence  of  rising 
prices?  During  the  past  12  months, 
the  so-called  core  rate  of  inflation — 
the  consumer  price  index  excluding 
the  volatile  food  and  energy  sectors — 
is  actually  down  from  the  same  period 
the  year  before,  2.6%  vs.  2.9%. 
Greenspan's  bigger  worry:  rising 


WIN-WIN 


The  Fed  chairman  made 
a  convincing  economic  case  for  not 
raising  interest  rates-but  the  move 
was  shrewd  politics,  too 


wages.  But  even  here,  there's  no  evi- 
dence of  higher  pay  raising  prices. 
Administration  economists  figure 
wages  are  going  up  by  an  annual  rate 
of  about  3.5%,  but  with  productivity 
up  by  about  1%,  the  net  cost  to  em- 
ployers is  just  2.5%.  "Looking  at  the 
economics,"  says  former  Fed  Vice- 
Chairman  Manuel  H.  Johnson,  now  a 
private  consultant,  "the  Fed's  decision 
to  wait  was  fundamentally  sound." 

Johnson  is  quick  to  add:  "Of  course, 
there  could  have  been  political  consid- 
erations in  the  decision,  too."  No 
doubt  there  were — not  least,  internal 
Fed  politics.  A  week  before  the  fomc 
meeting,  Reuters  News  Service  re- 
ported an  astonishing  leak  from  the 
normally  secretive  Fed:  Eight  of  the 
dozen  regional  banks  were  lobbying 
for  a  rate  increase,  with  three  of 
them  calling  for  a  boost  as  big  as  half 


a  point.  Speculation  about  the  source 
of  the  leak  immediately  focused  on 
the  bank  presidents,  who  may  have 
tried  to  jawbone  Greenspan. 

The  Fed  chief  asked  the  Justice 
Dept.  to  probe  the  breach  of  confiden- 
tial information.  Fed  watchers  pre- 
dicted the  leak  would  force  the  Fed 
boss  to  accede  to  a  quarter-point  rate 
hike,  but  the  whole  maneuver  may 

have  backfired.  "I  suspect 
Alan  made  it  clear  that 
you  don't  reward  people 
who  act  badly,"  says  one 
former  Fed  official. 
ANTENNAS.  Greenspan  is 
keenly  attuned  to  elec- 
toral politics  as  well.  He 
certainly  didn't  want  to 
risk  becoming  a  lightning 
rod  in  the  final  weeks  of 
the  Presidential  cam- 
paign, with  GOP  nominee 
Dole  blaming  him — as 
well  as  President  Clin- 
ton— for  sluggish  eco- 
nomic growth. 

Then  there's  Capitol 
Hill.  With  Democrats 
hoping  to  recapture  Con- 
gress, the  Fed's  chief 
nemesis,  Representative 
Henry  B.  Gonzalez  of 
Texas,  could  be  back  in 
charge  of  the  House 
Banking  Committee.  Of 
late,  the  Fed  has  been  hit 
by  a  spate  of  stories  de- 
tailing its  freewheeling 
spending  on  buildings,  salaries,  and 
perks — issues  that  always  get  Gonza- 
lez' dander  up.  So  why  antagonize 
him  further  a  day  after  Gonzalez  and 
79  other  lawmakers  urged  the  Fed  to 
keep  rates  steady?  "Greenspan  really 
didn't  want  to  raise  rates  before  the 
election  if  he  could  help  it,"  says  an 
Administration  official. 

If  the  regional  bank  presidents' 
forecast  proves  correct  and  a  still  ro- 
bust economy  sparks  inflation,  a  chas- 
tened Greenspan  may  have  to  swallow 
a  half-point  hike  when  the  fomc  next 
meets  on  Nov.  13.  But  here's  betting 
he  made  the  right  call:  Slower  growth 
will  become  apparent  this  fall,  and  the 
Fed  chief  will  earn  political  capital  for 
refusing  to  cave  in  to  the  hawks. 

Ullmann  lias  followed  the  Fed  for 
16  years. 
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A  STEALTH  BILL 
ON  MENTAL  HEALTH 

How  Pete  Domenici  got  insurance  parity  passed 


Senator  Pete  V.  Domenici  (R-N.  M.) 
has  stioiggled  for  17  years  with  the 
mental  illness  of  his  34-year-old 
(laughter,  a  victim  of  treatable  schizo- 
phrenia. At  meetings  of  family  support 
groups,  he  has  encountered  similar  tra- 
vails. He  recalls  the  mother  whose  25- 
year-old  son  spent  years  in  a  catatonic 
stupor  until  a  drug  released  him  from 
the  prison  of  mental  illness,  and  the  ac- 
countant whose  two  sons — both  suffer- 
ing from  schizophrenia — simply  disap- 
peared one  day.  Only  one  ever  returned. 

Spurred  by  such  tragedy,  Domenici 
has  done  the  seemingly  impossible:  With- 
out any  hearings,  over  the  opposition  of 
dozens  of  business  and  insurance-indus- 
try lobbyists,  and  in  the  midst  of  a  cor- 
porate-friendly Republican  Congress,  he 
and  his  allies  have  imposed  a  new  busi- 
ness mandate.  After  Jan.  1,  1998,  health- 
insurance  providers  won't  be  able  to  im- 
pose lower  spending  limits  for  mental 
health  coverage  than  for  standard  med- 
ical and  surgical  benefits.  Typically,  man- 
aged-care plans  have  a  $1  million  lifetime 
limit  for  medical  care  but  a  $50,000  lim- 
it for  mental  health  (table). 
LOST  benefits?  Foes  and  backers  of 
the  measure,  which  was  grafted  onto 
an  unrelated  appropriations  bill  on  Sept. 
19,  agree  its  passage  is  almost  entirely 
due  to  the  perseverance  of  the  soft- 
spoken,  64-year-old  father  of  eight. 
"Domenici  is  one  of  the  few  guys  with 
the  tenacity  and  the  credibility  on  this 
issue,  and  the  connections,  to  be  able  to 
call  up  the  leadership  of  the  Senate  and 
the  House  and  get  this  done,"  says 
Thomas  A.  Scully,  a  lobbyist  with  the 
Federation  of  American  Health  Sys- 
tems, a  hospital  group. 

After  a  failed  attempt  to  add  the  pro- 
vision to  the  Kasse-  ■■■■■■■■■■■■■■i 
baum-Kennedy  health- 
insurance  reform 


businesses  with  fewer 
than  50  employees. 
He  also  agreed  to  an 
escape  clause  for 
companies  whose 
overall  health  ex- 
penses increase  more 
than  1%  as  a  result 
of  the  mandate.  "We 
have  much  less  than 
we  started  with,  but 
at  least  we  can  see 
the  [eventual!  effects" 
of  expanded  cover- 
age, says  Domenici. 

Business  lobbyists, 
with   good  reason, 


CLOSE  TO  HOME 


bypass  business  and  insurance-industry  opposition 


worry  that  Domeni 

ci's  mild  amendment  Spurred  by  his  daughter's  long  struggle  with 
doesn't  preclude  a  schizophrenia,  Senator  Domenici  used  his  clout  to 

broader  crusade.  Al- 
ready, 32  states  have 
enacted  requirements  for  mental  health 
coverage,  according  to  the  Blue  Cross 
&  Blue  Shield  Assn.  Opponents  say  new 
mandates  will  only  force  companies  to 
drop  mental  health  benefits  entirely  or 
scale  back  on  medical  and  surgical  bene- 
fits to  compensate  for  the  new  services. 
"We  need  flexibility  in  designing  the  best 
overall  coverage,  not  more  mandates," 
says  National  Association  of  Manufac- 
turers lobbyist  Julie  Cantor- Weinberg. 

Employer  groups  and  insurance  lob- 
byists were  geared  up  to  press  their  case 
at  hearings  on  Sept.  12.  But  their  ap- 
pearances were  canceled  after  Domenici 
short-circuited  the  usual  legislative 
process  by  attaching  his  measure  to  a 
Senate  spending  bill  a  week  earlier.  Op- 
ponents had  hoped  to  focus  on  the  expe- 
rience of  Xerox  Corp.,  which  instituted 
parity  in  1988  only  to  see  mental  health 


services  capture  40%  of  its  total  benel 
payout.  The  biggest  growth  in  expens* 
turned  out  to  be  for  "adjustment  diso 
ders"  of  employees  coping  with  the  stre! 
of  divorce  or  bereavement. 

But  Domenici  insists  that  such  trans 
tory  episodes  aren't  the  crux  of  h 
amendment.  Rather,  he's  concerned  wil 
severe  mental  illness — diseases  of  tl 
brain  with  chemical  and  biological  caus( 
that  respond  favorably  to  new  medic 
tions.  The  success  rates  for  treatmei 
range  from  60%  to  80%,  as  against  ju 
41%  to  52%  for  heart  disease,  accordin 
to  the  National  Alliance  for  the  Mental 
111,  a  group  of  patients  and  families 

That's  ammunition  for  Domenici 
next  goal:  funding  research  to  establis 
the  physical  basis  of  mental  disorder 
"If  we're  going  to  eliminate  the  stigm 
of  mental  illness,  we'll  have  to  stai 

msmmmtimtKSMmmim    \\  j  (  1 ,        all  ('(lllrutil 

process  to  show  peopi 
these   conditions  ar 


PETE'S  MIXED  BAG 

measure  last  August,  Features  of Domenici's  amendment  on  mental  health  care:  reaPand"  that"  they'r 

PROTECTION  Employers  can't  offer  more  restrictive  yearly  and  life 


Domenici  r'egrouped.  At 
a  key  meeting  of  top 


time  benefits  for  mental  health  care  than  for  medical  care. 


treatable,"  he  says.  Ir 
creasing  spending  i 


Republicans  in  the  office   '   deficit-obsessed  Wasl 


of  Senate  Majority 
Leader  Trent  Lott  (R- 
Miss.)  on  Sept.  18, 
Domenici  offered  to  de- 


EXEMPTIONS  Providers  who  show  that  their  medical  costs  will  rise 
by  more  than  1%,  and  those  with  50  or  fewer  workers,  are  exempt. 

LOOPHOLES  Insurers  don't  have  to  provide  any  mental  health  Cov- 


ington isn't  easy,  bu 
Domenici  has  show 
how  a  personal  passio 
can  beat  the  odds. 


lay  implementation  for     _e[a«e_ •_EmPloyers_can„re?_mre_  ^J»^E^.^.^!^h^        By  Paul  Magnusso 


a  year  and  to  exempt 
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tENEFITS 


WHERE  IBM  GOES, 
JTHERS  MAY  FOLLOW 

t  sees  same-sex  benefits  as  a  low-cost  way  to  draw  top  talent 


Five  years  ago,  it 
would  have  rocked 
America's  corporate 
lichter  scale.  But  when 
m  announced  on  Sept. 
9  that  it  would  extend 
ledical  benefits  to  its 
mployees'  same-sex 
artners — treating  them, 
1  essence,  as  spouses — 
le  news  produced  nary 
rattle. 

True,  Big  Blue  was 
lerely  following  the  lead 
f  its  high-tech  peers.  Lo- 
is Development  Corp. 
'as  the  first  major  em- 
loyer  to  offer  spousal 
enefits  to  gay  and  les- 
ian  live-ins,  in  1991.  And 
le  revolution  was  old 
ews  at  Apple,  Hewlett- 
ackard,  and  Oracle  by 
le  time  IBM,  which 
ought  Lotus  two  years 
go,  adopted  the  policy. 

Still,  when  such  an  Es- 
iblishment  icon  buys  in, 
in  the  rest  of  America 


STUMBLING  BLOCKS 

WHO  GETS  BENEFITS  Should  programs  include  only  same-sex 
domestic  partners?  IBM's,  for  instance,  doesn't  extend  to  unmar- 
ried heterosexual  couples. 

INCLUDE  CHILDREN?  Should  coverage  extend  to  the  partner's 
dependent  children?  Apple  Computer's  does — and  even  includes 
a  $500  bonus  for  a  newborn  or  adopted  child. 


the  way  in  offering  same-sex  benefits. 
Media  and  entertainment  companies 
such  as  Disney,  mgm,  Sony  Pictures,  and 
The  New  York  Times  are  joining  the 
trend.  To  be  sure,  big  industrial  unions 
aren't  yet  mobilizing.  "It's  an  issue  that 
hasn't  come  up  at  a  bargaining  table, 
as  far  as  I  know,"  says  an  official  at 
the  United  Steelworkers,  which  handles 
some  6,000  contracts.  But  with  the  wave 
of  mergers  and  acquisi- 
tions, benefits  policies  can 
leapfrog  into  unexpected 
places.  Indeed,  IBM  offi- 
cials acknowledge  that 
the  1994  Lotus  acquisi- 
tion, along  with  high-tech 
peer  pressure,  helped  to 
push  Big  Blue  toward  its 
benefits  shift.  Fox  and 
abc  offer  same-sex  bene- 
fits, and  if  CBS  and  nbc 
feel  pressure  to  follow 
suit,  activists  hope  it  will 
build  on  their  industrial 
parents,  Westinghouse 
and  General  Electric. 

Even  in  deeply  conser- 
vative regions,  resistance 
is  waning.  Three  years 
ago,  Williamson  County 
in  Texas  blocked  Apple 
Computer  Co.'s  proposed 
plant,  objecting  to  its 
same-sex  benefits  policy. 
But  after  job-hungry 
state  politicians  twisted 
some  arms,  the  resistance 
ebbed  and  Apple  moved 


e  far  behind?  "The  air-     d_* 3UU_ uunub_,0[  d_newu_u:M  ?L*yy?}??Ji™?iL-.  in.  More  recently,  Walt 


ties  are  all  studying  it 
ow,"  says  an  excited 
llizabeth  Birch,  execu- 
ve  director  of  the  Hu- 


PRIVACY  CONCERNS  What  and  who  will  determine,  without 
invasions  of  privacy,  when  partnerships  begin  and  end?  Many 
companies,  including  IBM,  require  notarized  affidavits  affirming 
a  long-term  partnership. 


Disney  Co.  stared  down  a 
threatened  consumer 
boycott  on  the  issue. 
Of  course,  even  after 


tan  Rights  Campaign,  a   '   deciding  to  embrace  new 


/ashington-based  gay 
olitical  group.  Although 
nly  2%  of  America's 
ublicly  traded  companies 
ow  extend  benefits  to  gay  and  lesbian 
ve-ins,  the  movement  is  growing.  Em- 
loyers  in  industries  as  diverse  as 
^communications  and  chemicals  are 
^vamping  benefits  plans  to  include 
ays.  Even  Coors  Brewing  Co.,  whose 
lunding  family  was  long  associated  with 
ght-wing  politics,  extended  its  cover- 
ed a  year  and  a  half  ago. 
OODWILL  GESTURE.  Employers  are 
hanging  policies  because  they  need 
very  edge  in  attracting  and  retaining 
11  of  the  best  workers.  "In  terms  of 
usiness  competitiveness,  it  made  sense 
>r  us,"  says  an  ibm  spokesperson.  The 
esture  can  also  generate  goodwill 
mong  employees  and  consumers.  "In 
3me  ways,  a  little  goes  a  long  way 
ith  us.  Even  a  partial  response  to  us 
ains  a  lot  of  loyalty  and  respect,"  says 


HOW  FAR  TO  GO  Should  partners  also  be  offered  the  full  range 
of  benefits,  from  dental  to  retirement  plans?  Xerox  offers  a  menu 
of  benefits  to  choose  from. 


Scott  W.  Walton,  executive  director  of 
Digital  Queers,  a  network  of  gays,  les- 
bians, bisexuals,  and  transsexuals  work- 
ing in  high  tech. 

Gender-blind  benefits  policies  also 
don't  cost  much,  ibm  expects  less  than 
1%  of  its  workforce  to  register.  That's 
partly  because  many  partners  already 
have  other  jobs,  with  benefits.  Others 
prefer  to  keep  their  sex  lives  under 
wraps.  Studies  by  Hewitt  Associates,  a 
human  resources  consulting  firm,  show 
that  despite  the  aids  epidemic,  gay 
partners  file  for  about  the  same  number 
of  claims  as  traditional  spouses.  They 
also  have  far  fewer  babies,  greatly  re- 
ducing a  major  medical  expense. 

So  far,  high-tech  companies,  where 
the  bidding  for  so-called  knowledge 
workers  is  the  most  intense,  have  led 


policies,  human  resource 
pros  have  to  wrestle  with 
some  prickly  issues,  from 
how  to  certify  relation- 
ships to  whether  the  policy  covers  a 
partner's  dependent  children.  Then 
there's  the  question  of  offering  benefits 
to  heterosexual  live-in  partners,  ibm  lim- 
its it  to  same-sex  couples,  reasoning 
that  men  and  women  can  many.  Other 
companies,  such  as  Levi  Strauss  &  Co., 
offer  benefits  regardless  of  gender.  This 
pleases  more  employees,  hut  raises  the 
cost.  While  only  1%  of  Levi's  U.  S. 
workforce  signed  up  their  partners,  two- 
thirds  of  those  who  did  were  straight. 

The  considerable  irony  in  all  this  is 
that  President  Clinton  just  signed  leg- 
islation banning  gay  marriages.  Politi- 
cians may  condemn  gay  unions,  but 
more  and  more  companies  are  quietly 
moving  to  institutionalize  them. 

By  Stephen  Baker  in  Pittsburgh, 
with  Paul  Judge,  in  Boston 
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DEALS 


DUSTUP IN 
DEATH  SERVICES' 

The  funerals  leader  makes  a  hostile  bid  for  its  strongest  rival 


In  the  three  decades  since  its  found- 
ing, Service  Corp.  International  (sci) 
has  revolutionized  the  $15  billion  U.  S. 
"death-services"  business.  It  has  spent 
$2.4  billion  since  1991  to  buy  up  a  string 
of  funeral  parlors  and  cemeteries  around 
the  globe,  forcing  an  unusually  frag- 
mented industry  toward  massive  ratio- 
nalization. In  the  process,  it  has  pro- 
duced blistering  growth  from  a  mature 
business:  Sales  have  more  than 
doubled,  to  $1.6  billion  last 
year,  and  sci  shares  have 
soared  37%  this  year  alone. 

Now,  sci  has  taken  on  Cana- 
da's Loewen  Group,  its  biggest 
rival,  creating  the  makings  of  a 
bitter,  drawn-out  takeover 
fight.  On  Sept.  24,  Loewen's 
board  unanimously  rejected 
sci's  unsolicited  $43-a-share, 
$2.8  billion  acquisition  offer. 
"We  are  not  interested  in  sell- 
ing to  them,"  Loewen  Chair- 
man Raymond  Loewen  de- 
clared a  day  later,  sci's  board 
will  meet  Oct.  1  to  decide  how 
"to  consummate  this  transac- 
tion," but  even  Loewen  admits 
that  "it  would  not  be  consis- 
tent with  [sci's]  history  and 
personality"  for  them  to  walk 
away  from  a  fight.  With 
Loewen's  stock  depressed  since 
it  lost  a  huge  lawsuit  last  No- 
vember, sci  clearly  believes  it 
has  an  ideal  opportunity  to 
take  out  a  kev  rival 


and  Waltrip,  both  former  funeral  direc- 
tors, fervently  believe  in  consolidating 
the  lucrative  but  inefficient  death-ser- 
vices business.  But  where  sci  tends  to 
install  its  own  talent  at  operations  it 
acquires,  Loewen  leaves  local  managers 
at  the  helm.  The  nice-guy  strategy,  not 
surprisingly,  has  won  Loewen  fans  in 
the  industry.  "The  reason  we  selected 
Loewen  is  how  thev  have  treated  us," 


8.7%  before  charges.  And  Loewen's  bl 
ance  sheet  has  been  hamstrung  by  tl 
$135  million  charge  it  took  earlier  til 
year  to  settle  a  disastrous  breach-l 
contract  suit  in  Mississippi.  Loewen  % 
not  going  to  win  the  shareholder-vali 
argument,"  says  Walter  Beach,  a  senil 
analyst  at  money  manager  Widmanv 
Siff  &  Co.,  an  sci  shareholder. 

No  one  expects  sci  to  walk  away  wil 
Loewen  for  $43  a  share,  a  38%  premiul 
on  Loewen's  share  price  before  word  I 
the  bid.  It  could  offer  $49  a  share  witi 
out  incurring  dilution,  says  M.  Lynn  Dl 
trick  of  Williams  Mackay  Jordan  &  CI 
But  Darren  Martin  of  Toronto-based  v 
Securities  Inc.  says  a  deal  will  requil 
around  $55  a  share — and  even  the! 
Loewen  may  try  to  scuttle  the  bid.  Ul 
der  Loewen's  bylaws,  sci  must  acquim 


Who's  Who  in  the  Funeral  Business 


1995  REVENUES 

MILLIONS 


FUNERAL 
HOMES 


SERVICE  CORP.  INTERNATIONAL  $1,650  2,832 
LOEWEN  GROUP  $600  932 

ELBOWS  OUT.  It  has  ample  rea-    STEWART  ENTERPRISES  $320  211 

son,  too.  This  year,  Loewen  has     PRIME  SUCCESSION*  $81.5  146 

agreed  to  or  completed  196  ac-  .24%  owned  by  Loewen  Group 
quisitions  totaling  $715  million 
and  teamed  with  Blackstone  Capital 
Group  on  two  others  worth  $535  million. 
With  its  bid,  sci  can  either  eliminate  a 
competitor  that  is  driving  up  acquisi- 
tion prices  or  force  it  into  a  costly  share 
buyback  or  recapitalization.  "If  Loewen's 
out  of  the  picture,  we  can  bring  a  little 
more  rationale  to  the  acquisition  table 
for  all  of  us,"  says  James  P.  Hunter  III, 
ceo  of  smaller  Equity  Corp.  Interna- 
tional, of  which  sci  owns  40%. 

The  fight  pits  two  men  with  very 
similar  backgrounds  and  objectives  but 
vastly  different  business  styles.  Loewen 


DATA:  COMPANY  REPORTS 

says  Sandy  V.  Durko,  executive  vice- 
president  of  Rose  Hills  Co.  in  Whittier, 
Calif.,  which  on  Sept.  20  spurned  an  sci 
bid  to  accept  a  $240  million  buyout  from 
a  Loewen-Blackstone  partnership. 
Loewen  says  it  has  received  hundreds 
of  letters  from  its  funeral  homes,  all  op- 
posing an  sci  deal. 

Such  support  will  only  take  Loewen 
so  far.  It  spends  8%  on  corporate  ex- 
penses, vs.  sci's  2.5%.  While  both  com- 
panies have  grown  rapidly  via  acquisi- 
tions, sci's  after-tax  margins  were  11.1% 
in  1995,  considerably  outpacing  Loewen's 


ROSE  HILLS 

No.  2  Loewen 
wins  praise  from 
the  companies  it 
has  acquired  for 
keeping  local 
managers  in  place 


75%  of  Loewe! 
shares  to  gain  in 
mediate  control — 
huge  hurdle,  give1 
Ray  Loewen's  15c, 
ownership — thoug 
sci  is  certain  t 
challenge  the  pre 
vision  in  court. 

sci  has  alread 
shown  it  is  noth 
ing  if  not  tenacious.  And  Waltrip  likei 
is  willing  to  bid  high  to  remove  a  big  r 
val  from  his  radar.  "I  expect  Loewen  t 
torpedo  the  deal  over  egos,"  says  Erni 
Heffner,  head  of  Heffner  Funeral  Home 
&  Crematory  in  York,  Pa.  But  ulti 
mately,  he  says,  Loewen's  stock  wi] 
head  south  again,  and  "in  six  months 
sci  will  get  them  anyway."  That's  fa 
from  guaranteed.  But  in  this  takeove 
fight,  the  bid  price  may  soar  as  high  a 
the  battlers'  egos. 

By  Gary  McWilliams  in  Houston 
and  William  C.  Symonds  in  Toronto 
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AIM  International  Equity  Fund 


international  Equity  Fund  Investment  Results  as  of  June  30.  1996 


Inception  (4/7/92) 


Average  Annual  Total  Returns 

 14.78%  

14.95 
15.06 


Growth  of  S10.000 

$17,925 
15,188 
11,505 


Did  you  know  that  seven  foreign  stock  markets  have  outpaced  the  U.S.  stock 
market  over  the  past  10  years?*  Smart  investors  realize  investing  a  portion  of  their 
assets  overseas  makes  sense.  The  question  is  how. 

Consider  a  proven  investment  strategy.  AIM  International  Equity  Fund's  profes- 
sional management  team  searches  worldwide  to  find  companies  whose  earnings 
are  growing.  It's  the  same  earnings-driven  discipline  that  guides  all  of  AIM's 
equity  hinds.  Over  time,  it's  been  a  discipline  that's  worked.  Just  check  our  record. 

Of  course,  past  performance  can't  guarantee  comparable  future  results.  Interna- 
tional investing  can  pose  greater  risks  compared  with  U.S.  investments.  The  Fund's 
share  price  will  fluctuate  with  market,  currency  and  political  climates.  With  these 
risks,  however,  also  is  the  opportunity  for  greater  rewards  and  greater  diversifica- 
tion than  investing  solely  within  the  United  States. 

For  more  complete  information,  including  charges  and  expenses,  ask  your 
financial  consultant  for  a  free  prospectus  and  Investors  Guide.  Please  read  the 
prospectus  carefully  before  you  invest  or  send  money. 

CALL  FOR  YOUR  FREE  INVESTOR  GUIDE 
1-800-246-4246 


AIM 


Source:  Morgan  Stanley  International  Perspective,  through  June  30,  1996  Performance  results  are  historical  and  include  reinvestment  of  all  distributions,  changes 
l  net  asset  value  and  maximum  5.50%  sales  charges.  Investment  return  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be  worth 
lore  or  less  than  their  original  cost.  Performance  for  Class  B  shares,  w  hich  began  on  9/15/94,  will  differ  due  to  a  difference  in  sales  charge  structure  and  Fund 
xpenses.  A  1  M  Distributors,  Inc.  9/96. 
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PEOPLE 


HAPPY  FALLOUT 
DOWN  AT  THE  NUKE  LAB 

Bob  Beyster's  wealth-sharing  plan  at  SAIC  gains  critical  mass 


When  physicist  J.  Robert  Beyster 
set  up  his  consulting  firm  27 
years  ago,  he  thought  it  only  fair 
that  his  fellow  scientists  should  be  re- 
warded with  equity  in  the  company. 
So  the  nuclear  physicist  ceo  gave  em- 
ployees stock  each  time  they  landed  a 
new  contract  to  evaluate  the  effect  of 
nuclear  weapons  or  study  a  nuclear 
power  plant. 

That's  still  the  way  it  works  today, 
but  on  a  far  grander 
scale:  Beyster's  Science 
Applications  Interna- 
tional Corp.  (saic)  has 
blossomed  into  a  $2.1 
billion  high-tech  re- 
search and  engineering 
concern  with  22,000  em- 
ployees, a  giant  among 
employee-owned  com- 
panies. And  it's  about 
to  get  even  bigger,  fast. 
On  Aug.  27,  saic  an- 
nounced that  it  would 
acquire  Aerospace 
Corp.,  a  $300  million,  al- 
most totally  federally 
funded  think  tank,  to 
prepare  for  a  push  into 

WITH  COLLEAGUES: 

The  next  big  push — 
outer  space 


up  83%  of  the  business,  and  nearly  half 
of  them  involve  national  security. 
As  might  be  expected,  his  board  is 
sprinkled  with  Defense  Dept.  heavies, 
and  former  saic  directors  now  head 
both  the  Defense  Dept.  and  the  CIA. 

Beyster  attributes  much  of  the  com- 
pany's growth  not  to  management  skills 
or  an  overarching  strategy  but  to  his 
ownership  philosophy.  "I'm  reluctant  to 
take  the  credit,"  he  says.  "Employee 


the  commercial  space  business.  It's  also 
angling  to  take  over  Bell  Communica- 
tions Research,  or  Bellcore,  the  5,800- 
employee  research  arm  of  Bell  Labora- 
tories that  the  regional  Bells  inherited 
in  the  1984  breakup  of  at&t.  If  the  deals 
go  through,  all  employees  at  both  com- 
panies will  receive  saic  stock  options 
pro-rated  on  the  basis  of  their  salaries. 
RUSSIAN  FRONT.  The  shy,  72-year-old 
Beyster,  who  built  up  the  secretive  SAIC 
almost  from  scratch,  is  not  your  typical 
ceo.  A  devout  jogger — he  still  runs  four 
miles  a  day — he  worked  for  Los  Alamos 
National  Laboratory  and  headed  up  the 
accelerator  physics  department  at  de- 
fense contractor  General  Atomics  be- 
fore starting  saic.  "I  started  it  because 
I  wanted  a  good  place  to  work,  a  place 
where  research  was  the  business,"  he 
says.  Today,  government  contracts  make 


ownership  really  did  it.  Who  has  a  bet- 
ter right  to  own  the  company  than  the 
people  who  make  it  worth  something?" 
A  decade  ago,  to  proselytize  for  equity 
compensation  programs  at  other  com- 
panies, he  launched  the  nonprofit  Foun- 
dation for  Enterprise  Development. 
Lately,  the  foundation  has  been  pro- 
moting employee  ownership  in  Russia 
through  the  privatization  of  state-owned 
companies. 

saic's  compensation  scheme  has  cre- 
ated a  culture  very  different  from  that 
of  its  competitors  in  the  systems  inte- 
gration business,  companies  such  as 
Electronic  Data  Systems  Corp.  and  An- 
dersen Consulting  that  have  hierarchical 
structures.  Instead,  saic  is  made  up  of 
more  than  400  independent  operations, 
each  with  its  own  business  plan.  "Bob's 
strategy  has  worked  remarkably  well," 


says  a  former  executive.  "He  hires  ti 
ented  people,  gives  them  a  little  sei 
money  and  their  own  [profit  and  lo 
center],  and  lets  them  focus  on  buildii 
their  own  small  business."  For  instanc 
a  health-care  automation  business,  stai 
ed  in  the  mid-1980s  by  two  manager 
now  has  sales  of  over  $200  million.  On 
a  business  takes  off,  its  founders  a 
rewarded  with  stock  in  saic. 
COASTAL  DEFENSE.  If  there  is  anoth 
cause  Beyster  is  as  enthusiastic  aboi 
it's  sailing.  He  pilots  the  54-foot  Bh 
Moon,  designed  with  the  help  of  saic 
computer-simulation  and  fluid-dynami 
software.  That  interest  got  the  compai 
involved  as  a  sponsor  and  technolog 
provider  for  every  America's  Cup  car 
paign  since  1983,  when  the  U.  S.  for  tl 
first  time  lost  the  prestigious  yacht  rac 
"Some  of  us  thought  we  lost  becaus 

J.  ROBERT  BEYSTER 

Founder  and  chairman,  Science 
Applications  International  Corp. 

AGE  72 

EDUCATION  University  of 
Michigan  BSE,  engineering  and 
physics,  1945;  PhD,  nuclear 
physics,  1950 

INTERESTS  In  1986,  established 
the  nonprofit  Foundation  for 
Enterprise  Development  to  promote 
employee  ownership;  now  promotes 
entrepreneurship  in  Russia  and 
developing  countries.  Jogger  and 
avid  sailor,  he  owns  a  54-foot  sail- 
boat; SAIC  has  actively  supported 
the  design  of  America's  Cup  chal- 
lengers and  defenders  since  1983 


DATA:  BUSINESS  WEEK 

America  had  lost  its  technological  edg 
so  we  volunteered  to  help,"  he  say 
saic  is  now  working  on  AmericaOne, 
U.  S.  challenger  for  the  next  race,  i 
Auckland,  New  Zealand,  in  2000. 

Such  projects  have  led  to  ever  mor 
contracts,  including  ones  to  develop  fi; 
panel  displays  and  other  gear  for  For 
Motor  Co.  To  further  reduce  dependenc 
on  the  military,  saic  last  year  took 
45%  interest  in  telecommunications  ver 
tures  with  France  Telecom  an 
Deutsche  Telekom  and  bought  Networ 
Solutions,  the  company  that  administer 
site  names  on  the  Internet  for  the  Nj 
tional  Science  Foundation.  "We're  tryin 
to  get  into  new  and  important  area 
that  provide  opportunities  for  our  pec 
pie,"  Beyster  says.  So  far,  that  ha 
proved  a  winning  formula. 

By  Larry  Armstrong  in  Los  Angele 
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Point,  click,  ship, 

i :  ■     ■  ■ 

track,  confirm  rates, 

arepare  export  documents, 

check  sales  in  Europe, 

nanage  accounts  receivable, 

reorder  inventory 

ore-program  customer  orders,  etc. ..etc. ..etc... 


Now,  manage  your  businessn 
as  well  as  your  shipments^ 
with  the  touch  of  a  button] 


[f  it  seems  like  more  information  than  you've  ever  asked  from 
/our  shipping  department,  well  that's  exactly  the  point.  Intro- 
ducing UPS  OnLine."  Powerful  software  to  help  you  manage 
lot  only  your  shipments,  but  your  business  as  well.  From  track- 
ing shipping  activity  by  department  to  tracking  product  sales 
3y  market.  From  monitoring  inventory  to  managing  costs  and 
:ash  flow.  The  truth  is,  to  keep  pace  in  business  you're  going 
to  need  more  and  better  information  instantly  at  your  fingertips. 
Because  these  days,  if  you  have  to  take  the  time 
to  look  for  it  anywhere  else,  it's  probably  too  late. 
For  more  information  call  1-800-PICK-UPS,  or 
look  for  us  on  the  Internet  at  http://www.ups.com. 

MOVING  at  the  SPEED  of  BUSINESS. 


Certain  qualification  requireinents  apply. 
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TELEVISION 


DISCOVERY'S  AGE 
OF  EXPLORATION 

The  cable  programmer  sails  to 
the  Net  and  digital  channels 

John  S.  Hendricks  loves  the  wild  life. 
With  Discovery  Communications  Inc., 
the  cable  programmer  he  founded  in 
1985  and  still  heads,  he  has  built  one  of 
the  hottest  brands  in  cable  TV.  Now  he's 
pushing  Discovery  into  new  frontiers, 
exploring  digital  cable  TV,  feature  films, 
cyberspace,  and  even  retailing. 

On  Oct.  20,  Discovery  will  unveil  four 
new  digital  channels  focusing  on  kids, 
history,  science,  and  travel  and  living. 
That's  on  top  of  the  Discovery  Channel, 
broadcast  to  69  million  U.  S.  households 
and  an  additional  30  million  internation- 
ally. The  Learning  Channel,  and  Animal 
Planet,  a  wildlife  channel  launched  last 
June.  Sources  familiar  with  the  talks 
say  Hendricks  is  also  close  to  a  deal 
with  the  British  Broadcasting  Corp.  to 
create  new  highbrow  channels  for  for- 
eign markets  and  possibly  the  U.  S. 


Hendricks  also  is  look- 
ing beyond  the  small 
screen.  On  Sept.  27,  Dis- 
covery premieres  its  first 
feature  film,  The  Leopard 
Son,  which  stars  a  real 
leopard  cub  in  the 
Serengeti.  Meanwhile,  it 
is  still  digesting  its  April 
acquisition  of  113  Nature 
Company  stores,  which  it 
may  convert  to  Discov- 
ery Channel  stores.  And 
the  company  has  plowed 
$8  million  into  a  Web 
site,  which  allows  cybernauts  to  follow 
events  such  as  the  recent  Titanic  re- 
search expedition. 

UPSCALE  RIVALS.  Gutsy  moves,  to  be 
sure.  The  ad-supported  Web  site  is  ex- 
pected to  lose  money  for  at  least  five 
years.  And  the  retailing  foray  will  re- 
quire new  skills.  If  Discovery  stumbles, 
it  "can  hurt  the  brand,"  warns  Ira 
Kalish,  an  economist  with  Management 
Horizons. 

Discovery's  digital-cable  ambitions, 
moreover,  depend  largely  on  the  roll- 
out of  new^  digital  cable  boxes  with  their 
massive  new  channel  capacity.  The  Yan- 
kee Group,  a  research  firm,  predicts 
only  3  million  households  will  have  such 


I  NEW  FRONTIER^ 
I?  Hendricks  can  coun 
|  on  strong  allies  and 
'  familiar  brand  namer 

gear  by  the  end  of  199l 
And  Hendricks  will  ha\| 
plenty  of  competitio] 
from  the  likes  of  A&| 
Television  Networks 
National  Geographj 
Television,  as  well 
feisty  startups. 

Still,  Discovery  hi 
plenty  of  advantages.  Its  channels 
share  content,  keeping  costs  down.  Hei] 
dricks  also  has  strong  allies  at  Liber 
Media  Corp.,  Tele-Communications  IncJ 
programming  arm,  and  at  Cox  CommiJ 
nications  Inc.  Liberty  and  Cox  ha\ 
stakes  of  49%  and  25%,  respectively,  il 
Discovery.  Strong  name  recognitiol 
doesn't  hurt,  either.  That  and  savvl 
programming  helped  Discovery  rake  i| 
some  $464  million  in  revenues  last  yea 
Now,  the  race  is  on  to  get  Discover 
programming  out  there  as  quickly 
possible.  Says  Hendricks:  "If  there] 
shelf  space  out  there,  we  want  to  clahj 
it."  Spoken  like  a  true  explorer. 

By  Amy  Barrett  in  Bethesda,  M 


WASHINGTON 

GRAND  NIKE 
NATIONAL  PARK? 

Companies  may  soon  be  able 
to  sponsor  natural  wonders 

Next  time  you  see  a  poster  of  a 
panoramic  scene  at  Yosemite  or 
Yellowstone,  look  closely  and  you 
may  find  "Proudly  sponsored  by  Nike" 
(or  "Kellogg's,"  or  "Miller  Lite")  some- 
where in  the  fine  print.  An  unlikely  bi- 
partisan alliance  has  suddenly  pushed 
the  idea  of  corporate  sponsorship  of  na- 
tional parks  front  and  center  on  the  po- 


litical agenda.  Both  environmental  cham- 
pion Interior  Secretary  Bruce  Babbitt 
and  Senator  Frank  H.  "Mr.  Clear-cut" 
Murkowski  (R-Alaska)  back  the  notion. 
On  Sept.  25,  Murkowski  included  it  in  a 
catchall  National  Parks  bill  with  a  fair 
chance  of  passing  Congress. 

Why  is  this  idea  suddenly  so  popular? 
Companies,  which  would  pay  up  to  $10 
million  a  year  each  for  the  right  to  ad- 
vertise that  they're  the  sponsors  of  the 
national  parks,  love  it.  Plus,  notes  Bab- 
bitt, "our  national  park  system  is  des- 
perately in  need  of  money."  Sponsor- 
ships would  raise  $120  million  a 
year — which  helps  a  lot  in  dosing  the 
nation's  $4  billion  backlog  for  routine 
park  and  monument  maintenance. 

Predictably,  the  idea  has  conserva- 
tionists in  a  lather.  It  has  been  lam- 


pooned by  Garry  Trudeau's  Doonesbu 
comic  strip  and  lambasted  by  major  e 
vironmental  groups.  Their  fear:  This 
the  first  step  towrard  desecration  of  n 
tional  treasures.  And  the  Interior  Dep 
would  be  accepting  cash  from  compani 
while  policing  their  compliance  with  e 
vironmental  regulations.  "It  presents  s 
rious  conflicts,"  huffs  Greg  Wetstone 
the  Natural  Resources  Defense  Counc 
NO  BILLBOARDS.  Supporters  conten 
there  are  safeguards  against  ove 
commercialization.  Companies'  name 
wouldn't  even  appear  within  the  par 
All  sponsors  would  get  is  the  right 
trumpet  their  generosity. 

President  Clinton  may  veto  the  plaJ 
anyway  because  it  is  included  in  a  bil 
that  would  also  ease  logging  restriction! 


Ala 


THIS  IS  ROLAND 

ucm  C7\J  AT 


•-and  n 


IGNORING  TH£iR  PLUMMSTIN& 
APPROVAL  RATINGS,  OOP 
U&SLATOPS  HAVE  BE£AI  QUl- 
ETIY IN7K0PUC/N6  A  N&UACT 
THAT  LUMP  COM'sie&lAUZe 
OUR  NATIONAL  PARK  SYSTEM.. 


KNOWN  AS  $  HOl/HR  i»!9,  TH£ 
ACT  WOULD  AUTHORIZE  THE  COR- 
PORATE SPONSORSHIP  OF  OUR 
NATION''?  NATURAL  TREASURES 
INDUSTRY  LEAD6RS  ARE-  CUR- 
RENTLY BEING  BRIEFED. 


;kan  lands.  But  The  Nation 
al  Park  Service  support] 
the  idea,  and  the  issu 
won't  die  even  if  the  cur 
rent  plan  fizzles,  pledge: 
Jim  Maddy,  head  of  thi 
nonprofit  National  Pari 
Foundation,  wrhich  woulc 
administer  the  program.  I 
could  give  new  cache  to  ok 
beer  slogan,  "From  th 
land  of  sky-blue  wraters." 

By  Mary  Beth  Regai 
in  Wash) iii)tim 
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IBM 

Software 
Semers 
solution 
No.l 

of  a  series 


IBM 

Software 
Servers 
solution 
No.  5 

of  a  series 


Build  a  Website  for 
your  business  without 
hiring  you  r  nephew. 

Establish  your  presence  on  the  Web  with 
the  help  of  Lotus  Notes?  It  lets  you 
set  up  and  maintain  a  home  page  and 
distribute  information  easily.  So  your 
customers  and  employees  can  use  the 
Net  to  communicate  anytime,  anywhere. 


Improve  customer  service 
by  providing  your 
employees  the  right  tools. 

IBM  Software  Servers  can  help  your 
staff  communicate  more  effectively  with 
customers.  For  example,  a  simple  credit 
card  inquiry  can  be  resolved  instantly 
with  up-to-the-minute  answers,  even 
on  the  intranet.  And  timely  answers 
reduce  overall  operating  costs. 


HIM 

Software 
Sellers 
solution 
No.  2 

of  a  series 


Get  your  people  to  work 
together  even  if  they're 
spread  across  the  world. 

Now  your  employees  working  in  virtual 
environments  can  collaborate  online, 
so  decisions  can  be  made  more  quickly. 
Lotus  Notes  provides  a  central  access 
point  to  facilitate  the  collaborative  pro- 
cess. And  the  faster  you  get  to  market, 
the  faster  your  sales  will  increase. 


Its  easier  to  solve 
business  problems 
when  youve  got  a 
number  of  options. 

Taking  advantage  of  the  Internet  is  one  of  the  smartest  options 
you  have.  To  find  out  why,  simply  call,  write  or  visit  our  Website 
for  a  free  copy  of  A  Guide  to  Business  on  the  Internet. 

Q  Call  1  800  IBM-2468,  ext.  GEI40 

Visit  us  on  the  Web  at  www.software.ibm.com/info/sn  1/ 

Or  fill  out  this  coupon  and  mail  it  to: 

IBM  Corporation,  P.O.  Box  I  II  Buffalo.  ^:)  14207-9896 

Please  indicate  how  you'd  like  to  receive  your  complimentary  guide. 

□  16-page  booklet       □  3.5"  diskette        □  CD-ROM  also  packed  with 

other  valuable  information 

Name  

Company  [Name  

Telephone  L  L  

Address  

( :u\  State   rip  -  —  ~Ei  Er 
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Solutions  for  a  small  planet " 


1 


J. 


In  Business  This  Week 


II 


EDITED  BY  KESTB  HAMMONDS 


HE ADLINER:  MADONNA 


DON'T  CRY  FOR  ME,  MICHAEL  EISNER 


How  to  market  the  sort  of 
movie  no  one  wants  to  see 
anymore,  with  a  star  who's 
box-office  poison?  Call  it  a 
major  event  and  see  who 
shows  up.  That's  Walt  Dis- 
ney's plan  for  Evita,  set  to 
open  Dec.  25.  Filmgoers 
have  forsaken  musicals,  and 
co-star  Madonna  has  been 
in  one  bomb  after  another. 
So  in  full-page  ads,  Disney 
has  begun  trumpeting  ad- 
vance sales  for 
the  L.A.  and 
New  York 
premieres. 
Disney 


routinely  uses  the  ploy  for  I 
animated  features.  But  ad- 1 
vance  sales  are  an  untried  I 
tactic  for  live-action  films. 
And  Evita,  which  bounced  I 
around  Hollywood  for  yearJ 
before  finding  a  producer  in 
Andy  Vajna  and  his  Cinergi 
Productions,  iJ 
an  especially  I 
risky  project! 
Industry 
insiders  say 
the  film  hits  all  I 
the  right  notes, 
and  publicists  navel 
put  the  pregnant  | 
Madonna  on  eight  I 
magazine  covers. 
But  will  the  hype 
give  Evita  enough 
kick  when  it  expands  to  j 
more  than  2,000  theaters 
V  on  Jan.  10?  Don't  cry  yet.  | 
By  Rovald  Groven 


THE  SEC  FRIES 
A  POULTRY  CZAR 

CHICKEN   KINC   DON  TYSON 

got  his  neck  caught  in  the 
sec's  wringer.  On  Sept.  23,  the 
Securities  &  Exchange  Com- 
mission slapped  Tyson  and  a 
fishing  buddy  with  an  insid- 
er-trading suit.  Its  charge: 
Tyson,  former  chairman  of 
Arkansas-based  Tyson  Foods, 
slipped  information  about  a 
pending  acquisition  to  Fred- 
erick Cameron,  a  California 
rancher.  Cameron  bought 
9,000  shares  of  Arctic  Alaska 
Fisheries  Corp.  after  getting 
the  tip,  the  sec  alleges,  and 
reaped  a  $46,000  profit  after 
Tyson's  announced  buyout  of 
Arctic  in  June,  1992.  Tyson 
and  Cameron  settled  the  suit 
without  admitting  guilt,  both 
paying    fines    of  $46,125. 


CLOSING  BELL 


HELLO,  MR.  CHIPS 

Wall  Street  gave  chip  stocks 
a  thumbs-up  on  Sept.  24 
after  Micron  Technology 
reported  higher  dram  prices 
and  Montgomery  Securities 
issued  a  buy  signal  for  Texas 
Instruments.  Tl  stock  jumped 
10%,  to  bVA.  The  gain  is 
justified  by  new  products, 
and  most  analysts  say  the 
industry  has  bottomed  out. 
But  In-Stat  analyst  Alan 
Niebel  says  chipmaker  rev- 
enues in  1997  won't  quite 
match  '95  levels,  dram  sales 
won't  bounce  back  until 
1998,  says  Robertson 
Stephens'  Daniel  Klesken. 


A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Cameron  also  is  coughing  up 
his  profits  and  interest. 

CHINESE  PIRATES 
PAY  THE  PRICE 

CHINA  FINALLY  MAY  BE  GET- 

ting  serious  about  enforcing 
pacts  with  the  U.  S.  to  clamp 
down  on  intellectual  piracy. 
One  positive  sign  comes  from 
California's  Unify  Corp.,  which 
recently  struck  landmark 
agreements  with  Chinese 
agencies  that  had  been  using 
pirated  versions  of  its  soft- 
ware. Unify  persuaded  state- 
run  Xinhua  News  Agency  to 
hand  over  $1  million  for  li- 
censes, while  Shanghai  Archi- 
tectural Assn.  is  paying  $3 
million  and  the  Ministry  of 
Light  Industry,  $500,000.  The 
breakthrough  could  be  a  mod- 
el for  similar  companies  pro- 
ducing sophisticated  programs. 

BETROTHAL  IN 
THE  OIL  INDUSTRY 

IT  IS  THE  WAY  OF  THE  OIL 

industry  these  days:  The  ma- 
jors are  shedding  refineries, 
and  independents  are  seek- 
ing greater  retail  presence 
for  their  gasoline  products. 
Hence  the  $850  million  merg- 
er of  Diamond  Shamrock  and 
Ultramar,  announced  on  Sept. 
23,  to  create  the  nation's 
fourth-largest  independent  re- 
finer. Ultramar,  with  refiner- 
ies and  retail  outlets  in  Cali- 
fornia and  Quebec,  will 
complement  Diamond  Sham- 
rock's Texas-based  refinery 
operations  and  U.  S.  and 
Canadian  convenience  stores. 


WHEN  WILL  A  FORD 
GET  FORD'S  JOB  1? 

THERE  IS  A  FORD  IN  FORD 
Motor's  future — but  when? 
The  auto  maker's  board  is 
considering  William  Clay  Ford 
Jr.,  39,  as  its  next  chairman, 
say  sources  familiar  with  the 
deliberations.  The  possible  ac- 
tion, first  reported  by  For- 


tune, is  still  a  year  away.  But 
one  scenario  has  the  young 
Ford,  great-grandson  of 
founder  Henry  Ford,  becom- 
ing nonexecutive  chairman  af- 
ter current  Chairman  Alexan- 
der Trotman,  63,  retires  in 
two  or  three  years.  Ford  is 
not  on  staff  at  the  company, 
which  is  why  fast-rising 
Jacques  Nasser,  48,  Ford's 
group  veep  for  product  devel- 
opment, would  nab  the  CEO's 
job.  But  not  all  directors  are 
convinced  that  Ford  and 
Nasser  are  ready  for  such 
vaunted  roles,  say  the  sources. 
One  long  shot:  Executive 
Vice-President  W.  Wayne 
Booker,  62,  could  become 
transitional  chairman  and  CEO. 


SILENCE  OF 
THE  SYMPHONIES 

SOME    SOUR    NOTES  HAVE 

marred  the  fall  music  season. 
In  Philadelphia,  orchestra 
players  have  struck  for  a  23% 
raise  over  three  years.  Man- 


agement is  offering  10.3<M 
which  would  raise  minimum 
starting  pay  to  $83,200  bm 
1999.  The  Atlanta  Sympho tB 
seeks  to  freeze  musicians'  pj 
at  the  $57,720  minimum  bas 
while  strikers  want  5%  year 
hikes.  But  there's  harmony  : 
Portland:  The  Oregon  Syn 
phony  on  Sept.  24  announce 
a  tentative  pact  grantin 
players  a  9.5%  boost  ov( 
four  years.  The  deal  also  pr< 
vides  performance-based  ii 
centives:  Bigger  ticket  sak 
could  yield  bonuses. 

ETCETERA... 

■  Dial  will  take  a  $50  millio 
hit  to  lay  off  250  workers  an 
eliminate  weak  products. 

■  Coca-Cola  will  marke 
Minute  Maid  juice  oversea 
with  Groupe  Danone. 

■  Big  B  asked  shareholder 
to  reject  a  $330  million  ter 
der  offer  from  Revco. 

■  Supercomputer  whiz  Sey 
mour  Cray  was  criticall 
injured  in  a  car  crash. 
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Perk  Perkins, 
President  &  CEO 
The  Orvis  Company 


HE'S  COVERED  IMO 


|OW  DEEP  IT  GETS. 


Fly-fishing  waders  from  Orvis  will  keep  out  the  water.  But  to  protect  its  business  —  including  dozens  of  stores 
and  retail  warehouses,  as  well  as  fishing  and  shooting  schools  and  overseas  manufacturing  sites — Orvis  hooked 
up  with  Chubb.  Given  the  varied  risks  this  sporting  goods  company  might  encounter,  the  insurance  agent  for 
Orvis  worked  with  Chubb  to  develop  property  and  liability  coverage  broad  enough  to  cover  the  company  any- 
where in  the  world.  As  one  of  the  leading  business  insurers,  Chubb  has  nearly  115  years  of  experience  —  along 
with  the  highest  ratings  for  financial  strength  —  to  help  keep  businesses,  large  and  small,  from  getting  soaked. 
To  see  how  your  independent  agent  or  broker  can  work  with  Chubb  to  help  your  business,  call  1-800-36  CHUBB. 


You  can  also  visit  our  web  site  at  http://www.chubb.com. 


INSURE 
YOUR  WORLD 
WITH  CHUBB 


CHUBB 


For  promotional  purposes,  Chubb  refers  to  member  insurers  of  the  Chubb  Group  of  Insurance  Companies  underwriting  coverage.  The  precise  coverage  offeree!  is  subject  u  >  the  ierm$;>: 
conditions  and  exclusions  of  the  policies  as  issued.  Coverage  may  not  be  available  in  all  jurisdiction.-..  Chubb  G roup  ot  Insurance  Companies,  Box  161 5,  Warren,  N|  07061  -1615.  ' 


Companies,  Box  1615,  \X 


st  be 


Everythin 

ered  to  perfection.  Nothing 
must  be  left  to  chance. 


Yayathiban  a/I  Karuppen,  Engim 
Penang,  Mali 


We  already  pay  attention  to  detail.  We 

Iffi'iUggj|j|jPBB     want  to  make  sure  that  everything 
*  IflES     carrying  the  Philips  name  means  quality. 

I  am  an  engineer  in  the  Material  Quality 
!ios  Audio,  Penang. 

I  ensure  that  products  pass  stringent  tests  before  they  reach  your 
hands.  In  fact,  even  when  they  were  just  ideas  these  products  had  to 
pay;      i  'in  tests.  If  they  fail  to  meet  our  requirements,  we  just  keep 

trying  ur»t;t  we  get  them  right. 


Assurance  deoartment  of 


PHILIP 


Washington  Outlook 


DITED  BY  OWEN  ULLMANN 


SLINTON  S  FAT  LEAD 

COULD  BE  A  LOSER  FOR  THE  DEMOCRATS 

$150,000  four  years  ago.  A  major  theme:  The  GOP  Congress 
wants  to  cut  benefits  to  legal  immigrants  and  let  states  deny 
education  to  children  of  illegal  workers. 

To  spur  turnout  among  blacks,  the  Democrats'  most  loyal 
constituency,  the  dnc  is  stressing  Clinton's  support  for  affir- 
mative action,  a  higher  minimum  wage,  and  anticrime  mea- 
sures. That  may  persuade  more  blacks  to  vote  for  the  Pres- 
ident, but  many  traditionally  go  home  without  voting  in  their 
congressional  race.  "We  have  a  lot  of  work  to  do  to  get  peo- 
ple to  vote  down  the  ticket,"  concedes  Dem- 
ocratic pollster  Ron  Lester.  So  African- 
American  activists  will  emphasize  that 
Democratic  recapture  of  the  House  would 
catapult  blacks  to  powerful  committee  chair- 
manships: New  York's  Charles  B.  Rangel  at 
Ways  &  Means,  Michigan's  John  Conyers 
Jr.  at  Judiciary,  California's  Ronald  V.  Del- 
lums  at  National  Security,  and  Missouri's 
William  L.  Clay  at  Economic  &  Educational 
Opportunities. 

Another  big  target  will  be  the  14  million 
working  women  without  college  degrees  who 
voted  in  '92  but  stayed  home  in  1994.  By 
nearly  2  to  1,  they  back  Clinton  over  Dole 
and  prefer  a  Democratic  Congress,  according 
to  polls.  "When  they  came  out  in  droves  in 
1992,  we  won,  and  when  they  stayed  home 
we  lost,"  says  Mary  Beth  Cahill,  executive 


With  President  Clinton  riding  high  in  the  polls,  you'd  ex- 
pect Democratic  activists  to  be  ecstatic  about  the 
chances  for  recapturing  Congress.  Instead,  party  offi- 
ials  are  sweating.  Why?  Explains  David  M.  Katz,  head  of  the 
)emocrats'  Pennsylvania  campaign  organization:  "We  fear 
hat  our  base  and  swing  voters  see  the  election  [as]  over  and 
ron't  come  out." 

That's  less  a  concern  for  Clinton,  who  holds  a  fat  lead 
ver  Republican  Bob  Dole,  than  for  Democratic  House  and 
.enate  candidates.  They're  locked  in  a  tight 
attle  for  control  of  Capitol  Hill  and  need 
very  vote  they  can  find.  So  the  Democrat- 
!  National  Committee  is  stepping  up  such 
rassroots  activities  as  door-to-door  can- 
assing  and  targeted  telephone  solicitations 
j  boost  turnout  among  the  faithful,  espe- 
ially  Hispanics,  blacks,  and  women.  And 
he  dnc  is  getting  late  help  from  Clinton, 
rho  has  begun  stumping  for  Hill  candidates 
nd  has  directed  his  campaign  to  raise  $8 
lillion  for  their  election  drives. 
OW  INTEREST.  There's  evidence  that  inter- 
st  among  registered  Democrats — who  his- 
mcally  vote  less  often  than  Republicans — 
!  low.  According  to  a  September  survey 
y  the  Pew  Research  Center  for  the  People 
:  the  Press,  46%  of  Democrats  had  given  ~ 
ttle  or  no  thought  to  the  Presidential  election,  up  from  26% 
l  1992.  The  ebbing  of  interest  among  Republicans  is  less  dra- 
latic:  39%  weren't  paying  much  attention  vs.  29%  in  1992. 

To  reenergize  its  core  supporters,  the  dnc  launched  an 
arly  get-out-the-vote  drive  using  a  computer  database  that 
lentifies  registered  voters  most  likely  to  respond  to  telephone 
ppeals.  The  dnc  is  also  directing  a  media  blitz  at  Hispanics 
nd  blacks,  hoping  to  boost  their  turnout  from  under  55%  in 
)2  to  over  60%.  The  party  plans  to  spend  $1  million  on  TV, 
adio,  and  print  ads  in  Hispanic  media  outlets  alone,  up  from 


CAPITAL  WRAPUP 


JERSEY  CITY:  Grassroots  efforts 


in  droves  in  1994, 
director  of  Emily's  List,  a  fund-raising  group  for  Democratic- 
women  candidates  that  is  spending  $3  million  to  reach  these 
"drop  off  voters.  "Turnout  is  critical." 

Of  course,  Republicans  have  their  own  turnout  worries: 
With  Dole's  chances  for  victory  looking  grim,  gop  foot  soldiers 
may  stay  home.  But  if  the  Democratic  base  doesn't  show  up  at 
the  polls  for  the  opposite  reason — Clinton  appears  a  sure  win- 
ner— Republicans  will  yet  cling  to  power  in  Congress. 

By  Susan  B.  Garland 


STEALTH  SPENDING  CUTS 

►  Bob  Dole's  advisers  are  split  over 
whether  the  gop  Presidential  nominee 
should  provide  details  on  how  he 
would  balance  the  budget  and  still 
finance  his  $548  billion  tax  cut.  Econo- 
mists such  as  Nobel  Laureate  and 
business  week  columnist  Gary  S. 
Becker  want  Dole  to  do  so.  But  influ- 
ential gop  governors  such  as  Michi- 
gan's John  Engler  flatly  oppose  the 
idea.  "I  wouldn't  try  to  get  into  all  the 
specifics,"  says  Engler.  "We'd  have 
weeks  of  victim  stories." 


BAYOU  BRAINSTORMING 

►  Savvy  strategy  may  help  the  GOP 
seize  a  Senate  seat  in  Louisiana. 
Democrats  were  expected  to  win  the 
top  two  spots  in  the  Sept.  21  open  pri- 
mary, assuring  a  Democrat  successor 
to  retiring  J.  Bennett  Johnston.  But 
gop  leaders  aimed  attack  ads  at  the 
more  moderate  Democrat  and  united 
behind  the  strongest  Republican,  con- 
servative Woody  Jenkins.  The  result: 
Jenkins  made  the  runoff  and  will  face 
ex-State  Treasurer  Mary  Landrieu,  a 
liberal  Democrat,  in  November. 


ANOTHER  TERM  FOR  THE  TEAM? 

►  Despite  persistent  rumors  of  a 
shakeup  of  the  President's  foreign  pol- 
icy team,  the  group  shows  no  signs  of 
splitting  up  soon.  Clintonites  say  Sec- 
retary of  State  Warren  M.  Christo- 
pher, widely  expected  to  depart  by 
yearend,  wants  to  serve  in  a  second 
term.  So  does  his  deputy,  Strobe  Tal- 
bott;  National  Security  Adviser  W. 
Anthony  Lake  and  his  deputy,  Samuel 
R.  Berger;  and  U.N.  Ambassador 
Madeleine  K.  Albright,  a  candidate  to 
replace  Christopher. 
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EUROPE 


OLD  WORLD, 
NEW  INVESTMENT 


U.S.  companies  are  plowing  billions  into  Europe-and  shaking  up  its  business  practices 


As  he  sits  in  his  new  Brussels  of- 
fice, where  workmen  stomp  about 
installing  flooring,  Timothy  Adams 
hardly  seems  a  symbol  of  triumph. 
But  to  influential  Europeans,  the  presi- 
dent of  Chrysler  Europe  is  just  that. 
They  see  the  U.  S.  carmaker's  27%  an- 
nual sales  growth  in  Europe  in  the  past 
seven  years  as  proof  of  a  new  Ameri- 
can mind-set  in  the  Old  World.  Com- 
pared with  European  carmakers,  says 
Deutsche  Bank  director  Rolf  E.  Breuer, 
"Chrysler  is  pure  productivity  and  earn- 
ings. God  bless  the  management." 

Eighteen  years  ago,  Chrysler  crashed 
and  burned  in  Europe  and  fled  back 
across  the  Atlantic.  Now  the  company 
is  part  of  a  big  U.  S.  investment  push 
into  Europe.  After  years  of  productivity 
gains  at  home,  U.  S.  companies  are  tar- 
geting Europe  as  a  prime  zone  they  can 
exploit.  The  U.  S.  companies  are  coming 
in  droves — with  new  products,  technolo- 
gies, and  management  techniques.  Their 
audacious  tactics  are  spurring  Europe's 
own  industrial  shakeup. 

Billions  are  riding  on  this  new  bet  on 
Europe.  Over  the  past  five  years,  Amer- 
ican companies  have  plowed  some  $150 
billion  into  Europe,  boosting  America's 
total  investment  in  manufacturing  and 
services  to  $364  billion  (chart).  U.  S.  di- 
rect investment  in  Europe  leaped  17% 
last  year,  edging  out  the  16%  jump  in 
Asia,  according  to  the  U.  S.  Commerce 
Dept.  A  flurry  of  recent  deals  challenges 
the  conventional  wisdom  that  U.  S.  in- 
vestors prize  Asia's  growing  economies 
over  the  giant  European  Union  market. 
NEW  WAVE.  This  surge  of  investment  is 
different  from  previous  U.  S.  spending 
sprees.  In  the  1960s,  U.  S.  multinationals 
put  down  big  markers  in  individual  coun- 
tries, prompting  Europeans  to  call  for 
"national  champions"  to  fight  the  Ameri- 
can challenge.  In  the  late  1980s,  U.S. 
companies  spent  billions  to  get  on  the 
inside  of  a  new  "Fortress  Europe."  The 
aim  was  to  take  advantage  of  economies 
of  scale  offered  by  the  single  market. 

The  '90s  wave  of  investment  is  based 
on  new  assumptions.  As  global  competi- 


tion  has  increased,  Europe's  business  cli- 
mate has  become  more  like  that  of  the 
U.  S. — deregulated,  with  price  fights  and 
a  premium  on  service.  That  plays  into 
the  hands  of  U.  S.  companies  in  areas 
such  as  finance,  retailing,  and  technology. 
"It's  not  the  Americanization  in  the  1950s 
and  '60s  when  we  all  drank  Coke,"  says 
Martin  W.  Hufner,  chief  economist  at 
Bayerische  Vereinsbank.  "What  we  as- 
sociate with  America  now  is  they've  done 


lots  of  things  wi 
had  in  mind  bu 
we  didn't  do,  an 
we  need  to  d 
them  now." 
Indeed,  not  onl 
are  Americans  pro: 
iting,  but  they  an 
also  becoming  Europe'! 
agents  of  change.  Wit: 
their  reengineered  plants  and  efficien 
use  of  capital,  U.  S.  companies  are 
prompting  Europeans  to  take  a  hard  lool 
at  their  rigid  labor  rules  and  obstacles  t< 
growth.  In  a  big  shift,  many  Europeai 
companies  are  embracing  the  U.  S.  busi 
ness  model  as  perhaps  the  only  remain 
ing  path  to  profits  and  job  creation. 

To  be  sure,  this  Americanization  o 
Europe's  workplace  doesn't  sit  well  wit! 
some  hard-nosed  labor  leaders.  "Th< 
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Vench  won't  accept  to  be  managed  in  an 
mglo-Saxon  manner,"  says  Marc  Blondel, 
ead  of  France's  Force  Ouvriere  union. 
Jevertheless,  the  momentum  for  change 
ill  only  rise  as  governments  continue  to 
eregulate  industries  and  privatize  state 
ompanies.  By  the  decade's  end,  esti- 
lates  Morgan  Stanley  &  Co.,  privatiza- 
ions  will  exceed  $300  billion  in  the  eu. 
PING  GAP.  Competition  in  telecommu- 
ications  is  one  arena  where  the  U.  S.  is 
laking  inroads.  When  Germany  and 
Iritain  began  dismantling  state-run  mo- 
opolies  and  opening  up  mobile,  satel- 
te,  and  data  services  in  the  early  1990s, 
he  U.  S.  Baby  Bells  jumped  into  the 
breach.  AirTouch  Communications, 
BellSouth,  and  Ameri- 
tech,  in  partnerships 
with  local  compa- 
nies, have  shaped 

(lit) HI  ^ne  celm'ar_ph°ne 

II'  j&v  landscape  in 

Europe.  Now, 
they're  be- 
ginning to 


delivery  services  in  Eu- 
rope— part  of  $1.1  bil- 
lion in  new  investment. 
"We're  bringing  U.  S.- 
style  service  to  Eu- 
rope," declares  Edwin 
Reitman,  president  of 
ups  Europe.  The  com- 
pany is  expanding  there 
even  though  it  lost  $500 
million  in  two  years  be- 
cause it  sees  the  Euro- 
pean Union  as  key  to 
its  global  network. 

In  financial  services, 
U.  S.  companies  are  eye- 
ing millions  of  households  poorly  served 
by  Europe's  banks,  insurance  companies, 
and  brokerages.  They  remain  character- 
ized by  high  fees  and  low  returns.  Fi- 
delity Investments  saw  its  business  in 
Eiu'ope  grow  20%  for  the  first  half  of 
1996.  To  expand  its  growing  leasing  and 
consumer  finance  services,  GE  Capital 
Services  paid  $1.5  billion  for  French  spe- 
cialty lender  Sovac  last  year. 

Meanwhile,  some  of  America's  best- 
known  retailers  have  been  pleas- 
ing European  consumers  by  of- 
fering better  prices  and  choice. 
I  Procter  &  Gamble  Co.  has  im- 
.  ported  its  strategy  of  "every- 
day low  pricing"  designed  to 
grab  market  share  for  its  prod- 
ucts. In  response  to  p&g's  10% 
price  cuts  on  liquid  dishwash- 
ing products,  supermarkets  such 
as  Britain's  J.  Sainsbury  PLC 
slashed  their  prices   on  house 
brands. 

Then  there's  Gap  Inc.  The  clothing 
retailer  has  opened  72  European  stores 
since  1987  and  will  open  six  more  this 


The  new  Europe- 
deregulated,  with 
price  fights  and 
an  emphasis  on 
service-is  a  perfect 
playing  field  for 
U.S.  companies 


pean  companies. 
They  have  won  con- 
cessions from  many 
unions  as  they  have 
put  in  place  produc- 
tion schemes  that 
have  worked  in  the 
U.  S.  So  while  labor 
laws  remain  tough 
on  the  books,  Eu- 
rope's social  contract 
is  being  modified. 

At  an  industrial 
park  just  beyond 
Versailles,  General 
Electric  Co.  has 
transformed  a  quintessential  French  op- 
eration into  a  global  player.  When  GE 
bought  the  plant,  which  produces  X-ray 
machines,  from  France's  Thomson  in 
1987,  it  was  losing  money  and  selling 
75%  of  its  output  at  home.  GE  stream- 
lined the  management,  made  the  unit 
the  worldwide  center  for  its  X-ray  prod- 
ucts, and  persuaded  marketing  staff  and 
engineers  to  work  together. 
"WAKING  UP."  Now  the  unit  exports  82% 
of  its  output.  Altogether  in  Europe,  GE 
earned  $1  billion  on  $14  billion  in  sales 
last  year.  Its  experience  holds  lessons 
for  all  of  Corporate  Europe.  Says 
Stephane  Garelli,  a  professor  at  the  In- 
stitute for  Management  Development  in 
Lausanne:  "U.S.  companies  are  putting 
pressure  on  European  companies,  and 
they  are  suddenly  waking  up." 

That  awakening  represents  just  the 
initial  step  in  Europe's  process  of  corpo- 
rate renewal.  Governments  must  also  cut 
state  spending,  speed  up  deregulation, 
streamline  taxes,  and  push  for  greater 
productivity.  Even  so,  some  business 
leaders  believe  that  thev  can  follow  their 


Sm-jm'se — Asia  is  hot, 
hut,  Europe  still  attracts 
the  biggest  ' share  of  U.S. 
outlays 
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?am  up  with  sluggish  monopolies, 
jneritech  Corp.  led  a  consortium  that  in 
'ecember  won  49.9%  of  Belgacom,  the 
reentry  privatized  Belgian  operator.  The 
I.  S.  company  is  taking  on  the  dirty 
rork  of  restructuring  one  of  Europe's 
lost  overpriced  phone  companies. 

Other  U.  S.  companies  are  boosting 
ompetition  with  postal  services  across 
le  continent.  United  Parcel  Service  Inc. 
scently  unveiled  its  improved  overnight 


year.  By  using  U.  S.  methods  of  tracking 
inventories,  Gap  can  feed  new  designs 
into  stores  three  times  as  fast  as  Euro- 
pean retailers.  That's  pressuring  them 
to  improve  their  store  designs,  product 
mix,  and  advertising.  One  French  retail- 
er, Celio,  is  installing  new  lighting  and 
floors  similar  to  Gap's. 

One  of  the  biggest  spurs  to  U.  S.  in- 
vestment has  been  the  freer  hand  Amer- 
icans are  gaining  to  reengineer  Euro- 


U.  S.  rivals  and  whip  their  companies 
into  shape.  "In  five  years,  the  corporate 
elite  of  Europe  will  be  on  a  par  with  the 
corporate  elite  of  the  U.  S.,"  predicts 
Eberhard  von  Korber,  head  of  European 
operations  at  abb  Asea  Brown  Boveri 
Ltd.  That  would  be  a  clear  sign  that  Eu- 
rope's competitive  revival  is  under  way. 

By  Bill  Javetski,  with  Gail  Edmond- 
son,  in  Paris,  William  Echikson  in 
Brussels,  and  bureau  reports 
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BRAZIL 


VW'S  FACTORY 
OF  THE  FUTURE 


Jose  Lopez'  radical  scheme, 
in  which  suppliers  will  do 
much  of  the  assembly,  is 
taking  shape  in  Brazil 

For  nearly  a  decade,  Jose  Ignacio 
Lopez  de  Arriortua  dreamed  of 
sparking  a  new  industrial  revolu- 
tion. The  controversial  auto  exec- 
utive, who  once  exhorted  co-workers  at 
General  Motors  Corp.  to  eat  a  "warrior 
diet"  of  fruits  and  nuts,  tried  in  vain 
to  persuade  cm  to  build  his  super-effi- 
cient factoiy.  Then,  in  1993,  he  defected 
to  Germany's  Volkswagen  to  pursue  the 
same  goal.  On  Nov.  1,  the  55-year-old 
Spaniard  will  finally  see  his  dream  come 
true  in  the  Brazilian  hinterland.  That's 
when  the  first  shiny  new  track  is  sched- 
uled to  roll  out  of  a  one-of-a-kind  plant 
in  Resende,  a  rural  town  in  the  state  of 
Rio  de  Janeiro. 

If  it  succeeds,  Lopez'  brainchild  will 
put  vw  in  the  vanguard  of  radical 
change  roaring  through  the  auto  indus- 
try. From  Stuttgart  to  Detroit,  carmak- 
ers are  racing  to  squeeze  cost  from  fac- 
tories through  ever  closer  partnerships 
with  key  parts  makers.  The  $250  million 
plant  makes  the  biggest  leap  yet:  Seven 
main  suppliers  will  make  components  in 
the  plant  using  their  own  equipment, 
then  then"  own  workers  will  actually  fas- 
ten the  components  together  into  fin- 
ished trucks  and  buses.  The  approach 
may  be  a  blueprint  for  the  new  au- 
tomotive factories  springing  up  all 
over  the  developing  world. 

With  rival  carmakers  watching 
closely,  Lopez  has  refined  his  con- 
cept over  the  past  year.  At  a  pi- 
lot plant  in  Resende,  on  the 
bend  of  a  river. 


suppliers  have  been  building  one  or  two 
tracks  a  day,  working  the  kinks  out  of  a 
production  system  that  within  a  year 
should  be  cranking  out  100  tracks  and 
buses  a  day  on  two  shifts.  Competitors 
want  to  see  if  Lopez  can 
solve  the  huge  problems 
of  coordinating  just- 
in-time    delivery  of 
parts  and  ensuring 
top-notch  quality. 
"You've  got  to  give 
him  credit,"  mar- 
vels a  gm  execu- 
tive. "He  has  really 
pushed  the  needle 
on   this  one." 
Lopez  and  other 
top  vw  executives 
declined  to  be  in- 
terviewed for  this 
story. 

Since  the  late 
1980s,  such  auto 
makers  as  Ford 
Motor    Co.  and 
Chrysler  Corp. 
have  given  suppli- 
ers responsi- 
bility for  com- 
plete modules 
of  parts,  such 
as  brakes  or 
suspension. 
But  in  Lopez' 
system,  hun- 
dreds of  sup- 


pliers are  reduced  to  just  seven  fin; 
assemblers  (table).  Each  is  responsibl 
for  a  single  module. 

German  instrument  mak 
er  vdo  Kienzle,  for  ir 
stance,  will  start  wit 
the  steel  shell  of 
track  cab.  In  a  part  c 


the  Resend 
plant,  marked  oi 
from  other  supplier.' 
workspaces  by  yellov 
lines  on  the  floor.  U 
to  200  vdo  worker 
will  install  everythinj 
from  seats  to  th 
instrument  panels 
Then,  they  wil 
attach  the  finishe 
cab  to  a  chassi 
moving  dow: 
the  assembl; 
ine  through  th 
suppliers'  spaces 
In  a  traditions 
factory,  supplier 
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Bank  of  America 


Private  Debt  Financing 
For  A  Heavy  Equipment 
Credit  Company 

( We  Knew  Exactly  Where  To  Dig) 

The  unique  requirements  of  this  company  made  uncovering  sources 
of  capital  difficult  for  some  financial  institutions.  Our  knowledge  of  the 
institutional  market  enabled  us  to  design  a  customized  private  144A 
medium-term  note  program  that  was  well  received  in  the  market. 
We  use  creative  solutions  to  move  mountains. 


Our  client  had  the  benefit  of  a  team  of 
specialists  in  relationship  management, 
capital  raising  and  distribution. 
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YOUR  PRESENTATION 
WAS  CREATED  DIGITALS, 

EDITED  DIGITALLY. 
STORED  DIGITALLY. 

NOW  THERE'S 
A  DIGITAL  WAY 
TO  PRESENT  IT. 
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DLP 


Introducing  a  revolutionary 


A  TEXAS  INSTRUMENTS  TECHNOLOGY  idea  for  your  state-of- 
the-art  presentation:  a  state-of-the-art  projection 
display.  Digital  Light  Processing'"  (DLPIM)  technology 
created  by  Texas  Instruments. 

This  completely  digital  display  technology  is  made 
possible  by  applying  digital  processing  to  Light.  We  treat 
images  as  digital 
data.  And  reflect 


Plug  your  laptop  into  a  state-of-the-art 
projection  system  with  DLP  technology. 
Then  see  your  presentation  come  to  life. 

Projection  systems  featuring  Digital  Light 
Processing  technology  are  also  portable.  And  easy  to 
use.  (You  won't  need  a  technician  to  set  up  your  sys- 
tem.) But  the  real  beauty  of  Digital  Light  Processing 
technology  is  that  our  advanced  engineers  created 

an  extraordinary 


Netscape  -  (NGS  -  Main} 


them  from  their  orig- 
inal source  (stored 
right  there  on  your 
computer),  directly 
to  the  screen. 

The  result  is  a 
completely  digital 
presentation.  From 
start,  to  finish.  For 
the  first  time  your 
visuals  appear  with 
all  their  vibrant  color 
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DLP  reflects  your  original  images  directly  to  a  screen  of  almost  any  size  with 
true  colors  and  crisp  data  and  video  images. 


new  technology  for 
about  the  price  of 
the  old  one.  Now 
that's  something 
you've  got  to  see. 

Look  for  state- 
of-the-art  projection 
systems,  including 
Davis,  Electrohome, 
InFocus  Systems, 
nView  and  Proxima, 
at  a  dealer  near 
you.  If  you  would 


intact.  PowerPoint9  slides  are  as  sharp  as  35mm  film. 
And  the  screen  is  as  clear  as  a  just-washed  window,  with 
none  of  the  usual  haze.  You  can  actually  see  your  presen- 
tation from  any  viewing  angle.  Even  in  a  well-lit  room. 
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n'  Digital  Light  Processing  and  DLP  are  trademarks  of  Texas  Instruments  Incorporated 
®  PowerPoint  is  a  registered  trademark  of  Microsoft  Corporation. 

Davis.  ElecttDhome.  InFocus  Systems,  nView  and  Proxima  are  registered  trademarks 
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like  to  receive  more  detailed  information,  call 
us  at  1-888-DLP-BY-TI,  ext.  100.  Or  visit  us  at 
lil  t p://www.ti. com/dip  for  an  online  demonstration  of 
TI's  completely  digital  display  technology. 
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Some  variation  on  Lopez'  vision  likely  will  become  the 
model  for  new  car  factories  around  the  world 


deliver  pails  to  the  loading  dock  or  oc- 
casionally to  the  assembly  line,  but  final 
assembly  is  done  by  the  carmaker's  own 
workers.  At  Resende,  improvements  by 
suppliers  in  the  assembly  process  have 
cut  work  hours  in  the  pilot  plant  by 
12%  vs.  a  typical  factory,  says  Roberto 
Bairetti,  vw's  operations  manager  there. 

The  approach  has  other  attractions. 
First,  vw's  capital  investment  drops. 
While  vw  provides  the  building  and  as- 
sembly line  conveyors,  suppliers  put  in 
their  own  tools  and  fixtures.  Instrument 
supplier  vdo,  for  instance,  kicked  in  near- 
ly $10  million  of  the  total  investment  in 
the  factory.  If  sales  of  trucks  and  buses 
run  significantly  below 
tlic  :!0,000  annual  capac- 
ity, all  the  partners  take 
a  hit,  not  just  vw.  Since 
parts  will  arrive  just  an 
hour  or  so  before 
they're  needed,  every- 
one's inventory  costs 
should  plummet.  And 
with  multiple  work- 
forces, it  will  be  harder 
for  unions  to  gain 
strength.  Of  a  total 
1,400  workers  when  the 
factory  reaches  full 
speed,  just  200  will  be 
vw  employees. 

The    truck  models 


a  joint  venture  with  watchmaker  SMH 
Swatch,  plans  a  modular  approach  for 
the  Smart,  a  $10,000  city  car.  The  car,  to 
be  built  in  a  new  factory  in  western 
France  starting  in  late  1997,  is  split  into 
seven  modules.  All  will  be  assembled 
inside  the  plant  by  suppliers.  But  unlike 
vw,  Mercedes  will  handle  final  assembly. 
cm  is  mulling  a  similar  modular  scheme 
for  a  new  plant  in  South  America. 

Some  critics  think  Lopez  is  reaching 
too  far  at  Resende.  How,  they  ask,  can 
a  hodgepodge  of  suppliers  assemble  a 
defect-free  vehicle?  The  risk  is  that  they 
will  focus  on  their  own  module  and  ig- 
nore problems  elsewhere  on  the  vehicle. 


WHO'S  BUILDING 
YW  TRUCKS  IN  BRAZIL 


SUPPLIER 


WHAT  IT  INSTALLS 


ing  from  7  to  35  tons, 
date  from  the  1980s, 
when  they  were  devel- 
oped as  part  of  vw's  now  defunct  joint 
venture  with  Ford,  Autolatina.  But  as 
vw  develops  new  products,  including  a 
new  truck  cab  due  in  1998,  Resende's 
suppliers  will  be  able  to  suggest  de- 
signs that  cut  costs  and  boost  produc- 
tivity even  more.  Such  cooperation  is 
one  key  reason  for  Chrysler's  success 
in  recent  years,  say  industry  experts. 
"You  just  have  more  brains"  tackling 
problems,  says  Dietmar  Straub,  a  vdo 
managing  director. 

hodgepodge,  vw  already  is  experi- 
menting with  modular  assembly  tech- 
niques in  .existing  factories.  Suppliers 
to  its  Mosel  plant  in  eastern  Germany 
are  delivering  complete  modules,  in- 
cluding the  dashboard  and  entire  front 
end.  That  has  slashed  from  30  to  20  the 
number  of  hours  it  takes  to  build  a  Golf 
hatchback.  Other  carmakers  are  heading 
in  the  same  direction.  Mercedes-Benz,  in 
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DATA:  VOLKSWAGEN  00  BRASIL 

"How  do  they  control  the  flow  of  what's 
going  on?"  asks  Ronald  E.  Harbour, 
vice-president  at  Harbour  &  Associates 
Inc.,  a  Troy  (Mich.)  auto  manufacturing 
consultant.  "It  presents  all  kinds  of  new 
challenges." 

One  of  the  biggest  for  both  vw  and 
suppliers  is  the  shift  in  plant  hierarchy, 
requiring  close  teamwork.  In  his  office 
overlooking  the  Resende  pilot  plant 
floor,  Barretti  holds  a  daily  "roundtable 
discussion"  with  the  suppliers,  whom  he 
calls  partners,  "vw  has  to  be  part  of 
the  table,  not  its  owner,"  he  says.  For 
suppliers,  working  closely  with  other 
parts  makers,  some  of  them  rivals,  re- 
quires the  breakdown  of  competitive 
taboos,  says  Fred  Carvalho,  a  Brazilian 
auto  industry  analyst. 

Industry  consultants  say  vw  may  as- 
sign one  of  its  workers  to  each  truck 
and  bus  to  catch  defects  during  final 


assembly.  That  might  work  in  a  lo\ 
volume  truck  plant.  But  it  would  1 
hopelessly  inefficient  in  a  factory  pum 
ing  out  1,000  cars  a  day.  Besides,  qua, 
ty  leaders,  such  as  Toyota  Motor  Corj 
make  each  worker  responsible  f< 
stamping  out  defects,  eliminating  tl 
need  for  such  inspectors. 
POTHOLE.  Resende  is  building  on  lor 
vw  experience  in  Brazil,  where  the  cor 
pany  has  concentrated  all  of  its  produ 
tion  of  heavy  trucks.  Most  of  the  si 
semblers  at  Resende  have  supplied  vl 
in  Brazil  for  years.  Still,  logistics  cou 
become  a  major  pothole  as  vw  tries  ] 
coordinate  the  massive  inflow  of  parts 
suppliers  in  the  plan 
The  task  will  be  con 
plicated  by  the  lack  | 
experience    of  mar 
second-  and  third-tif 
Brazilian  suppliers  will 
the  rigors  of  just-ii 
time  delivery.  Indee 
Ford  is  blaming  suppi 


problems  in  launchir 
its  Fiesta  small  car 
Brazil. 

A  big  wrench  in  tl 
works  could  be  Lope! 
own  legal  troubles.  1 
a  civil  lawsuit  in  tl 
U.S.,  gm  has  charge 
Lopez  and  vw  wit 
stealing  sensitive  traq 
secrets  when  the  exe< 
utive  switched  comp 
nies,  and  it  is  seeking  damages.  On  Oc 
16,  a  U.  S.  District  Court  judge  w 
hear  vw's  motion  to  throw  the  case  oii 
If  that  effort  fails,  Lopez  may  be  di 
tracted  by  preparations  to  defend  hit 
self  from  the  lawsuit. 

In  all  likelihood,  though,  some  vari 
tion  on  Lopez'  Resende  approach  wj 
become  the  model  for  new  car  factors' 
all  around  the  world.  In  Western  Ej 
rope  and  the  U.  S.,  where  the  industi 
faces  overcapacity,  change  will  coir 
slowly  because  new  factories  aren't  nee 
ed,  and  unions  resist  letting  supplier 
into  assembly  plants.  But  in  developir 
markets,  such  as  China  and  Sout 
America,  this  radical  new  way  of  malar 
vehicles  could  quickly  become  the  norr 
Then,  Lopez  will  have  had  his  revolutio 
By  Do  oid  Woodruff  in  Bonn,  wi\\ 
Ian  Katz  in  Resende  and  Keii 
Naught  on  in  Detroit 
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Thflt  little  voice 

that's  been  telling  you 

to  diversify 

Overseas  just  started 


overseas  jusi 

hollering. 


Janus 
Worldwide 
Fund 

One  Year  34.7096 
Three  Year  21.9996 
Five  Year  21.1396 
Life  of  Fund  (s/9i)  20.69% 

Average  Annual  Total  Returns  (or  the  Period  Ended  June  30, 1996 

It's  high  time  to  balance  your  portfolio  with  an 
international  fund.  Basically,  you  have  one  decision  to 
make:  Janus  Worldwide  Fund  (U.S.  and  foreign  stocks) 
or  Janus  Overseas  Fund  (mainly  foreign  stocks). 

They're  both  winners:  Lipper  ranks  Janus 
Worldwide  Fund  #1  out  of  34  global  funds  for  5-year 
performance,  and  Janus  Overseas  Fund  #1  out  of 
296  international  funds  for  performance  over  the 
last  year  (both  periods  ended  June  30, 1996). 

So.  You're  ready  to  go  global.  These  are  the  top  funds  in  their  categories.  Put  off  a 
decision  this  easy  much  longer,  and  your  little  voice  is  liable  to  start  breaking  things. 


Janus 
Overseas 
Fund 

One  Year  35.4896 
Three  Year  N/A 
Five  Year  N/A 
Life  of  Fund  (5m  19.1596 

Average  Annual  Total  Returns  for  the  Period  Ended  June  30, 1996 

Start  to  think  big. 


Gall  1-800-525-8983  ext.  031 


Call  or 

send  for  a  prospectus  containing  more  complete  information,  including  expenses  and 
special  risks  associated  with  foreign  investing  such  as  currency  fluctuations  and  political 
uncertainty.  Please  read  all  the  materials  carefully  before  you  invest  or  send  money. 
Write  to  Janus  Funds,  RO.  Box  173375,  Denver,  CO  80217-3375. 
Or  visit  our  Web  site  at  http://www.JanusFunds.com. 


Lipper  Analytical  Services,  Inc.  rankings  and  fund  performance  figures  are  based  on  total  return,  including 
reinvestment  of  dividends  and  capital  gams  for  the  stated  period.  Lipper  ranked  Janus  Worldwide  Fund  #3 
out  of  142  global  funds  for  the  one-year  period  ended  6/30/96.  Past  performance  does  not  guarantee  future 
results.  Your  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than 
at  purchase.  Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 
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International  Business 


BRITAIN 


FROM  BUCCANEER 
TO  BUILDER 

Ex-bad  boy  Martin  Sorrell  has  WPP's  debt  down  and  stock  up 


M 


artin  ft.  Sorrell  is  in  a  reflective 
mood.  The  chief  executive  of  ad 
I  conglomerate  WPP  Group  seems 
satisfied  over  the  recovery  of  his  com- 
pany, but  he's  not  gloating.  Instead,  he 
is  preaching  the  need  for  piudence  in  an 
industry  he  predicts  is  headed  for  an- 
other wrenching  shakeout.  Says  Sorrell: 
"Having  gone  through  what  we  went 
through  in  I  he  late  \NOs  and  early  '90s 
makes  us  much  more  cautious." 

Anyone  familiar  with  Sorrell's  pi- 
caresque career  would  be  amazed  at 
such  a  statement — and  maybe  even  a 
little  dizzy  with  disbelief.  Is  this  the 
same  Sorrell  who  used  lots  of  gump- 
tion and  other  people's  money  to  take 
over  giant  U.  S.  ad  agencies  J.  Walter 
Thompson  Co.  and  Ogilvy  &  Mather 
Worldwide?  The  same  Sorrell  whose 
empire  almost  collapsed  under  that 
takeover  debt?  The  man  who  then  out- 
raged many  shareholders  by  rewarding 
himself  a  lavish  plan  of  incentive  pay  po- 
tentially worth  more  than  $20  million? 

It  is.  But  that's  the  new  message. 
Martin  Sorrell,  51,  is  no  longer  a  bucca- 
neer. He  sees  himself  as  a  builder.  And 
the  amazing  thing  is,  he  may  be  right. 

Consider  the  signs  of  steady  im- 
provement. In  August,  wpp  reported  a 
40%  jump  in  pretax  profits  for  its  first 
half,  to  $104  million  on  revenues  of  $1.3 


CONSERVATIVE? 

Sorrell  can't  afford 
to  go  on  any  more 
buying  binges. 
"Having  gone 
through  what  we 
went  through  in  the 
late  '80s  and  early 
'90s  makes  us  much 
more  cautious" 
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billion.  Debt,  once  almost  $750  million,  is 
down  to  $2<>:>  million. 

As  the  storm  has  receded,  the  power 
of  wpp's  superagencies  has  emerged. 
Ogilvy  &  Mather  has  been  winning  a 
string  of  high-profile  accounts,  most  no- 
tably ihm,  with  $500  million  in  billings. 
Meanwhile,  J.  Walter  Thompson  has 
won  juicy  new  accounts,  such  as  Twen- 
tieth Century  Fox. 

The  company's  New  York-traded 
American  depositary  receipts,  each  equal 
to  10  wpp  shares,  are  up  about  50%  this 
year  (chart).  That  surge  has  triggered 
the  first  payout  in  the  controversial  pay 
plan  Sorrell  pushed  through  in  1995.  On 
Sept.  11,  he  qualified  to  receive  1.17 
million  shares  currently  worth  some  $4.2 


million.  According  to  a  complex  stoJ 
price  and  performance  foimula,  he  hasf 
chance  to  earn  three  more  big  chunks 
shares  worth  perhaps  $16.5  million.  Bil 
he  can't  cash  in  any  of  the  stock  unlf 
1999. 

The  higher  wpp  stock  rises,  tl 
greater  his  rewards,  so  Sorrell  mui 
keep  managing  shrewdly.  Some  critics 
this  royal  pay  scheme  remain  unai 
[teased,  including  Anne  Simpson,  joii 
managing  director  of  Pension  &  Inves 
ments  Research  Consultants  in  Londo 
Says  Simpson:  "As  he  presided  over  tl 
downturn,  that  |  package]  doesn't  mal 
sense."  Sorrell  disagrees,  noting  wi  r 
has  been  a  top  stock  performer.  Sai  £ 
Lorna  Tilbian,  analyst  at  brokers  Pai  , 
mure  Gordon  &  Co.:  "It's  done  phenor 
enally  well.  The  only  chink  in  the  arm< 
is  what  the  world  economy  will  throw  i 
them.  Everything  within  their  contr 
they  are  doing." 

linking  UP.  For  his  part,  Sorrell  se< 
more  turmoil  for  agencies,  as  clienl 
keep  pressing  for  better  deals  on  fe< 
and  the  business  grows  more  global  ar 
complex.  This  shakeout,  he  predicts,  w 
hit  midtier  firms  hard  and  strengthf 
the  hand  of  the  giants:  wpp,  Omnicor 
Interpublic  Group,  Leo  Burnett,  an 
Young  &  Rubicam. 

Sorrell  is  also  pushing  to  build  linl 
between  his  operatin 
companies,  encouragii 
coordination  in  are* 
such  as  media  buyin 
research,  advertisini 
and  public  relations.  H 
claims  success  wit 
companies  such  as  IC 
Global  Communication! 
a  new  satellite  commi 
nications  service  that  i 
using  J.  Walter  Thorn] 
son  as  lead  agency  ; 
well  as  other  wpp  pul  M 
lie  relations  and  rt 
search  companies.  "We  reckon  that  20f 
of  the  increase  in  revenue  each  year 
[from]  some  form  of  cooperative  effor 
says  Sorrell. 

By  marketing  wpp  as  a  one-stop  sho  | 
Sorrell  harks  back  to  his  original  reas( 
for  building  his  empire:  the  supposa 
synergies  a  global  ad  conglomerate  coul 
deliver.  That  vision-  did  not  save  Wll 
from  some  scary  moments,  and  critic] 
say  the  synergies  never  materialize! 
But  these  days,  Sorrell  is  avoiding  ne! 
doses  of  debt,  keeping  a  lid  on  costjj 
and  making  the  stock  go  in  the  right  d| 
rection.  The  man  still  has  his  enemie1 
but  now  he  has  his  admirers,  too. 

By  Heidi  Dawley  and  Stanley  Ret 
in  London 
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International  Business 


CHINA 


FANNING  NATIONALIST  FIRES 
-EVER  SO  CAREFULLY 

Beijing  fears  anti-Japan  protests  will  backfire 


Across  the  Chinese  world,  national- 
ism is  on  the  rise.  In  Hong  Kong, 
anti-Japanese  groups  are  calling  for 
boycotts  of  goods  from  Japan  to  protest 
Tokyo's  claims  to  a  tiny  chain  of  dis- 
puted islands  in  the  East  China  Sea.  In 
Beijing,  students  are  going  online  to 
voice  their  anger  at  Japanese  claims  to 
the  islands,  which  Japan  calls  the 
Senkaku  and  China  calls  the  Diaoyu. 
Off  Taiwan,  protesters  have  even  been 
dodging  Japan's  coast  guard  vessels  as 
they  attempt  to  tear  down  a  lighthouse 
erected  by  Japanese  right-wingers.  And 
in  San  Francisco  and  Vancouver,  thou- 
sands of  overseas  Chinese  marched  in 
late  September  against  Japan. 

China's  leaders  seem  to  be  fostering 
such  feelings.  For  months,  nationalist 
sentiment  has  been  running  high  in  the 
streets  of  Beijing.  One  reason:  antici- 
pation of  Hong  Kong's  return  to  China 
next  July  1.  The  leadership  also  finds 
antiforeign  messages  politically  potent  as 
President  Jiang  Zemin  and  other  leaders 
maneuver  into  the  post-Deng  Xiaoping 
era.  In  the  official  press,  Beijing  regu- 
larly accuses  other  governments  of  con- 
spiring to  deny  China  its  rightful  place 
among  the  global  powers.  Over  the  sum- 


mer, an  anti-American  screed  written 
by  young  Chinese  authors  became  a 
best-seller  in  the  state-run  bookstores. 

But  fearful  that  anti-Japanese  demon- 
strators could  turn  their  ire  on  the  Chi- 
nese government,  authorities  are  playing 
a  carefully  hedged  game.  Official  gov- 
ernment television  and  newspapers,  for 
example,  are  not  carrying  reports  on 
the  protests.  Security  at  Beijing's  uni- 

An  anti-American 
screed  written  by 
young  Chinese  authors 
is  a  best-seller 

versities,  traditional  hotbeds  of  protests, 
has  been  heightened  to  maintain  calm. 

The  government  finds  some  national- 
ism useful.  With  their  Marxist  ideology 
discredited,  the  country's  leaders  have 
launched  a  "spiritual  civilization"  cam- 
paign to  educate  people  about  the  supe- 
riority of  Chinese  culture.  Members  of 
China's  intellectual  elite  do  their  part 


with  works  charging  that  the  countr 
deserves  more  respect  as  Asia's  emerd 
ing  superpower.  Battles  over  huma 
rights,  trade,  and  Taiwan  have  left  man! 
Chinese  disillusioned  with  U.  S.  policj 
Small  wonder  the  new  book,  The  Chim 
that  Can  Say  No,  is  a  bestseller.  "Onci! 
Chinese  yoimg  people  become  disgusted 
it's  very  hard  to  pull  them  back,"  sayj 
Shanghai  Vice-Mayor  Zhao  Qizheng. 

But  Beijing's  leaders  can  run  witj 
the  nationalism  issue  only  so  far  beforj 
it  backfires  against  their  interests.  II 
its  long  history,  China  has  much  expa 
rience  with  anti-Japanese  protested 
turning  against  the  government.  Jian 
also  runs  the  risk  of  hardliners  sten 
ping  in  to  call  the  shots,  as  they  dil 
during  Beijing's  militaiy  showdown  witl 
Taiwan  earlier  this  year.  Jiang  needs  t 
worry  that  overplaying  antiforeign  serif 
timent  could  again  force  his  hand. 
some  worries.  The  Chinese  leadership 
also  doesn't  want  the  nationalist  ton! 
to  harm  its  security  or  economic  inter} 
ests.  China  is  increasingly  concerned 
that  greater  military  cooperation  be] 
tween  Tokyo  and  Washington  is  aimeii 
at  "containing"  the  Chinese.  Under  th 
new  deal  signed  last  April,  the  Japanes 
will  go  much  further  than  in  the  past  iJ 
providing  logistical  support  should  tb 
U.  S.  need  to  project  power-  in  the  re 
gion.  A  blowout  with  Japan  would  alsi 
jeopardize  Beijing's  economic  interests; 
Japanese  direct  investment  hit  $3.1  bilj 
lion  in  1995,  and  two-way  trade  wa! 
worth  about  $57  billion. 

Behind  the  scenes,  diplomats  are  won 
ried  that  the  nationalist  fires  may  not  b 
containable.  With  an  election  approach! 
ing,  Japanese  Prime  Minister  Ryutaru 
Hashimoto  is  not  about  to  stop  thi 
rightists  from  conducting  activities  oi 
what  the  Japanese  consider  to  be  prii 
vate  property.  However,  Tokyo  Foreigr 
Minister  Yukihiko  Ikeda  met  his  Chi 
nese  counter-part  Qian  Qichen  in  Nev 
York  in  late  September  to  let  Beijinj 
know  that  Japan  is  not  interested  ii 
straining  ties  over  an  obscure  piece  o 
rock  in  the  East  China  Sea. 

Neither,  ultimately,  is  Beijing.  Bj 
reining  in  anti-Japanese  protesters,  th<l 
Chinese  government  runs  the  risk  o 
exposing  its  nationalist  rhetoric  as  hoi 
low.  "It's  nationalism  with  Chinese  char 
acteristics,"  sniffs  Lin  Cheng-yi,  a  pro1 
fessor  at  Academia  Sinica,  a  Taipei  thinl 
tank.  "It  can  be  used  as  a  tool  rathe; 
than  a  principle."  Still,  preventing  naj 
tionalism  from  getting  out  of  control  is  ; 
far  better  option  than  outright  con 
frontation  between  Asia's  two  giants.  ? 

By  Joyce  Barunthn >/  in  Hong  Kong 
with  bureau  reports 
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We  gave  PC  Magazine  an  AST  Ascentia  J. 


What  we  got  in  return  was  priceless. 


COMPUTER 


Ascentia  J50  •  I 13MHz  Pentium"  processor,  10.4"  SVGA  TFT,  1  Type  II  or  1  Type  111  PC  card  ■■lots,  S00  MB  removable  hard  drive,  built-in 
Jfi-for  CD  quality  audio,  integrated  14.4  modem,  Lithium  Ion  battery,  wfi^fit:  5.8  lbs. 


Pardon  our  excitement,  but  the  AST  Ascentia™  J  just  beat  out  20  competitors  to  win  the 
coveted  PC  Magazine  Editors'  Choice™  award.  And  this  is  just  one  of  several  awards  that 
have  been  bestowed  upon  the  Ascentia  J,  including  the  PC  Week  Analyst's  Choice 
award  and  Windows  Magazine  100  best  products.  So  why  don't  you  see  for  yourself  what 
the  experts  are  raving  about  and  open  up  an  AST  Ascentia  J,  or  a  PC  Magazine.  Both  will 
show  you  just  how  impressive  we  are.  Call  1-800-876-4AST  or  visit  us  at  www.ast.com. 
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International  Outlook 


EDITED  BY  PAULA  DWYER 


A  POST-YELTSIN  POWER  STRUGGLE 
COULD  ROCK  THE  ECONOMY 


Is  Russian  histoiy  repeating  itself?  In  early  1923,  the  Krem- 
lin announced  that  Bolshevik  leader  Vladimir  Lenin  was  en- 
joying a  hunting  holiday  at  his  country  estate.  Soon  after, 
Lenin  suffered  his  fourth  stroke,  which  led  to  his  death  less 
than  a  year  later  and  a  vicious  power  struggle.  Flash  forward 
to  1996:  A  Russian  news  agency  announced  on  Sept.  8  that 
President  Boris  Yeltsin  "went  out  several  times  hunting 
while  relaxing  at  the  Russ  resort."  Two  weeks  later,  his  sur- 
geon disclosed  that  Yeltsin  had  suffered  a  third  heart  at- 
tack in  late  June,  just  before  his  reelection  on  July  3. 

Amid  mounting  concern  about  a 
coverup  of  Yeltsin's  health  prob- 
lems, Russians  and  the  outside 
world  are  already  preparing  for 
the  post- Yeltsin  era.  At  the  very 
least,  Russia  faces  several  more 
months  of  uncertainty,  as  Yeltsin  is 
not  scheduled  for  bypass  surgery 
until  late  November.  Meanwhile, 
the  country  will  largely  be  inn  by 
Prime  Minister  Viktor  Cher- 
nomyrdin and  Yeltsin's  closest  aide, 
Anatoly  Chubais.  Their  objective 
is  to  hold  off  a  new  election,  which 
would  throw  the  country  back  into 
political  limbo  and  stall  decision- 
making on  key  issues  such  as  NATO 
expansion.  But  if  Yeltsin's  condi- 
tion doesn't  improve  after  the  op- 
eration, the  power  struggle  to  suc- 
ceed him  will  pick  up  speed. 

Chubais  and  Chernomyrdin  are 
working  hard  at  damage  control. 
That's  difficult  given  evidence  sur- 
facing that  in  late  June  they  hid 
the  true  condition  of  Yeltsin's 

health.  The  Russian  media,  many  believe,  also  deliberately 
downplayed  Yeltsin's  health  problems.  Some  observers  are 
even  raising  questions  about  the  White  House,  which  strong- 
ly backed  Yeltsin's  reelection.  Vice-President  Al  Gore  met 
with  Yeltsin  on  July  16,  just  two  weeks  after  the  ballot. 
Gore  pronounced  Yeltsin  fit,  even  as  reporters  traveling  with 
Gore  expressed  shock  at  Yeltsin's  frail  condition. 

The  controversy  over  a  possible  coverup  could  undermine 
Russia's  fledgling  democracy.  Nonetheless,  the  Russian  con- 
stitution boosts  chances  that  the  country's  political  system  will 
survive — even  if  Yeltsin  does  not.  None  of  the  politicians 
hoping  to  succeed  Yeltsin  is  talking  about  resorting  to  violent 
methods,  as  hard-liners  did  in  1991  and  1993.  Instead,  they 
are  setting  up  coalitions  and  seeking  financial  backers  to 
prepare  for  a  Presidential  campaign.  "The  political  straggle  is 
on,  but  it  will  not  lead  to  any  tanks  rolling,"  says  Andrei 
Fadin,  a  journalist  at  Obshchaya  Gazeta,  a  Moscow  weekly. 
The  constitution  requires  that  an  election  be  held  within 
three  months  of  the  President's  death  or  incapacitation. 

The  Russian  economy  might  not  be  as  resilient  as  the  po- 


litical system,  however.  Uncertainty  is  hiking  the  govern! 
ment's  borrowing  costs  at  a  time  when  it  desperately  need! 
money.  The  stock  market  is  also  worried,  slumping  8%  ol 
Sept.  23  and  24,  after  doctors  said  the  President  may  be  too  i| 
for  an  operation,  then  recovering  slightly  after  the  news  thai 
the  surgeiy  would  take  place.  With  investors  jittery,  Russia'! 
first  post-Soviet  Eurobond  issue  might  be  delayed  or  reducel 
to  even  less  than  the  planned  $300  million  to  $500  million. 

If  an  election  is  necessary,  it's  possible  that  a  new  gov! 
eminent  could  be  led  by  a  Communist  or  nationalist.  Thl 
Communist  Party-led  opposition  if 
demanding  that  Yeltsin  step  dowrl 
and  their  leader,  Gennadi 
Zyuganov,  has  declared  himself 
ready  to  run.  Still,  Zyuganov! 
chances  are  slim  unless  there  is  ail 
economic  crisis  or  the  anticommuf 
nist  vote  is  split  among  other  conl 
tenders.  He  knows  that  and  ma;j 
try  to  build  a  coalition  with  CherJ 
nomyrdin.  So  far,  the  Prime  Minis! 
ter  has  been  loyal  to  Yeltsin. 

Zyuganov's  likely  rivals  ar<j| 
Chernomyrdin  and  Yeltsin's  nal 
tional  security  chief,  Alexander 
Lebed.  Something  of  a  mavericks 
Lebed  is  thought  to  be  a  potenj 
tial  successor  to  Yeltsin.  But  mosi 
observers  had  hoped  he  woukj 
have  a  few  years  to  gain  experij 
ence  and  tone  down  his  more  radl 
ical  views.  Few  expect  Chubais  t<| 
run  because  he  lacks  the  populisi 
touch  to  win  an  election  in  Rusl 
sia.  But  his  close  links  to  banks 
would  make  him  a  key  behind-thei 
scenes  figure.  Says  Sergei  Markov! 
an  analyst  at  the  Moscow  CamegiJ 
Center:  "Chubais  won't  run  himl 
self,  but  he  will  wait  and  align  himl 
self  to  whichever  candidate  is  mosl 
likely  to  win." 

For  now,  big  business  and  th<| 
political  elite  can  live  with  Cherl 
nomyrdin  and  Chubais  running  th<| 
country  as  Yeltsin  prepares  for  his  operation.  They  also  supponl 
Yeltsin's  wish  to  go  forward  with  surgeiy  despite  the  risks.  Afl 
ter  backing  him  heavily  in  the  July  election,  banks  and  industrjj 
seem  to  prefer  an  enfeebled  President  to  a  new  election  seasonl 
Russian  voters,  too,  are  tired  of  elections  and  fearful  ol 
change.  When  the  news  broke  about  Yeltsin's  June  heart  at  J 
tack,  there  was  little  public  outcry.  But  given  Yeltsin's  pooij 
health,  it  looks  as  if  voters  may  have  to  decide  on  a  leadeij 
sooner  than  they  would  like — and  prove  that  the  younp 
Russian  democracy  can  outlive  its  first  elected  President. 

By  Patricia  Kranz  in  Moscou 


YELTSIN  IN  APRIL 


Business  and  voters 
both  seem  to  prefer 
an  enfeebled 
President  to  another 
round  of  elections 
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We  had  a  big  order. 

And  only  SAP 
could  fill  it. 


"When  we  went  looking 
for  a  Human  Resources 
application  at  Burger  King, 
we  were  looking  for 
a  lot. 

"We  needed  best- 
of-breed  functionality. 
But  we  also  needed 
integration  through- 
out our  entire  system. 

"Since  the  fast-service 
food  business  is  always 
changing,  we  had  to  have 
as  much  system  flexibility 
as  possible. 

"And  any  solution  would 
have  to  not  only  work  for 
our  individual  company 
sites,  but  also  on  an 
enterprise  level  across  56 
countries  and  international 
territories. 

"We  considered  all  of  the  options  available, 
but  ultimately,  there  was  no  contest.  SAP's  ; 
Human  Resources  Management  module  was 
the  only  solution  that  could  do  it  all. 

"Now,  35,000  of  our  people  are  tied 
together  on  one  system  with  one  set  of 
business  rules,  allowing  us  to  centralize 


— Susan  Clemmons 
Director  of  Business  Solutions, 
Burger  King  Corporation 


our  processes  for  the 
first  time. 

"We  can  introduce 
new  HR  programs 
faster.  And  we  can 
set  up  new  sites 
m  record  time, 
anywhere  in 
the  world. 
Even  when  it 
means  dealing 
with  new  currencies, 
anguages  or  local 
regulations. 
"Our  ability  to  handle 
global  HR  projects  has 
increased  dramatically, 
too.  We  reduced  the 
time  it  takes  to  over- 
haul our  medical  plans 
by  75%.  And  we  developed 
our  own  real  estate  management 
ystem  using  SAP's  programming  tools, 
;iving  us  the  best  tracking  of  global  site  data 
we've  ever  had. 

"In  fact,  SAP's  HR  application  is  so 
good,  I  can't  think  of  anything  that  would 
make  it  better. 

"Except,  maybe,  a  side  of  fries." 


More  than  6,000  companies  are  currently  working  better  with  SAP  business  process  software.  To  find 
out  how  your  company  can  join  them,  call  1-800-283-1SAP.  Or  visit  us  at  http://www.sap.com. 


Business  Process 
Software 


People 


ENTREPRENEURS 


JOHN  CONNELLY'S 
HOLY  HOOK-UP 

The  gambling  kingpin  will  be  hawking  Vatican  giftware 


lions  will  help  fund  Catholic  education. 

While  America's  appetite  for  religious 
artifacts  is  largely  untested,  Connelly 
can  bank  on  a  vast  and  vigorous  dis- 
tribution network  for  the  new  company, 
Treasures  Inc.  Beginning  this  fall  in 
Pittsburgh  and  Detroit,  parochial 
schoolkids  who  traditionally  knock  on 
doors  selling  cookies  and  magazines  will 
be  offering  different  wares:  angel  ash- 


the  Pittsburgh  diocese,  estimates  VM 
can  gifts  will  boost  fundraising  fri 
$3.5  million  now  to  $6  million  in  tl 
first  year,  10%  of  the  diocese's  annB 
budget.  "Angels  are  the  No.  1  hot-selM 
item  everywhere,"  says  Stubna.  AS 
the  choice  of  a  gambling  entrepreneurs 
market  the  holy  art?  Local  CathoB 
leaders  stress  Connelly's  decades  m. 
good  works  in  the  Church  and  his  sm 
cess  as  a  marketer. 

As  truckloads  of  reproductions  pp. 
into  his  Pittsburgh  warehouse,  ConneB 
sketches  out  his  global  designs.  FiB 
Pittsburgh  and  Detroit,  then  the  rl 
of  the  country,  Mexico,  and  beyorft 
When  the  business  spreads,  he  plans  ft 
diversify  beyond  what  the  Vatican  gS 
shops  now  offer.  He  already  has  com 
up  with  "Cany  the  Cross"  Cross  pel 
and  paint-your-own  Raphael  watercl 
or  sets.  He  envisions  advertising  I 
Catholic  cable-TV  shows  and  maybe  I 
Home  Shopping  Network.  He's  thirM 


■  t  was  a  quiet  lunch  last  spring  in 
I  the  Vatican  apartment  of  Cardinal 
I  Rosalio  Jose  Castillo  Lara,  right  next 
I  to  St.  Peter's.  The  cardinal  was  eat- 
ing with  his  good  friend  John  E.  Con- 
nelly, a  riverboat-gambling  entrepreneur 
from  Pittsburgh.  Lara  was  talking  about 
the  Vatican's  priceless  art  collection,  the 
masterpieces  housed  in  13  museums  and 
the  Sistine  Chapel.  Then,  as  Connelly 
recalls,  the  cardinal  popped  a 
surprising  question.  "How 
would  you  like  to  market  it?" 

Connelly  gives  lavishly  and 
is  accustomed  to  receiving  fa- 
vors. He  pours  money  into  the 
Democratic  Party  and  has 
bunked  down  at  the  White 
House.  He  gives  to  colleges, 
and  honorary  doctorates  rain 
down  upon  him.  But  his  fa- 
vorite charity  is  the  Church. 
He  donates  millions  to  Catholic 
schools.  And  just  down  the 
street  from  Cardinal  Lara's 
apartment,  Connelly  is  donat- 
ing $13  million  toward  a  hotel 
to  house  important  visitors  to 
the  Vatican.  So  it's  little  sur- 
prise that  when  the  Catholic- 
Church  decided  to  market  its 
art,  the  Vatican's  favorite 
gambler  got  first  dibs. 
SALESKIDS.  Now,  the  71-year- 
old  Connelly  has  his  hands  on 
one  heck  of  a  deal.  His  con- 

wm\he^htt^eiTuurfaVS  Vatican  specialty  shops,  ads  on  Catholic  cable  TV,  and 
nolSterrvauaWeTniv  "Carry  the  Cross"  Cross  pens  could  be  on  the  horizon 

at  Vatican  shops.  His  license 
covers  the  Americas,  as  well 


CONNELLY  WILL  LAUNCH  THE  ART  LINE  IN  PITTSBURGH  AND  DETROIT 


as  Spain  and  Austria,  says  Connelly. 
Georgina  Burnett,  executive  assistant 
at  the  Vatican  museum  shops,  says  the 
Connelly  venture  is  part  of  a  broad  Vat- 
ican effort  to  market  its  treasures  to 
benefit  charities.  The  hope  is  that  Con- 
nelly, who  made  his  first  fortune  40 
years  ago  by  devising  consumer  pro- 
motions for  banks,  will  turn  Vatican 
gifts  into  a  megabusiness  whose  mil- 


trays,  Ferragamo  Vatican  art  neckties — 
even  plaster  knockoffs  of  God's  finger 
touching  Adam's,  from  the  Sistine 
Chapel.  Prices  range  from  $4.50  to  $40. 

Connelly,  who  plans  to  give  Catholic 
schools  40%  of  the  gross  proceeds  (with 
5%  for  himself  and  5%  for  the  Vatican), 
predicts  the  sales  will  double  or  triple 
fund-raising  for  Catholic  schools.  Father 
Kris  Stubna,  secretary  for  education  in 


ing  about  Vatican  specialty  shop 
with  soft  light  and  celestial  musi 
Who  knows?  He  says  Treasures  cou 
turn  into  a  billion-dollar  business.  Th 
Connelly  cuts  short  the  reverie.  "Hej 
he  says,  "if  I  can  conquer  the  U.  S.  in 
year,  I'll  be  a  miracle  man." 

Of  course,  Connelly  believes  in  mir 
cles.  As  he  sees  it,  he  has  lived  a  fe 
With  both  parents  dead  by  the  time  1 
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Get  Online  and 
get  In  Touch! 

Visit  Business  Week  Online's 

Small  Business  Center  on  America  Online 


Business  Week  Online's  Small  Business  Center  is  a  place  where  small-business 
owners  and  entrepreneurs  can  find  hard-to-get  news  and  intormation  important 
to  their  needs.  All  the  stories  and  Special  Reports  about  small  business  that  have 
appeared  in  Business  Week  since  January,  1994,  are  available-including  the 
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specially  scheduled  online  conferences  featuring  experienced 
entrepreneurs  who  can  answer  your  questions.  I  I  on  the 

message  boards.  Exchange  ideas  with  your  colleagues  and  find  out  what  works 
for  them,  and  what  doesn't.  I  I  easily  to  World  Wide  Web  sites  for 
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transcripts  of  past  online  conferences  about  small  business 
and  other  relevant  subjects.  |  |  with  Business  Week  editors. 

Use  BW  Online's  Small  Business  Center  in  the  way  that 
works  best  for  you  and  your  business. 

From  the  Business  Week  Online  main  screen,  click  the  BW  Plus!  button, 
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was  16,  Connelly,  the  oldest  of  five  ch 
dren,  dropped  out  of  school  to  suppo 
his  siblings.  He  mined  coal,  and 
he  boxed.  As  a  lightweight  known 
"Twinkletoes,"  he  won  12  of  13  fights,  lo 
ing  the  last  after  a  late  night  of  carousin 

He  turned  fancy  footwork  into  re 
money  in  the  1950s  when  he  create 
promotional  programs  for  banks.  He  ei 
couraged  them  to  reward  depositoi 
with  watches  and  toasters,  which  \ 
sold  to  the  banks  by  the  millions.  He 
still  promoting,  selling  supermarkets 
million  giveaway  watches  a  year.  Wit 
his  Apples  For  Students  program, 
sells  cut-rate  Macintosh  computers 
supermarkets,  which  give  them 
schools  designated  by  parents  who  sav 
up  and  turn  in  their  grocery  receipts. 
BAD  BET.  Connelly  made  a  bigger  nar 
for  himself  in  the  early  1960s.  Afte 
serving  on  the  municipal  board  ths 
helped  to  clean  up  Pittsburgh's  thr( 
rivers,  Connelly  bought  some  riverboat 
and  launched  a  dinner-cruise  line.  Hi 
business  spread  to  St.  Louis,  and  in  th 
early  1980s  he  bought  a  New  York  or. 
eration  and  turned  it  into  World  Yach 
He  sold  the  New  York  dinner-cruis 
line  to  Circle  Line  in  1988.  "I  walke 
away  with  $40  million  net,"  he  says. 

From  riverboats  to  riverboat  gam 
bling  was  a  natural  jump.  But  it  led  t 
Connelly's  biggest  tumble.  Amid  grea 
hopes,  he  launched  President  Casino 
Inc.  in  Davenport,  Iowa,  later  expandin 
the  casino's  operations  to  St.  Louis  an 
Biloxi,  Miss.  At  the  same  time,  h 
bought  riverfront  acreage  in  Pittsburg 
and  Philadelphia,  anticipating  pro-gam 
bling  legislation  in  Pennsylvania.  Afte 
he  took  President  public  in  1992,  at 
a  share,  the  stock  climbed  to  $32,  liftinj 
Connelly's  stake  above  $300  million. 

But  the  gambling  bill  fell  fiat  in  Perm 
sylvania,  and  elsewhere  President  rai 
into  bruising  competition.  Last  year,  i 
lost  $58  million  on  sales  of  $192  million 
and  the  stock  now  is  wallowing  aroun( 
$1.25.  A  former  partner  in  the  Daven 
port  casino,  Richard  L.  Whalen,  call; 
his  involvement  with  Connelly  "the  sin 
gle  worst  business  mistake  I've  made.' 

President's  stumble  has  reduced  th( 
value  of  Connelly's  stake  to  812  million 
He's  still  rolling  in  money  by  most  peo 
pie's  standards,  with  assets  topping  $10( 
million.  But  to  pump  up  the  fortune 
again,  he's  pressing  hard  on  the  Vaticar 
deal.  And  for  all  his  important  friends  ir 
high  places,  Connelly  knows  that  his 
most  valuable  allies  in  this  latest  cam- 
paign are  the  millions  of  diminutive 
sales  agents,  Vatican  catalogs  in  hand. 

By  Stephen  Baker  i)i  Pittsburgh,  with 
John  Rossant  in  Rome 
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JUST  ONE  OF  THE 

MANY  DISTINGUISHED 

GUESTS  YOU'LL  FIND 

ON  KOREAN  AIR 

Dom  Perignon  champagne  is  just 
one  more  pleasant  surprise  you'll 
find  on  Korean  Air,  and  perhaps,  one 
more  reason  you  should  fly  with  us. 


Legend  has  it  that  the  inventor  of 
champagne  was  a  venerable  old  monk 
by  the  name  of  Dom  Perignon.  Alas 
the  good  Dom  never  experienced 


Korean  Air  service  for  himself.  But 
his  namesake  flies  with  us,  on  evsry 
trip.  And  our  first  class  passengers 
certainly  enjoy  the  company. 


REAM  AIR  BEY 


D  YOUR  IMAGINATION 


ThinkPad 


100  or  1 2l I  Ml  I;  Pentium 
pro(  essor  run-,  softu  are 
ni  lightning  speeds. 


Ii  a  men-  six  pounds 
you  can  take  your 
riiiiil.l'nil  /un  it  line. 


With  TrackPoint  III. 
your  hands  never  havi 
In  lean1  the  keys. 
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Introducing  the  ThinkPad  365.  Because  everyone  could  use  ad 
affordable  place  to  think.  Now,  even  if  youre  short  on  work  space,  you 
can  still  stretch  your  mind  as  far  as  you'd  like. 

The  IBM  ThinkPad  365  brings  you  award-winning  ThinkPad 
technology -with  Pentium  processor  power- starting  at  $2,299 

[ts  a  very  comfortable  place  to  work.  It  offers  an  inspiring  view 
(a  bright,  10.4"  or  11.3"  color  screen)  as  well  as  a  hard  drive  with 
room  enough  to  store  ideas  as  big  as  yours.  It  comes  complete  with 
Lotus  SmartSuite  for  instant  produc- 
tivity. And  select  models  are  designed 
with  full  multimedia  capabilities, 
including  an  integrated  CD-ROM  drive. 

Call  1  800  426-7255,  ext.  4730,  or 
visit  us  at  www.pc.ibm.com/thinkpad 
for  details  on  the  new  ThinkPad  365. 
Youll  find  its  not  only  affordable,  it's 
a b sol utely  though t- provo king. 

Model  6E3/6R3  Estimated  IBM  authorized  retailer  price  Actual  prices  may  vary  Other  models  range  up  to  $2,949  1  SmartSuite  may 
be  prelorfded,  included  on  a  CO  or  available  to  order  on  a  CD  Diskettes  and  hard  copy  documentation  available  at  extra  charge  M-  F, 
8am-8pm  EST  In  Canada,  call  1  800  465-3299  (ID!  45294)  'Processor  internal  clock  speed  Application  speed  will  be  less 
Actual  weight  may  vary  Supports  Windows  95,  Windows  NT  v3  51.  v4  0  (when  available)  IBM,  ThinkPad,  TrackPoint  III  and  Solutions 
tor  a  small  planet  are  trademarks  oi  International  Business  Machines  Corporation  Microsoft  and  Windows  are  trademarks  or 
registered  trademarks  ol  Microsoft  Corporation  Other  companies,  products  and  service  names  may  be  trademarks  or  service  marks 
ot  oihers  ©  1996  IBM  Corp 
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Airline  Shop  Talk 


Making  the  Flying  Smoother 


With  fleets  trimmed  for 
efficiency,  planes  are 
more  crowded  these 
days.  But  the  airlines 
hat  operate  them  are  hustling  harder 
han  ever  to  keep  the  customers  com- 
ng.  Here  are  some  ways  they're  doing 
t  —  with  business  travelers  their  main 
arget. 

UiCE  BAR:  With  laptop  users  always 
vorried  about  low  batteries,  Delta  has 
t  low-tech  idea  whose  time  has  definite- 
y  come:  Put  power  outlets  at  seats.  A 
est  is  underway  in  first  class  on  a 
Joeing  767. 

:LY1NG  BED:  At  British  Airways  the 
lewest  enticement  for  world-weary  cor- 
)orate  travelers  is  a  real  bed  —  not  just 
i  slanted  seat  —  in  first  class.  Book  the 
private  module,'  and  you  have  only 
'ourself  to  blame  if  you  don't  sleep. 
'LASTIC  IQ:  Europe  has  led  the  way 
vith  versatile  'smart  cards,'  which  have 
nemories,  so  why  not  use  them  for 
:lectronic  air  ticketing?  That's  what 
Lufthansa  has  been  doing  on  its  heavy 
)usiness  route  between  Frankfurt  and 
Berlin.  Will  the  German  flag  carrier  be 
:elling  products  as  well  as  plane  seats  to 
)assengers  soon? 

CURTAIN  RAISER:  Even  with  the 
ron  Curtain  gone,  Russia's  Kamchatka 
3eninsula  has  continued  to  be  militarily 
:ensitive  —  no  overflying  by  commer- 
:ial  jets.  But  now  the  Yeltsin  govern- 


Corporate 
commuters  to 
China  are 
welcoming 
Northwest's 
Detroit-Beijing 

non-stops, 
which  eliminate 
long  layovers 
in  Tokyo. 


The  Excelsior  Hotel  in  Rome. 


ment  has  lifted  the  barrier,  and  with  jets 
equipped  with  satellite-navigation  sys- 
tems Japan  Airlines  is  taking  a  short  cut 
over  Kamchatka  and  slicing  an  hour  out 
of  its  f  3  hour  40  minute  flights  between 
JFK  and  Narita  (Tokyo). 
LE  HUB  ET  SPOKE:  Paris'  Charles  de 
Gaulle  Airport  now  provides  swift  con- 
nections between  planes  and  TGV 
trains  —  to  Lyons,  Brussels,  London, 
Geneva  and  beyond.  With  that  new 
convenience  and  the  prospect  of 
tougher  competition  as  European  air- 
lines 'liberalize'  (read  deregulate),  Air 
France  is  making  cdg  a  hub  for  serving 
all  major  cities  on  the  Continent  better 
than  ever. 

COMFORT  ZONE:  Some  airlines  have 
jettisoned  first  class  and  upgraded  busi- 
ness class.  Among  the  best  revamps  is 
Continental's  BusinessFirst,  which 
delivers  first-class  service  —  roomy 
seats,  personal  videos,  plates,  silver- 
ware and  all  —  at  business-class  fares. 
ORIENT  EXPRESS:  Corporate  com- 
muters to  China  are  welcoming 
Northwest's  new  Detroit-Beijing  non- 
stops,  which  eliminate  long  layovers  in 
Tokyo.  Through  travel  agents  the  air- 
line is  selling  week-long,  money-saving 
tour  packages  to  the  Chinese  capital  - 
with  four-star  hotel  rooms,  some  meals 
and  visits  to  the  Great  Wall  and 
Forbidden  City  —  that  you  could  just  as 
well  use  for  a  business  trip. 
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Great  Getaways 


Taking  a  Break 
on  a  Business  Trip 


Join  the  crowd  that  now  saves 
money  by  adding  some  play  to 
on-the-road  work. 
Lucky  you  if  your  company 
sends  you  off  on  a  European  swing  with 
Paris  your  last  stop.  Out  of  the  City  of 
Light's  buffet  of  splendid  hotels,  you 
may  choose  to  book  a  few  extra  days  at 
the  Crillon  (800-888-4747).  with  its 
glowing  getup  and  great  location  on  the 
Place  de  la  Concorde.  Or  put  up  at  Le 
Grand  Inter-Continental  (800  327 
0200),  opposite  the  old  Paris  Opera, 
with  the  see-and-be-seen  Cafe  de  la 
Paix  at  street  level. 

PACKAGED  WEEKENDS 

But  in  the  new  travel  Cuisinart  that 
blends  business  with  breaks,  you  may 
want  something  less  expensive  in  your 
mix.  Consider,  then,  the  attractive 
packages  offered  by  Sofitel  (800-763- 
4835),  the  four-star  French  chain. 

Its  weekend  'Paris  Louvre  Invitation,' 
packaged  with  a  stay  at  the  Sofitel 
Champs-Elysees,  opens  the  door  to  the 
museum  of  masterpieces  —  with  lunch 
or  dinner  at  Le  Grand  Louvre  thrown  in. 

In  the  suburbs,  overnight  at  the 
Sofitel  Chateau  de  Versailles  —  with  a 
vip  welcome  and  cocktail  on  arrival, 
plus  buffet  breakfast  —  where  you  can 
explore  the  vast  home  of  Louis  XVI, 
otherwise  known  as  the  "Sun  King.' 

Two  hours  south  by  a  tgv  'bullet 
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If  you  want 
to  see  France  a 

different  way, 
consider 
skippering 
your  own 

cabin  cruiser. 


A  Blue  Crown 
canal  cruise  in  France. 


train'  to  Lyons,  France's  second-rank 
ing  business  center,  combine  your  stay 
at  the  Sofitel  Lyon-Bellecour  with  i 
lavish  lunch  or  dinner  at  super-che 
Paul  Bocuse's  Auberge  de  Collonges. 
(It's  a  deal  compared  to  the  price  yo 
would  otherwise  pay.) 

If  you're  on  the  Riviera  visiting 
Sophia  Antipolis,  Europe's  largest 
R&D  park  packed  with  American  com 
panies.  make  the  Royal  Hotel  Casino  in 
chic  Cannes  your  headquarters  —  the 
Sofitel  package,  in  this  case,  includes 
greens  fees  each  day  at  any  of  five  dif 
ferent  golf  courses. 

If  you  want  to  see  France  a  different 
way,  consider  skippering  your  own 
cabin  cruiser  through  the  country's  cen 
turies-old  canals  and  waterways.  It's  a 
soft  adventure  provided  by  the  Crown 
Blue  Line  (800-355-9394),  which  oper 
ates  an  enormous  400-boat  fleet. 

PLAYTIME  STRATEGY 

Not  many  corporate  travelers  have 
the  good  fortune  to  pass  through  Paris 
—  or  France  —  on  business. 

But  there  are  plenty  of  other  places, 
from  Boston  to  Bangkok,  where  work 
and  play  can  intersect.  And  if  statistics 
are  needed  to  prove  it,  turn  to  the  U.  S. 
Travel  Data  Center  which  tracks  such 
matters. 

Since  the  debut  of  the  austere  1990s, 
legions  of  corporate  travelers  have 
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All  you  need  for  the 
fastest,  clearest  connections  home. 


Every  country  has  its  own  AT&T  Access  Number  which  makes  calling  from 
overseas  really  easy.  Just  dial  the  AT&T  Access  Number  of  the  country 
you're  in  and  we'll  take  it  from  there.  And  be  sure  to  charge  your  calls  on 
your  AT&T  Calling  Card.  It'll  help  you  avoid  outrageous  phone  charges  on 
your  hotel  bill  and  save  you  up  to  60%!  So  use  AT&T  Direct™  Service  and 
you  won't  need  the  luck  of  the  Irish  to  get  easy  connections  home.  For  a  free 
wallet  card  of  worldwide  AT&T  Access  Numbers,  call  1  800-446-8399. 

Your  True  Choice 


astest  and  clearest  connections  from  countries  with  voice  prompts,  compared  to  major  11  S  carriers  on  calls  to  the  1 1  S, 
Jearest  based  on  customer  preference  testing  'Compared  to  certain  hotel  telephone  charges  based  on  calls  to  the  U  S 
1  October  1995.  Actual  savings  may  be  higher  or  lower  depending  upon  your  billing  method,  time  of  day,  length  of 
all,  fees  charged  by  hotel,  and  the  country  from  which  you  are  calling    ©  1996  AT&T 
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lagged  on  more  and  more  mini-vaca- 
tions to  their  business  trips.  Just  between 
1994  and  1995  the  number  of  trips  that 
combined  a  short  break  or  week-long 
vacation  with  a  business  trip  jumped 
from  13%  to  17%,  according  to  the 
Travel  Industry  Association  of  America. 

How  come?  There's  no  real  mystery 
at  all. 

•  Travel  costs  today  are  so  high  that 
attaching  a  few  days  to  the  tailend  of  a 
business  trip  seems  like  a  smart  money- 
saving  idea. 

•  With  the  globalization  of  travel,  it's 
only  common  sense  to  try  to  make  the 
most  out  of  long,  long  hauls  that  put 
you  on  the  other  side  of  the  world. 

•  Softened  by  a  reality  check  of  what 
travelers  really  endure  — and  the  tough 
downsized  ambiance  of  corporate  life 

-  most  employers  don't  mind  the  idea 
of  your  grabbing  a  few  days  to  unwind. 

THE  OPTIONS  MARKET 

Given  the  green  light,  your  options 
are  pretty  straightforward. 

EXTEND  YOUR  STAY  IN  WHAT- 
EVER HOTEL  OR  RESORT  YOU'RE 

IN.  If  you're  attending  a  meeting  at  the 
polished  Ritz-Carlton  Laguna  Niguel 

The  Four  Seasons  Hotel,  Istambul. 


Frequent  Travele 


The  Peaks  Resort, 
in  Telluride,  Colorado. 


Attaching  a 
few  days  to  the 
tail  end  of  a 
business  trip 
seems  like  a 

smart 
money-saving 
idea. 
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(800-241-3333)  south  of  L.A.,  you  can't 
beat  the  Pacific  panorama  and  almost 
British  ambiance.  You  could  say  the 
same  for  the  Peaks  (800-789-2220)  at 
Telluride  high  in  the  Colorado  Rockies 
where  the  apres-meeting  fun  is  irre- 
sistible, from  the  resort's  award-winning 
spa  to  its  beginner-to-helicopter  skiing. 

Over  in  Europe,  once  you've  settled 
into  Sheraton's  Imperial  (800-325-3535) 
in  Vienna,  make  it  more  than  a  spring- 
board for  doing  business  in  Eastern 
Europe  or  Russia  and  take  a  break  to 
see  the  horses  at  the  Spanish  Riding 
School  put  on  a  show,  go  to  the  opera, 
and  sample  the  local  wines  in  Grinzing 
in  the  wooded  hills  just  outside  town. 

So  you're  in  Istambul  on  business,! 
thanks  to  the  pickup  in  the  Turkish! 
economy?  The  newest  and  possibly! 
most  original  hotel  among  the  wave  of! 
newcomers  catering  to  visitors  in  the! 
city  of  domes  and  minarets  is  the  Four! 
Seasons  Istambul  (800-332-3442).  It  is  I 
literally  an  old  and  treasured  Turkish! 
prison  converted  into  a  65-room,  four- 1 
story  luxury  hotel  —  with  a  neoclassicl 
interior  and  a  courtyard  accented  with! 
colorful  Ottoman  tiles,  bird  cages  andl 
greenery. 

SWITCH  TO  ANOTHER  HOTEL! 
OR  RESORT  IN  THE  AREA.  That's I 
partly  to  shake  off  the  work  mode  and 
start  your  break  in  the  right  mood. 
You've  visited  your  head  office  in  down- 
town Phoenix,  and  now  you  want  to  loll 
in  a  colorful  casita  and  play  golf  at  the 
aristocratic  Boulders  (800-553-1717)  a  half 
hour  north  in  the  enchanting  rockscape  of 
Carefree. 

Or  let's  say  you've  been  holed  up  in  a 
San  Francisco  hotel,  commuting  each  day 
to  addresses  in  Silicon  Valley.  For  a  finale, 
book  the  Hyatt  Regency  Monterey  (800- 
233-1234)  on  the  Monterey  Peninsula 
where  you  can  relax  in  a  deluxe  room  for 


The  fleet  is  one  of  the  youngest 
n  the  sky.  The  mechanics  train 
onger  than  some  doctors.  It's 
ice  to  see  an  airline  take  such 
ood  care  of  itself. 


t's  even  nic 
uch  good  car 


ccrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More6'  or  United  Mileage  Plus"  whe 
ur  global  partner,  United  Airlines.  «NftMMlr> 
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Nongolfers  visiting  Gleneagles  can  try  their  hand  at  falconry. 


two  at  a  special  rate  that  includes  playing 
the  Del  Monte  Golf  Course  — not  to  men- 
tion exploring  the  whole  John  Steinbeck 
area  and  Clint  Eastwood's  nearby  Carmel. 

Maybe  you've  wrapped  up  business 
in  the  City  of  London  and  are  hot  to 
leave  town  and  see  England's  country- 
side. A  good  target,  in  the  thick  of 
Cotswold  cottages  and  close  to 
Shakespeare  territory,  is  the  Savoy 
Groups  Lygon  Arms  (800-223-6800) 
This  is  a  cozy,  timbered  coaching  inn  in 
Broadway  run  by  the  folks  who  man- 
age the  estimable  and  newly  refur- 
bished Berkeley.  Claridge's.  the 
Connaught  and  Savoy  in  London. 

GO  FOR  BROKE  IF  ITS  A  ONCE- 
IN-A-CAREER  CHANCE  TO  SEE  THE 
SIGHTS.  If  you're  in  Bangalore  on 
computer  business,  don't  exit  India 
without  visiting  the  Taj  Mahal.  Once  in 
Johannesburg,  make  sure  you  take  a 
camera  safari  in  Kruger  National  Park 
or  one  of  the  private  animal  preserves 
before  going  home  on  South  African 
Airways  (800-722-9675) 

After  a  12-to-20-hour  flight  to  the 
Pacific  Rim.  what's  another  hour  or 
two  in  the  air  to  your  dream  destina- 
tion? So.  after  a  round  of  appoint- 
ments amidst  gridlocked  traffic  in 
downtown  Bangkok,  nothing  looks 
better  than  an  escape  to  Chiang  Mai's 


Gleneagles.. 
Corporate 
America's 
favorite 
British 
resort. 


temples,  tribesmen,  elephants  and 
markets  an  hour  north  on  Thai 
Airways  International  (800-426-5204). 
For  cooling  out.  follow  the  path  of 
other  executives  and  book  the  Regent 
Chiang  Mai  (800-545-4000),  a  serene, 
intimate  resort  in  a  hillside  amphithe- 
ater where  your  Thai-style  suite  stands 
on  stilts  with  views  of  rice  paddies  and 
mountains.  The  food  is  exquisite  and 
the  recreation  exotic. 

When  you've  made  it  as  far  as  Jakarta, 
the  business  hub  of  booming  Indonesia, 
live  on  alternating  current,  working  in 
steam  heat  by  day  and  retreating  to  the 
joys  of  the  jazzy  Shangri-la  (800-942- 
5050)  in  early  evening.  But  can  you.  in 
your  right  mind,  head  home  without  see- 
ing perhaps  the  world's  best-known 
resort  island.  Bali?  Fly  Indonesia's  flag- 
ship carrier.  Garuda  (800-342-7832).  and 
stay  at  the  highly  regarded  Four  Seasons 
Resort  (800-332-3442)  while  seeing  the 
tropical  wonders  of  Bali. 

But  that  extra  time  and  money 
would  be  well  spent  even  in  England 
where  you  can  fly  from  London  to 
Glasgow  or  Edinburgh  and 
within  an  hour's  drive  savor 
the  pleasures  and  challenges 
of  Gleneagles  (800-628- 
8929).  Corporate  America's 
favorite  British  resort.  It's  a 
Scottish  railroad  palace 
where  you  can  test  your 
equestrian,  shooting,  and  fal- 
conry skills.  But  for  most 
guests,  the  goal  is  to  play  the 
three  golf  courses:  the 
King's.  Queen's,  and  newly 
built  Monarch's.  v\  hich  Jack 
Nicklaus  designed  with  dev- 
ilish skill. 

The  Lygon  Arms  Hotel 
in  Broadway,  in  the 
Cotswolds  of  Great  Britain. 


Cutting  a  tenth  of  a  second  off  your  time  can  take  years. 
With  Air  France  you  can  cut  several  hours  off  in  one  journey 


LOS  ANGELES -ROME  IN  13hrs.  15min.* daily 
NEW  YORK  -  BORDEAUX  IN  9hrs.  5min.*  daily 


iV.       THE  NEW  HUB  AT  CDG2. 
^<    EASY  COME.  EASY  GO. 


You  might  not  have  the  patience  or  the  fitness  to  time  yourself  for  the 
200-meter  butterfly  event,  and  you've  probably  no  hope  of  ever  winning 
a  medal.  However,  there's  nothing  to  stop  you  from  saving  any  amount 
time  over  thousands  of  miles.  When  using  the  new  Paris  -  Charles-de-Gaulle  2  hub  transfer  system  today,  you  connect  with 
e  Air  France  worldwide  network  in  record  time  (that  is  600  long-distance  and  2,600  medium-haul  flights  every  week).  Save 
ne  and  earn  miles  too,  while  you  travel  with  our  Frequence  Plus  frequent  flyer  program.  For  information  or  reservations 
il  your  travel  professional  or  L-800-AF-PAPJS.  On  your  marks  Get  set  jT^LflB^  B""KK 
o. ..with  Air  France.     you  will  always  have  a  reason  to  fly  a;r  France.   

Vance  is  a  panner  in  US  Air  Mileage  and  United  Airlines  Mileage  Plus  frequcni  flyer  programs, 
Summer/Fall  flight  schedules  published  by  Air  France  and  Air  fnier  Europe  for  iravel  via  Paris  Hub  a(  CDG2. 
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The  Experience  at  Koele 

has  an  ( 8-hole  championship 

coilrse  designetiby  Greg  Norman 

with  Ted  Robinson  as  architect. 

Set  in  the  mountains  above  the 
a  >)t  lodge  the  course  offers  fantastic 
ffflfolf , j LpVtiolokar  and  Maui. 

With  four  sets  of  tees  ranging 

from  forwited  to  tournament,  the 

course  yardage  varies  accordingly.* 

The  famous  Number  Eight  hole  is 

a  444-yard  par-fouc  with^tt*p**^ 

drop  from  mountain  to  glerftelow.       '  '  \  .  >  • 


i996  Courtyard  by  Marnoll 


SOME  BUSINESS 

-^Xml  f/ien  — 

TRAVELERS 

tJvcy  h  ii  o^y  to 

HAVE  TO  MAKE 

 tie  itv  it. — 

THEIR  OWN  DESK. 

We  AeAeoe  a  de-sA  sAoidd  At  ///ode  />/  \<d/d  wood,  not  aaclted ' Jkdf/ester.  So  ad  oar  room& 
liaoe  ybacious  /uorA  dasA,s — a/id  eoer///A//u/  else  //odd  expect \  J/wn  ei  Aofel  tnat  turn  de~ 
.s/g/ied  At/  Aa.sme.s.s  traoelers.  ( u/d  ( >o//r///ard  />//  .  Harr/'otf  to  reserve  a  room  — or,  a&  some 
of  oar  quests  ft/v/er  /<>  tAinA  o/  /  / ,  a  /aot.sAAj  aftfeou/ted  io///dou>  office. 


THE     HOTEL     DESIGNED     BY     BUSINESS  TRAVELERS' 


Contact  us  at  800-321-221  1  or  http://www.marriott.com/lodging/courtyar.htm.  Or  see  your  travel  agent. 
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Travel  Update 

Tips,  Trends,  and  Tactics 


Celebrity  Cruise's  Galaxy. 


CYBER  SHIPS 
AND  SUITES 

On  December  20  the 
1 .860-passenger  Galaxy 
—  Celebrity  Cruises'  sec- 
ond cybership  —  will  sail 
from  Ft.  Lauderdale  to 
the  Caribbean  on  her 
maiden  voyage.  From 
bow  to  stern  it's  a  ship 
for  the  21st  century, 
wired  as  it-is  with  state- 
of-the-interactive-art  giz- 
mos that  should  please 
kids  and  corporate  cruis- 
ers alike. 

Taking  a  credit  as 
cyberstylist  —  for  the 


Galaxy  as  well  as  its  sister 
ship,  the  Century 
launched  a  year  ago  — 
is  the  Sony 
Corporation 
of  America, 
which  has 
come  up  with 
an  amazing 
array  of 
cruise-specific 
communica- 
tions and 
entertainment 
features.  Some 
it  adapted  to 
cruising,  while 
others  Sony 
created  just 
for  the  two  ships.  For 
instance,  the  TV  systems 
work  practically  every 
which  way,  piping  live 
shipboard  shows  into 
select  penthouse  suites  or 
public  lounges  or  record- 
ing major  moments  in 
fun-making  speechifying. 
And  the  new  Galaxy  will 
have  an  extra:  the  'Sony 
Wonder'  room  where  you 
can  play  with  the  compa- 
ny's just-introduced  line 
of  PCS. 

With  meetings  at  sea, 
linked  with  incentives, 
now  so  popular  with 
many  companies,  the  two 


electronic  showcases  are 
making  waves  with  cor- 
porate clients. 

In  the  multimedia  con- 
ference center,  for  exam- 
ple, speakers  can  see  — 
via  monitors  —  the 
graphics  projected 
behind  them  without 
turning  around.  There's 
also  a  simultaneous 
translation  system  —  all 
wireless.  At  each  seat  is  a 
yes-no  numerical  (for 
ranking)  keypad  for 
instant  audience  polling 
and  voting.  ("Which  do 
you  like  best  for  the  4-by- 
4's  interior,  shocking 


Celebrity 
Cruises' 
cybership 
Galaxy... 
from  bow 
to  stern, 
it's  a  ship 
for  the 
21st  century. 


crimson  or  lettuce 
green?")  And  the  ship- 
to-shore  links  are  sup- 
posed to  be  so  sophisticat- 
ed that  the  big  boss  in 
Chicago  —  live  on  screen 
— can  do  a  Q  and  A  with 
your  corporate  group  as 
you  sail  through  the 
Grenadines. 

"You  can  even  project 
your  whole  computer  or 
cosmetic  line  on  the 
fiber-optic  wall  behind 
the  waterfall  in  the  atri- 
um to  customize  your 
meeting,"  says  a 
Celebrity  Cruises  mar- 
keting executive.  "It's  a 
great  greeting  as  you 
come  on  board." 

On  land  as  well  as  sea, 
there's  a  wonderfully 
outrageous  Cyber  Suite 
at  Westin's  Century 
Plaza  (about  $2,000,  228- 
3000),  an  L.A.  classic 
designed  by  award-win- 
ning architect  I.  M.  Pei 
and  built  on  the  old 
Twentieth-Century  Fox 
back  lot  in  the  1970s. 

Now  the  landmark 
hotel  is  fast-forwarding 
into  the  new  millennium 
with  an  executive  pad 
that  includes  —  at  your 
interactive  fingertips  — 
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Imagine  the  perfect  space 


More 
personal  space 
to  more  places 
worldwide 
than  any 
other  airline. 


Osaka 


V 


United  States 


-  Shin  Takamatsu 
Architect 
Kyoto.  Japan 


Architecture  is  like  calligraphy. 
The  power  isn't  in  the  structure, 
it's  in  the  space  around  it. 

Which  is  why  I  appreciate  the 
space  in  World  Business  Class™ 
On  Northwest  Airlines,  space 
has  a  very  simple  and  direct 
relationship  to  the  human  body. 
It  feels  like  it's  spreading  out... 
stretching  out  toward  the  sky. 

Normally  I  can't  sleep  on 
airplanes,  but  in  World  Business 
Class  I  sleep  very  well. 

Architects  earn  a  living  by 
sitting  in  small  chairs  10  hours  at 
a  time.  So  compared  to  working, 
flying  has  become  a  pleasure! 


©1996  Northwest  Airlines.  Inc. 

Northwest  recycles  enough  paper  products  in  one  year  to  fill  43  747's  O 
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The  golf  course  at 
The  Boulders, 
Carefree,  Arizona. 
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an  electronic  and  voice- 
activated  butler,  a  2-in.- 
thick  flat  rv  screen,  a 
cutting-edge  computer 
and  tv  rig  —  and  other 
special  effects  worthy  of 
a  technology  Oscar. 

Bookings  are  running 
thick  and  fast.  And  though 
the  price  tag  seems  high, 
think  of  it  as  a  place  for  a 
small  meeting  —  with 
Steven  Spielberg  special 
effects.  It  also  may  be  a 
forerunner  of  what  you 
may  see  in  some  hotel 
rooms  in  the  twenty-first 
century. 


With  business  golf 
a  daily  way  of  life, 
you  can  feel 
handicapped 
without  a  place 
to  play  on 
the  road. 
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TEE  TIME 

ON  THE  ROAD 

These  days,  with  busi- 
ness golf  part  of  daily 
life,  you  can  feel  handi- 
capped without  a  place 
to  play  on  the  road.  Not 
all  out-of-town  games, 
after  all,  take  place  at  a 
business  colleague's 
country  club. 

So  it's  good  news  that 
American  Express  has 
come  up  with  a  no-fee 
Optima  Golf  Card  (800- 


AXP-GOLF  or  800-297- 
4653).  Members  can 
book  tee  times  up  to  two 
months  in  advance  at 
more  than  160  Hilton, 
Hyatt,  Marriott,  Prince 
(Hawaii)  and  other 
resorts,  even  when 
they're  not  overnight 
guests. 

Hyatt,  for  one,  has 
studied  the  role  of  busi- 
ness golf  and  found  that 
executives  and  man- 
agers really  do 
schmooze  and  make 
deals  on  those  Cushman 
carts.  And  golf  is  a  good 
litmus  test  for  sizing  up 
business  contacts:  the 
reactions  to  a  double 
bogey,  for  instance, 
range  from  aw-shucks  to 
downright  anger.  ("Is  he 
the  same  in  the  office?") 
In  any  case,  Hyatt  now 
makes  it  a  policy  to  have 
a  golf  course  at  or  near 
every  one  of  its  resorts 
and,  wherever  possible, 
hotels  as  well. 

Rewards  for  using  the 
Optima  card?  For  every 
dollar  spent  on  the 
revolving  credit  card, 
members  earn  one 
point,  which  they  can 
redeem  for  Callaway 
Golf  equipment,  Bobby 
Jones  apparel,  David 
Leadbetter  Golf 
Academy  instruction 
and  Marriott  greens 
fees,  as  well  as  Hilton 
and  Marriott  'Stay  and 
Play'  packages. 


THE  PRICE  TAG 
FOR  AIR  SAFETY 

Despite  the  crash  of 
TWA  Flight  800  and 
other  safety-related  inci- 
dents, most  companies 
have  not  reduced  air 
travel,  according  to  an 
electronic  poll  of  several 
hundred  travel  man- 
agers attending  a  recent 
meeting  of  the  National 
Business  Travel 
Association.  And  they'll 
shoulder  some  of  the 
burden  of  tightening 
security  at  airports  and 
on  airlines. 

But  at  what  point 
would  the  cost  increases 
lead  companies  to  cut 
back  business  trips? 

•  More  than  50%  of  the 
nbta  delegates  said  that 
a  boost  of  up  to  15% 
boost  in  costs  would  be 
tolerable  —  but  anything 
above  that  would  trigger 
cutbacks. 

•  Some  43%  would 
accept  delays  for  securi- 
ty checks  of  up  to  one 
hour,  32%  two  hours 
and  the  remainder  three 
hours  or  more. 

•  Surprisingly,  37% 
said  that  their  corporate 
travelers  have  been 
involved  in  a  security- 
related  incident  in  the 
U.S.  or  abroad  during 
the  past  two  years. 
Where?  In  a  hotel, 
reported  39%;  in  a  pub- 
lic place,  36%,  and  on  a 
plane,  only  12%. 


150MHz  IN 


FULL  MOTION. 


IT  DISPLAY 

itch  brilliant  colors  spring  to 
on  a  display  so  large,  it  rivals 
Ictop  monitors.  Ana1  1024  x  768 
jlution  provides  the  sharpest 
ages  ever  found  in  u  portable. 


UILT-IN  28.8Kbps 

40DEM  A  builFin  28.8Kbp: 

34  wice//ax  modem,  full-duplex 
;akerphone  and  Rill  phone  jaed 
t  a  world  of  advanced  communication 
ttwres  at  your  fingertips. 


2GB  HARD  DRIVE 

With  over  two  gigabytes  of  space,  the 
massive  hard  drive  in  the  Tecra  730CDT 
will  handle  all  of  your  storage  needs. 


FULL-MOTION  VIDEO 

The  new  HiQVideo"  PCI  graphics  controller  and 
Zoomed  Video  give  you  full-screen,  full-mouon 
video  and  an  ama;mg  depth  of  color. 


150MHz  PENTIUM 
TECHNOLOGY 

Tecra  combines  a  bla;mg-|ast  mobile  Pentium 
processor  uith  PCI  architecture,  a  256h.'B 
level  2  cache  and  16MB  EDO  memory 
expandable  to  I44.MB. 


6X  CD-ROM 

Get  50%  more  speed  than  4X  CD-ROMs. 
And  with  Toshiba's  SelectBuy"  you  can 
interchange  the  CD-ROM  drive  tilth 
the  /loppy  disk  drive  m  seconds. 


HE  NEW  TECRA.  DESIGNED  WITH  THE  POWER  TO  MOVE.  Tecra  combines  a  1 50MHz  mobile 
l6„ed(or    Pentium*  processor  with  screaming-fast  PCI  architecture  and  a  massive  hard  drive.  Add  to  that  the 
optional  Desk  Station*  V  Plus  for  the  ultimate  in  docking  expansion  capabilities  and  you've  got  a  system 
that  will  put  you  in  full  motion  instantly.  For  more  information  visit  the  Toshiba  website  at 
http://computers.toshiba.com,  or  for  a  dealer  near  you,  call  1-800-457-7777. 


crosoft* 
ido.vs'95 


Tecra 


730CDT 

■  1 50MHz  Intel  Pentium8  Processor  (3.1  v)  with  256KB 
of  level  2  cache 

•  Removable  2.1  billion  byte  H.02GB)  HDD 

720CDT 

■  133MH;  Intel  Pennum  Processor (2.9v)  with  2 56KB 
of  level  2  cache 

•  Removable  1.2  billion  hvte  (=1.1 3GB)  HDD 


BOTH  MODELS 

■  12.1"  dia.  color  active-matrix  display 

•  1024  x  768  resolution 

•  16MB  of  high  speed  EDO  DRAM  (expandable  to  144  MB) 

■  PCI  system-bus  architecture 

•  HiQVideo™  PCI  graphics  controller  with  64-bitBLT  acceleration 

■  Modular  6X  CD-ROM  drive 

■  Advanced  Lithium  Ion  barters1 

■  Integrated  28.8Kbps  V.  34  voice/fax  modem 


•  16-bit  Sound  Blaster*  Pro  compatible  audio  system 

•  Supports  rwoType  II  or  one  Type  III  16-bit  PC  Cards, 
ZV  cards  and  32-bit  CardBus  Cards 

■  Infrared  data  port  (IrDAcompliant) 

■  Optional  Desk  Station  V  Plus  docking  station 

■  Optional  NoteDock"  II  Enhanced  Port  Replicator 

•  Windows6  95  or  Windows8  for  Workgroups 

•  3-year  limited  warranty 

•  Toll-free  technical  support  -  7  days  a  week,  24  hours  a 


pentium 


In  Touch  with  Tomorrow 

TOSHIBA 


The  World's  Best  Selling  Portable  Computers. 

01996  Toshiba  Amenta  Information  Systems.  Inc  All  specifications  and  availability  are  subject  to  change.  All  products  indicated  by  trademark  symbols  are  trademarkeJ  anJ/nr 
registered  by  their  respective  companies.  Intel  InsiJe  and  Pentium  Processor  Lnuos  are  trademark*  of  lnrel  Corpo ration.  Intel  ProShare  software  courtesy  of  Intel  Corporation. 
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For  guests 
experiencing 
jet  lag,  hotel  chains 
are  creating 
anti-lag  packages, 
from  secret  balms 
to  nutritional  diets 
to  wake-up 
workouts  for  their 
global  travelers. 


FAST  vs.  FAR  vs.  BIG 

Corporate  jets,  usually 
arriving  and  departing  in 
a  shroud  of  anonymity,  if 
not  secrecy,  are  one 
answer  to  terrorism  in 
the  skies.  And  so  there's 
added  interest  in  the  cur- 
rent sales  battle  between 
Cessna's  fast  (600  miles- 
per-hour)  Citation  X  and 
the  long-range  (7.500 
mile)  Gulfstream  V. 

Waiting  in  the  wings 
-  with  a  debut  likely  in 
1998  —  is  Boeing's  large 
luxury  candidate,  a  cus- 
tomized 737.  Along  with 
a  private  suite  and 
lounge  area,  the  corpo- 
rate version  of  the 
Boeing  workhorse  will 
have  enough  space  for 
an  office  and  workout 
facility  —  or  seats  to 
accommodate  up  to  63 
employees. 


The  Lodge  at  Ventana 
Canyon  in  Tuscon,  Arizona. 


LOUNGING 
AT  AIRPORTS 

For  many  multination- 
al travelers,  membership 
in  Diners  Club  ($30 
annually  for  a  Corporate 
Card.  800-999-9093)  has 


always  been  a  plus 
because  of  its  strength 
overseas.  If  you  need  a 
reservation  at  a  fashion- 
able business  restaurant 
in.  say.  Paris  or  Milan,  it 
can  help  pave  the  way 
with  its  concierge  ser- 
vice. And  Randy 
Petersen,  publisher  of 
InsideFlyer,  gives  high 
marks  to  Diners  Club 
Rewards  program,  which 
works  in  partnership  with 
most  major  airlines  and 
gives  one  dollar  or  two 
points  for  even'  mile 
flown  usable  for  up- 
grades and  free  flights  or 
for  merchandise,  gifts,  get- 
away offers  and  cruises. 

Among  the  card's 
other  benefits  overseas  is 
its  string  of  some  65 
Diners  Club  airport 
lounges,  from  Rio  to 
Brussels  to  Taipei  — 
eight  of  them  added  just 
this  year.  (There  are  also 
two  domestically  —  in 
Honolulu  and  Newark.) 
It's  a  particular  boon 
because  of  the  rising  cost 
of  membership  (about 
$200  to  $300)  in  airline- 
managed  airport  clubs. 
Some  employers  now 
even  balk  at  letting  their 
frequent  travelers  put 
that  cost  on  their 
expense  report. 

Diners  Club  is  setting 
up  its  network  quite  sen- 
sibly. For  instance,  w  ith 
so  many  airports  laid  out 
with  widely  separated 


terminals  and  satellites, 
the  card  company  has 
opted  for  operating  sev- 
eral lounges  in  some 
locations  —  for  instance, 
at  Heathrow  and  Sao 
Paulo.  And  in  an  impor- 
tant country  for  corpo- 
rate travelers  —  like 
Japan  —  it  has  opened 
lounges  in  Tokyo. 
Nagoya.  Osaka.  Sapporo 
and  other  important 
business  cities. 

"They're  a  port  in  the 
storm  —  and  less  crowd- 
ed than  airline  lounges." 
says  Walter  Sanders,  vice 
president  of  corporate 
affairs.  "The  amenities 
vary.  Some  are  more  lav- 
ish than  others.  One  may 
have  a  cash  bar:  another, 
complimentary  drinks. 
But  all  are  commodious 
places  where  you  can 
phone,  work  or  just  relax 
and  find  some  peace 
while  killing  time." 


FLOATING 
DOWN  UNDER 

Aware  that  some 
guests  who  come  in  the 
door  may  barely  make  it 
to  their  rooms  thanks  to 
jet  lag  —  international 
hotel  chains  here  and 
there  are  creating  anti-lag 
packages,  from  secret 
balms  to  nutritional  diets 
to  wake-up  workouts,  for 
their  global  travelers. 

One  cure  that's  getting 
a  lot  of  mileage  among 


J^Ve  spent  the  last  year  building 
a  better  airline.  Now  we're 
going  to  start  on  the  trophy  case. 


Award  5  EvcclK-ncc 
PrcsrntrJ  wiili  the 
Cooperation  und  Support  of 


nv  J.D.  POWER  AND  ASSOCIATES 


How  have  we  built  a  better  airline?  By  becoming  among  the  best  in  the  business  at  getting  you  and  your 
baggage  to  over  180  worldwide  destinations  on  time.  By  offering  OnePassfM  our  award- winning  frequent  flyer 

program  that  lets  members  earn  reward  travel  to  over  400  worldwide  destinations  we  serve  with  our 
airline  partners.  And  by  improving  our  in-flight  service  to  include  quality  brands  like  Pete's  Wicked 1  Summer 

Brew  and  Brothers*  Foglifter®  Gourmet  Coffee.  And  apparently,  our  hard  work  hasn't  gone  unnoticed. 
Continental  is  proud  to  have  earned  the  1996  Frequent  Flyer/J.D.  Power  and  Associates  Award  for  customer 

satisfaction  as  best  airline  for  flights  500  miles  and  more.  And  because  we're  continuing  to  work  hard 
to  bring  you  the  highest  level  of  service  in  the  industry,  we  expect  to  be  adding  to  our  trophy  collection. 

Continental 

More  airline for  jour  money? 

Don't  forget  to  ask  for  an  E-Ticket.  •  Visit  our  web  site  at  http://www.flycontinental.com 

Continental  Airlines  was  the  highest  ranked  airline  tor  (lights  500  miles  and  more  in  the  Frequent  Flyer/J.D  Power  and  Associates  1996  Domestic  Airline 
Frequent  Flyer  Satisfaction  Study.5"  Study  conducted  among  frequent  airline  travelers  who  completed  7066  individual  flight  evaluations.  ©  1996  Continental  Airlines.  Inc 


States 


Europe 


Latin  America 


Your  own  private  place. 
Away  from  the  pressures 
of  the  day. 
A  brief  respite. 
A  time  to  recharge. 
To  regroup. 
And  face  the  world  ready. 
 A  

American  Airlines 
First  and  Business  Class 


II 


aribbean       Mexico       Japan  AmericanAirlines 

Something  special  in  the  dir. 
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Why  do  they 
schedule  meetings 
for  3:00  in  the 

MORNING? 


tuaUy,  they  don't.  It  only  feels 
Unit  way  when  you're  jet  lugging. 

Fortunately,  relief  is  now  at 
hand.  It's  the  Hotel  Okura's  Jet  Lag 
Plan,  designed  to  get  you  upon  your 
feet  and  feeling  chipper.  It  includes  a 
Light  Box  to  help  put  your  body's 
clockbackon  schedule,  a  Health  Club 
workout  and  jet  Bath,  Relaxation 
Videos,  a  Body  Sonic  Massage,  your 
choice  of  pillows  to  help  you  sleep 
better  (we'll  even  remember  your 
favorite  for  your  next  visit),  and 
special  breakfast  and  dinner  sugges- 
tions for  extra  energy. 

The  jet  Lag  Plan  is  only  Yio.ooo 
extra  per  day,  or  free  for  members  of 
the  Okura  Club  International,  our 
special  program  for  frequent  guests. 
To  receivea  free  brochure,  simply  send 
your  name  and  address  to  Hotel 
Okura,  Publit  Relations  Office, 
2-10-4  Toranomon,  Minato-ku. 
Tokyo  205,  Japan;  Fax  ^-^82-yyoy; 
Tel  3-3582-0111. 

TOKYO 

The  Hotel  Okura  is  the  flagship 
hotel  of  the  Hotel  Okura  Chain,  and  a 
member  of  The  Leading  Hotel*  of  the 
World  ami  UTEt  L  International. 


visitors  to  Sydney,  surely 
a  long-haul  destination 
(It's  a  three-movie  flight), 
is  the  one-hour  flotation 
at  the  classy  new 
Observatory  Hotel  (800- 
237-1236).  You're  put  in 
a  tank  of  water  heated  to 
skin  temperature  and  sat- 
urated with  Epsom  salts 
with  added  refinements, 
depending  on  the  indi- 
vidual. For  your  $40  you 
get  a  buffet  of  rewards, 
from  a  "heightened  level 
of  creativity"  to  an 
"environment  of  peace," 
so  says  the  hotel's  med- 
ical manual. 

The  Observatory's 
inventiveness  should  be 
no  surprise,  considering 
that  it's  an  outpost  of  the 
Orient-Express  empire, 
which  owns  such  luxury 
hotels  as  the  Cipriani  in 
Venice  and  Copacabana 
Place  in  Rio  and  runs 
those  romantic  trains 
(800-524-2420)  that  shut- 
tle from  London  to 
Venice  and  Kuala 
Lumpur  to  Bangkok. 


A  CIGAR  ISN'T 
JUST  ASMOKE 

For  many  frequent 
travelers  these  days,  a 
trip  abroad  has  its 
unspoken  dividend:  you 
can  smoke  a  Cuban  cigar 
(embargoed  by  the  U.S. 
government)  at  a  top 
restaurant  or  hotel  or 
buy  a  box  of  Cuban- 


made  Partagas,  Cohibas 
and  other  brands  to  take 
home.  Most  of  the  time. 
Customs  looks  the  other 
way,  if  it's  a  modest  pur- 
chase. 

Even  today,  with  the 
cigar-smoking  fad  three 
years  old,  you  can 
encounter  serious  resis- 
tance if  you  light  up  on 
the  road  —  without 
checking  where  you  are. 
But  you  can  find  hun- 
dreds of  welcoming  cigar 
oases  by  buying  Cigar 
Aficionado's  updated 
"Buying  Guide  to 
Premium  Cigars"  (800- 
761-4099  ).  It's  a  com- 
pendium of  800  types 
and  brands,  over  2,000 
retail  cigar  outlets  and 
—  most  useful  for  busi- 
ness travelers  —  a  95- 
page  listing  of  "Cigar- 
Friendly  Restaurants"  in 
the  U.S.  and  overseas. 

Even  in  California, 
where  the  environment 
is  still  a  high-priority 
problem,  there  are  now 
plenty  of  cigar  enclaves. 
If  you're  in  L.A.  on  busi- 
ness, you  can  savor  a 
cigar  at  nearly  two 
dozen  bars,  lounges  and 
patios  in  restaurants  like 
II  Ristorante  Rex, 
L'Orangerie,  Lunaria, 
McCormick  &  Schmick's 
and  Morton's  of  Chicago 
and  in  hotels  such  as  the 
Bel-Air,  Checkers,  Four 
Seasons,  Hilton  (down- 
town) and  Ritz-Carlton. 
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New  Beds  and  Bistros 

Bullish  on  Wall  Street 


There's  a  new  bounce  to  life 
on  Wall  Street  beyond  its 
trading  floors.  As  a  business 
traveler,  you  really  don't 
ave  to  stay  in  a  midtown  hotel  and 
ommute  by  taxi  or  subway  to  your 
ppointments  downtown. 

The  Marriott  Financial  Center  ($199 
orporate  single),  is  designed  to  cater 

0  American  Express,  Dow  Jones  and 
>ther  powerhouses  across  West  Street 

1  the  elegant  World  Financial  Center, 
f  you're  staying  in  either  Marriott,  you 
an  dine  at  the  Hudson  River  Club 
212-786-1500),  featuring  American 
uisine  with  tables  facing  a  yacht  basin, 
>r  blast  off  after  work  at  the  Edward 
1oran  Bar  and  Grill  (212-945-2255),  a 
angout  for  young  professionals  one 
light  down,  as  well  as  take  your  pick 
mong  the  bistros  in  the  WFC's  soaring 
Vinter  Garden. 

Next  door  is  a  just-opened  Morton's 
.f  Chicago  (212-732-5665).  the 
raveling  meateater's  paradise. 
*uid  it's  already  jammed  —  and 
io  wonder,  considering  Wall 
itreet  until  recently  lived  off  of 
treet  food  or  in  private  dining 
ooms  but  apparently  does  love 
good  steakhouse. 
Soaring  55  stories  across 
rom  the  WTC's  Twin  Towers 
tn  Church  Street  is  the 
Jillcniimi  Hilton  ($255  corpo- 


Windows  on 
the  World, 
the  highest 
altitude  gourmet 
restaurant  in 
the  world, 

is  back 
in  business. 


Windows  on  the  World, 
meeting  place  of 
The  Wall  Street  Club. 


rate,  800-445-8667),  built  by  a  New 
York  developer,  extravagantly  and 
tastefully  furnished  and  recently  taken 
over  by  Hilton.  Most  guest  rooms  are 
blessed  with  terrific  views  of 
Manhattan  and  the  Harbor,  especially 
the  corner  doubles  and  kings.  And  the 
hotel's  Taliesin  Restaurant,  showcasing 
American  cuisine,  and  Grille,  with 
meat  and  fish  cooked  on  an  open- 
hearth  grille,  are  tops  for  business 
entertaining. 

For  an  out-of-the-ordinary  treat  - 
at  a  hotel  that  bridges  the  gap  between 
Wall  Street  and  midtown  —  consider 
the  new  367-room  SoHo  Grand  ($199 
for  a  single,  800-637-7200),  where  the 
clientele  list  already  includes  entertain- 
ment and  fashion  executives,  as  well  as 
movie  and  rock  celebrities.  Step  out  the 
front  door,  and  you're  in  the  heart  of  the 
nation's  largest  cast-iron  district  where 
trendy  galleries,  boutiques  and  cafes 
now  occupy  former  industrial 
and  loft  spaces. 

Windows  on  the  World  (212- 
524-7000),  the  highest  altitude 
gourmet  restaurant  in  the 
world,  is  back  in  business.  For 
breakfast  and  lunch,  it  serves  as 
the  meeting  ground  for  the  Wall 
Street  Club,  whose  2,000  mem- 
bers include  most  of  the  finan- 
cial community's  blue-chip 
firms. 
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On-the-Road  Offices 


Convertible  Guest  Rooms 


Crazy  as  it  may  seem,  some 
executives  spend  more  than 
50%  of  their  time  away  on 
business  trips.  For  them  — 
and  the  happier  mortals  who  only  need  to 
take  the  occasional  trip  —  the  "mobile 
office"  is  a  must. 

PORTS  AND  PENS:  At  Westin 
(800-228-3000)  the  name  of  the  new 
game  is  "Guest  Office*. 

Along  with  a  desk  there's  an 
ergonomically  correct  desk  chair,  a 
glare-free  task  lamp,  a  speakerphone 
with  data  port  and  an  all-in-one  laser 
printer,  fax  and  copier  —  with  IBM- 
compatible  and  Macintosh  printer 
cables.  Doing  it  the  old-fashioned  way 
as  well.  Westin  hasn't  forgotten  minia- 
ture necessities  such  as  pens,  high- 
lighters, post-it  pads  and  paper  clips. 

All  of  this  comes  wrapped  in  a  com- 
fort package  that  includes  breakfast 
and  your  morning  newspaper,  a 
bathrobe,  a  coffeemaker.  free 
use  of  the  health  club,  free 
local.  800  and  credit-card 
calls  (plus  no  surcharges  for 
incoming  or  outgoing  faxes), 
and  late  check-out.  Need  a 
laptop  or  cellular  phone  dur- 
ing your  stay?  You  can  rent 
them  too. 

""This  'office  within  a  guest 
room'  lets  business  travelers 
work  comfortablv  and  conve- 


rge big  hotel 
chains  have 

an  even 
better  idea: 

Bring  the 
office  right 

into  your 
guest  room. 


Hyatt  Hotel,  San  Francisco. 


niently  in  their  rooms."  says  Westin 
chairman  and  ceo  Juergen  Bartels, 
"and  provides  them  with  the  necessary 
business  tools  and  services  they  need  to 
be  productive  while  on  the  road." 

GUEST  WORKSTATION:  Not  to 
be  outdone.  Marriott  (800-228-9290) 
has  set  up  the  'Rooms  That  Work'  in 
20%  of  the  guest  rooms  in  its  full-ser- 
vice hotels,  overseas  (for  instance. 
London)  as  well  as  domestic.  It's  basi- 
cally a  workstation  with  mobile  writing 
desk  and  task  light,  two  power  outlets,  a 
PC  modem  jack  and  a  fully  adjustable 
ergonomic  chair,  all  in  a  deluxe,  espe- 
cially spacious  room  at  no  extra  charge. 

FOR  24-HOUR  BEAVERS:  At 
about  80  Hyatt  Hotels  (800-233-1234)  in 
the  U.S.  and  Canada  you  can  now  book 
a  "Business  Plan'  floor  (not  to  be  con- 
fused with  the  chain's  Regency  Clubs). 

There's  a  work  desk,  chair,  fax 
machine  and  —  down  the  hall,  available 
on  a  24  hour  basis  —  a  printer 
and  copier.  The  phone  is  two-line 
with  dataport  and  voice  mail,  and 
you  have  free  access  to  local, 
toll-free  and  credit-card  calls. 

SECOND  THOUGHTS: 
When  it  introduced  "Smart 
Desk'.  Hilton  (800-445-8667)  put 
a  computer,  printer,  and  fax  in 
40  guest  rooms  in  four  of  its  New 
York.  Washington.  Chicago 
and  San  Francisco  hotels. 
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ISIAH  THOMAS 

Vice  President/Owner 
Basketball  Operations 
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Toronto  raptors 


Basketball  Club  Inc. 


HE  GOT  A  REAL  HAIRCUT 
WITH    HIS    FIRST  CHECK. 


HE    BOUGHT    A    TEAM    WITH    HIS    LAST  ONE 
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The  Compaq  Armada  4100.  If  It 

It  -  vour  call.  On  one  hand,  it's  a  tull-tunction  notebook.  Or  in  a  snap  it's  multimedia  with  CD-ROM.  Or  it's  lean  and  mean 
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Internal  diskette 
drive  is  replaced 
by  a  battery. 


ot  One  Thing,   It's  Another. 


for  three  batteries  with  up  to  10  hours  of  life.  It's  a  virtual  office  too-complete  with  a  full  duplex  speakerphone,  answering  and 
the  task  at  hand.  One  way  or  another.  For  more  information,  call  1-800-853-9521.  Or  visit  our  site  at  www.compaq.com. 


COMPAQ. 

Has   It   Changed   Your   Life  Yet? 
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Business  Tools 
That  Do  the  Job 


New  technology  for  business 
travelers  is  coming  along 
so  fast  —  and  in  so  many 
forms  —  that  it's  tough 
trying  to  keep  up  with  it.  There's  that 
"Stop  The  World  —  I  Want  To  Get 
Off"  feeling  as  the  information-tech- 
nology industry  introduces  new  or 
upgraded  laptops,  pagers,  cellulars, 
faxes,  and  other  business  tools  —  or 
simply  repackages  them  in  compact 
boxes  like  a  copier/fax/printer. 

The  best  advice:  Figure  out  what 
you  need  —  your  own  work  pattern  — 
and  then  find  the  tools  that  get  the 
work  done  most  efficiently.  That's 
what  efficiency  experts  recommend. 

Here  are  some  guidelines  to  keep  in 
mind. 

COMPUTERS:  All  the  personal 
computer  makers  —  Compaq,  Dell, 
IBM,  Texas  Instruments,  Toshiba 
among  the  front-runners  —  turn  out 
top  machines  at  varying  price  levels. 

IBM  in  particular  has  responded  to 
sore-armed  business  travelers  with  the 
introduction  of  their  new  ThinkPad  560 
which  packs  a  12.1  inch  TFT  svga 
screen,  full-sized  keyboard  and 
Pentium  processor  in  an  ultra-thin,  4.1 
pound  package. 

•  In  all  probability,  you  may  have  to 
upgrade  your  machine  —  or  buy  the  lat- 
est model  —  to  get  the  space  and  power 
you  need  to  run  the  newest  applications. 
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The  best  advice: 

Figure  out 
what  you  need 
and  then  get 
the  tools  that 
get  the  work 
done  most 
efficiently. 


Visit  Travelocity  at 
http://www.travelocity.com 


•  If  you're  using  your  subnotebook  as 
a  sales  tool  —  and  making  presentations 
to  potential  customers  —  a  critical  fac| 
tor  is  having  the  biggest  and  best  active-j 
matrix  screen. 

•  Tap  into  the  Internet  with  any  freJ 
quency  —  to  access  myriad  types  oa 
information  or  simply  to  book  flights 
and  hotels  —  and  you'll  waste  time  and 
money  without  the  fastest  possible 
modem. 

On  the  road,  watch  out  for  two  haz- 
ards: theft  and  breakage. 

•  The  hottest  scam  is  for  a  laptop 
thief  to  get  in  your  way  as  your  comput- 
er goes  through  an  airport  X-ray 
machine  and  a  confederate  walks  off 
with  it  on  the  other  side  —  before  you 
get  your  wits  about  you. 

•  The  main  reason  why  corporate 
travelers  buy  new  notebooks  is  broken 
screens,  according  to  Dataquest,  the 
information-technology  consulting  firm. 
Many  new  computers  come  with  sturdy 
carrying  cases.  If  you  have  an  older 
model,  be  sure  to  protect  it  with  one  of 
the  dozens  of  cases  (about  $75)  that  ade- 
quately cushions  any  accidental  drop. 

In  any  case,  one  of  the  biggest  boons 
for  PC-toting  business  travelers  who 
want  to  book  their  own  flights,  hotels 
and  rental  cars  is  Travelocity,  a  mega- 
Web  site  (http://www.travelocity.com) 
on  the  Internet.  The  one-stop  electronic 
shopping  mall  combines  the  encyclope- 
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HOTELS  •  RESORTS  •  SUITES 


Currently  available  at  no  extra  cost  in  over  70  hotels,  including  all  ma|or  markets,  with  continued  expansion  throughout  1996 
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die  (and  constantly  updated)  database 
of  Worldview  Systems,  formed  by 
Random  House  and  Ameritech,  with 
the  high-powered  reservation  system  of 
Sabre  Interactive,  a  new  subsdiary  of 
AMR  Corp.  (parent  of  American 
Airlines). 

CELLULARS:  Buying  a  cellular  phone 
of  top  quality  —  that's  lightweight, 
preferably  pocket-size  and  durable  - 
does  matter.  Some  of  the  most 
advanced  models,  with  all  the  bells  and 
whistles,  come  out  of  Motorola's  shop. 

But  what  can  matter  more  than  any- 
thing is  where  you  can  use  a  cellular. 

•  If  you're  making  your  first  business 
trips  abroad,  you'll  find  that  mobile 
phones  are  all  over  the  place.  In  Hong 
Kong,  for  example,  one  out  of  seven 
people  own  cellulars.  Many  business 
travelers  stopping  in  Hong  Kong,  in 
tact,  rent  cells  to  take  into  China  where 
Motorola  is  setting  up  phone  networks. 

•  Beyond  that,  seasoned  multina- 
tional travelers  virtually  rely  on  cellu- 
lars to  "get  through,"  particularly  in 
Third  World  or  even  nics  (Newly 
Industrialized  Countries).  For  instance, 
savvy  American  executives  on  the 
Latin  American  circuit  often  have  to 
depend  on  mobile  phones  to  bypass 
antiquated  local  phone  networks.  In 
some  street-crime  situations,  cells  can 
be  a  life  line  in  emergency  assistance. 

But  if  you  should  go  cellular  abroad 
as  well  as  in  the  U.S.,  you  can't  use  your 
own  phone  —  simply  because  of  several 
different  systems  in  use  overseas. 

The  easiest  out  is  to  rent  a  cellular  at 
your  hotel  —  or  ask  the  concierge  or 
front  desk  to  obtain  one.  It's  also  possi- 
ble to  pick  up  a  phone  at  an  airport 
immediately  upon  arrival. 

But  there  are  also  dozens  of  cellular 
services  in  the  U.S.  that  will  provide  you 
with  a  phone  programmed  for  your  desti- 


The  new  ThinkPad  560  has 
a  full-sized  keyboard  and  a 
powerful  Pentium  processor. 


Many  business 
travelers 
stopping 
in  Hong  Kong 
rent  cell  phones 
to  take  into 
China. 


nation.  You  can  have  it  delivered  before 
departure  —  or  in  some  cases  have  ij 
ready  for  pickup  upon  arrival  abroad. 

For  example,  you  can  get  a  phone 
with  a  pre-assigned  number  that  works 
on  most  European  frequencies,  from 
WorldCell  (800-822-9397)  of  Bethesda| 
Md.  It  costs  $75  for  the  first  week  an 
$50  for  each  following  week,  plus  ai 
time  ($1  to  $1.75  a  minute  with  sur 
charges  for  some  international  calls). 

PAGERS:  No  news  to  pager  addicts 
but  the  current  craze  is  for  alphanu 
meric  "beepers,"  which  can  receive  u 
to  500  characters  or  numbers. 

Look  at  the  stats  on  the  new  alphas 
PageNet,  which  claims  to  be  the  bigges 
carrier  in  the  paging  industry,  service 
about  25%  of  the  more  than  36-millio 
beeper  users  in  the  U.S.  "In  1994  ther 
were  only  200,000  or  so  alpha  pager  o 
our  nationwide  network,"  says  Scot 
Barsdell,  corporate  communication 
manager.  "Now  it's  more  than  600,000. 

In  the  industry's  ongoing  effort  t 
make  pagers  more  versatile,  SkyTel, 
leading  carrier,  has  been  offering  two 
way  messaging.  As  yet,  the  technolog 
is  not  as  user-friendly  as  some  carrier 
would  like  it  to  be. 

Another  new  enhancement,  say 
PageNet,  is  to  send  "wireless"  message 
to  a  pagee  through  your  PC.  Once  yo 
load  your  computer  with  alphanumeri 
software  now  available,  you  can  click  to 
a  service  provider  like  America  Online! 
click  onto  a  paging  Web  site  and  then' 
send  a  message  just  like  E-mail. 

Next  on  the  carrier's  agenda,  with 
the  launch  scheduled  for  yearend 
VoiceNow,  a  system  for  sending  voice! 
mail  without  phone  lines. 

This  text  was  written  by  Paul  Burnham  Finney 
of  Finlyn  Communications,  Inc.  Mr.  Finney  is  a  1 
well-known  journalist  with  expertise  in  world- 
wide business  travel. 


"It  seems  I'm  always 


scheduled  to  be  somewhere 


every  minute  of  my  business 
trip.  In  other  words,  every 


second  counts. 


Mark  H.  McCormack 

Founder,  Chairman  &  CEO 
/MG.  (International 
Management  Group) 


Our  747s 
depart  on  time 
99.56%* 
of  the  time. 


Your  Needs.  Your  Airline. 

pan  Airlines  understands  your  need  to  be  on  time.  That's  why  everyone  comfort  and  service  wherever  you  journey  with  us.  This 

JAL— from  maintenance  teams  to  pilots,  from  ground  staff  to  cabin  philosophy  that  your  needs  come  first  has  made  Japan  Airlines  the 

9w — is  dedicated  to  making  sure  our  flights  depart  on  time.  And  preferred  airline  of  many  of  the  most  experienced  business  travelers 

'th  the  world's  largest  fleet  of  747s,  JAL  offers  you  world  class  to  Asia  for  over  40  years.  Call  1-800-JAL-FONE  for  more  information. 


'Based  on  a  1 996  report  from  The  Boeing  Company  for  all  1995  ncketed-passenger  departu 


^here  on-Time  flights  are  defined  as  having  no  delays  beyond  15  minutes,  no  cancellations,  no  air  turn-backs  nor  diversions 


"LANTA  •  CHICAGO  •  HONOLULU  •  KONA  •  LOS  ANGELES  •  MEXICO  CITY  •  NEW  YORK  •  SAN  FRANCISCO  •  SAO  PAULO  •  VANCOUVER 
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UNITED  AIRLINES 
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MARRIOTT 

5. 

WESTIN 

3. 

NORTHWEST  AIRLINES 

Please  print 


Name 
Business 

Addie« 

I  (TV 

State 

Telephone 


Zip 

Extension 


Please  check  one  response  for  each  following  question. 

1 .  What  is  your  company's  type  of  business? 

I  J  Agriculture  2  J  Mining.  Construction  3  □  Manufacturing.  Processing  4  □  Wholesale,  Retail  Trade  5  □  Finance,  Insurance.  Real  Estate 
6  _J  Government  7  □  Transportation,  Public  Utilities  8  □  Service  Industries    9  □  Other  -  Please  Specify: 

2.  What  rs  your  title? 

A  J  Chairman  of  the  Board  B  □  President  C  LI  Vice  President   D  □  Treasurer,  Secretary  E  □  General  Manager    F  □  Divisions  Manager 
G  J  Department  Manager  H  □  Other  Manager   I  □  Student  J  □  Other  -  Please  Specify: 


3.  How  many  employees  in  your  company  worldwide? 

1  □  Under  100  2LI100-W9  3  _l  1 .000-2.4W  4  □  Other  -  Please  Specify: 
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Beyond  news.  Intelligence. 


Marketing 


THE  INTERNET 


WHY  FIREFLY  HAS 
MAD  AVE.  BUZZING 

The  Internet  startup  takes  word  of  mouth  to  a  new  level 


P 

r 


picture  all  the  people  whose  judg- 
ment and  taste  you  trust  the 
most  when  it  conies  time  to  buy  a 
new  car,  select  a  mutual  fund,  re- 
place the  television,  or  pick  up  a  book. 
Now  imagine  that  group  of  reliables 
swelled  by  hundreds 
or  even  thousands 
of  strangers — all  of 
whom  like  the  same 
things  you  do  and 
prove  it  every  day 
by  making  similar 
purchases. 

Word  of  mouth — 
one  of  the  most  pow- 
erful levers  in  mar- 
keting— has  been 
largely  limited  to  a 
set  of  friends,  rela- 
tives, and  colleagues 
who,  for  any  one  of 
us,  might  fill  up  a 
living  room.  But 
Boston-based  Firefly 
Network  Inc.,  a  one- 
year-old  Internet 
company,  has  hit  on 
a  way  to  expand  that 
valued  group.  Using 
"intelligent  agent" 
software  developed 
by  researchers  at  the 
Media  Laboratory  of 
Massachusetts  Insti- 
tute of  Technology — 
and  taking  advantage 
of  the  Internet  to 
communicate  directly 
with  individuals — 
Firefly  builds  vivid 
profiles  of  the  people 
who  use  its  Web  site 
(fu-efly.com).  Then  it 
sorts  them  to  recom- 
mend new  selections 
based  on  the 
and  dislikes  of  one's 


but  over  time,  it  plans  to  expand  into 
mutual  funds,  restaurants,  and  books.  It 
also  uses  the  information  it  has  about  in- 
dividual preferences  to  showcase  its  ad- 
vertisers' banners  in  front  of  those  most 
likely  to  be  interested  in  their  products. 

CYBERCRONIES 

Despite  their  different  backgrounds,  Firefly 
correctly  predicted  these  two  would  have  plenty  in  com  mon, 


MAGGIE  MUKUCH 

RICHARD  D.  FULLER 

►  26 

►  57 

►  New  Britain,  Conn. 

►  Glen  Ellyn,  III. 

►  Former  U.S.  Marine  Captain  and 
retired  insurance  executive 


►  Emigrated  from  Poland  to  the 
U.S.  six  years  ago;  student  and 

part-time  insurance  agent   " ^£  mQvjes; g4  Charmg  " 

►  Favorite  movies:  Amadeus,  Peggy  Cross  Road,  Full  Metal  Jacket, 
Sue  Got  Married,  Hamlet,  Missis-  Ran,  Sea  Wife 

sJ??l-BurnJn§_   ►  Favorite  music:  Leonard  Cohen, 

►  Favorite  music:  Madonna,  Jennifer  Warnes,  Handel 


™     Mozart  David  Bowie  ]nterestS:  Tapane'se  poetry" 

►  Other  interests:  Dancing,  Shake-    shortwave  and  old  wooden  radios, 


nearest  psyehograph-  5peare_   Indonesian  puppets,  Shakespeare 

ic  neighbors.  Initial-  ►  Firefly  recommendation:  Pretty  ►  Firefly  recommendation:  Pretty 

ly,  it  is  focusing  on  Woman,  Big  Woman,  Big 

music  and  movies, 


Firefly  offers  the  ability  to  inexpei| 
sively  gather  customer  data  that  go  ba 
yond  standard  demographics  based  oj 
zip  code,  age,  and  gender  and  zero  i] 
on  groups  with  well-defined  preferences 
That  has  caught  the  attention  of  somj 
big-time  marketers  such  as  Merril 
Lynch,  a  backer,  and  MCI,  an  advertise! 
"After  a  while,  they  know  what  yoj 
would  like  to  have  better  than  you  dl 
yourself,"  says  Kai  G.  Wussow,  a  directcj 
of  Eutelis  Consult,  a  German  consultin 
firm,  which  is  evaluating  Firefly  foj 
Deutsche  Telecom  and  France  Telecoml 
HOLY  GRAIL.  Using  psychographics  t 
feiTet  out  potential  customers  isn't  nevl 
Marketers  have  been  sifting  throug 
computerized  databases  for  years,  tryinj 
to  move  beyond  zip  codes  to  isolat] 
consumers  with  similar  tastes.  But  mad 
keters  say  the  sofa 
ware  agents  devel 
oped  by  Firefly  coul 
move  them  closer  t 
their  Holy  Grail  bj 
providing  a  way  tj 
predict  what  cus| 
tomers  are  likely  t 
want  next — and  thj 
means  to  reach  then 
with  a  customize] 
pitch  that  could  cos 
a  tenth  of  more  tra| 
ditional  direct-mari 
keting  programs! 
"It's  a  fundamental!: 
cheaper  way  to  iden: 
tify  customers,  soil 
them,  and  sell  t 
them,"  says  Johj 
Sviokla,  a  marketinj 
professor  at  Harvan 
business  school  whi 
is  working  on  a  casi 
study  about  Firefly.' 

At  the  heart  oi 
Firefly  is  its  agen 
technology,  developei 
at  mit's  Media  Lai 
by  Pattie  Maes,  wh 
wanted  a  way  ti 
track  down  new  mu 
sic  when  she  move( 
to  Boston  from  he 
native  Belgium.  Th 
software  agents  de 
veloped  by  Maes 
who  today  sits  oi 
the  Firefly  board,  be, 
gan  as  a  Web  sitt 
called  ringo  tha 
evolved  into  Fireflj 
It  works  like  this 
Visitors  to  the  sit< 
assign  themselves  ai 
alias  and  begin  t< 
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ANOTHER   INVESTOR'S  ADVANTAGE 


No-loads. 


Proven 
performance. 


Four  select  growth  funds. 

average  annual  total  returns* 


Strategist  Growth  Fund  from 
American  Express 

INVESCO  Dynamics  Fund 

Founders  Growth  Fund 

Stein  Roe  Capital  Opportunities 


1  Year 

5  Year 

10  Year 

29.1% 

19.2% 

14.1% 

26.0% 

21.5% 

14.2% 

34.2% 

21.6% 

15.2% 

65.1% 

26.9% 

14.0% 

Financial 
Direct 


)ver  the  past  10  years,  these  carefully  selected  mutual  funds 
rom  American  Express  Financial  Direct  have  produced 
ffffSfflPHBIW  B1  impressive 

iHadHHiBaBHHHl  Of  course,  past  performance  is  no 
;uarantee  of  future  results.  These  four  are  just  some  of  the 
nany  welhknown,  nodoad  funds  we  offer  with  no  transaction 
ees  for  a  minimum  investment  of  $2,000. 

licensed  financial  consultants  are  ready  to  provide  information 
ind  advice  on  mutual  funds,  money  market  funds,  discount 
)rokerage,  and  more.  Whatever  you  request,  you'll  receive  the 
;xceptional  service  you  expect  from  American  Express. 


For  a  prospectus  on  any  of  these  growth  mutual 
funds  with  no  loads  or  transaction  jees,  call 

1800AXP-7002 

2   9  7  -  7  0  0  2 


Average  annual  total  returns  are  for  the  periods  ending  6/30/96,  and  include  changes  in  principal  value,  reinvested  dividends  and  capital  gams  distributions, 
nvestment  return  and  principal  value  will  van  ami  shares  may  he  worth  more  or  less  at  redemption  than  at  original  purchase.  Strategist  Growth  Fund  invests  its 
ssets  in  Growth  Portfolio,  of  Growth  Trust  The  Portfolio's  predecessor  fund,  IDS  Growth  Fund,  has  been  in  existence  since  March  1972.  The  performance 
hown  is  based  in  part  on  the  historical  performance  of  the  predecessor  fund,  which  also  invests  its  assets  in  Growth  Portfolio.  The  performance  shown  represents 
Performance  of  the  predecessor  fund  prior  to  3/20/95  and  of  the  predecessor  funds  (  lass A  shares  from  3/20/95  through  6/30/96,  adjusted  to  reflect  the  absence 
f  sales  charges.  Tlie  historical  performance  has  not  been  adjusted  for  any  difference  between  the  estimated  fees  and  expenses  of  the  Fund  and  the  historical  fees 
nd  expenses  of  the  predecessor  fund.  For  more  complete  information,  including  charges  and  expenses,  please  call  for  a  prospectus  Head  it  carefully  before  you 
nvest  or  send  money.  American  Express  Service  (  'orporation,  Distributor 


The  average  battery  lasts  three  hours. 
Some  people  need  a  little  more  than  that. 


Acer*  {4 


Afresh  perspective. 

I-800-  55^  -ACER    www.  acer.  com/  aac/ 


96  Acer.  Inc.  All  rights  reserved.  Acer  and  the  Acer  logo  are  registered  trademarks  and  AcerNote  and  Nuovo  are  trademarks  of  Acer  America  Corporation  and  Acer 
The  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation.  Microsoft,  Windows  and  Windows  logo  are  registered  trademarks  o(  Microsoft 
poration.  *  Independent  cross- count  ry  battery  testing  conducted  by  VeriTest,  Inc. ,  June  199^-  Average  battery  life  comparisons  as  reported  in  PC  Week.  July  1 99b. 


Marketing 


BUILD  THE 
DREAM 
TEAM  OF  THE 
NINETIES 


Diversity: 
Making  the 
Business  Case, 

A  Business  Week 
Special  Advertising  Section 


A  diverse  workforce  is 
the  new  vision  for  success. 
Build  your  corporate  image 
by  supporting  diversity  and 
positioning  your  company 
before  6  million  business 
decision-makers. 


For  more  information, 
please  contact: 

Jeff  Maiers 
Project  Manager 
Phone:312-616-3303 

Issue  Date: 
December  9,  1996 

Ad  Closing  Date: 
October  28,  1996 
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Beyond  news.  Intelligence. 
\  I  Hvision  oj  The  McGraw-Hill  Companiei 


register  their  likes  and  dislikes  in 
movies  and  music.  Software  programs 
known  as  intelligent  agents  take  over, 
sifting  through  similar  lists  logged  in 
by  others  users,  locating  "nearest  neigh- 
bors" and  using  that  information  to  rec- 
ommend other  films  and  music,  free  of 
charge.  Robert  Love,  an  editor  at 
Rolling  Stone,  which  recently  signed  a 
deal  to  offer  its  music  reviews  on  Fire- 
fly, calls  the  service  "automated  word  of 
mouth."  Firefly  sells  CDs  online  and, 
with  an  estimated  300,000  users  since 
the  site  was  launched  in  January,  has  at- 
tracted a  stable  of  big-name  advertisers 
in  addition  to  MCI,  including  at&t,  Hon- 
da Motor,  MasterCard,  and  Columbia 
Records,  which  pay  $100  for  every  1,000 
people  who  click  on  their  ads. 

Firefly  users  get  more  than  a  shop- 
ping list.  The  site 
helps  them  to  put  up 


scribers  locate  news  stories  based  <j  j 
what  their  nearest  neighbors  found  r<; 
evant.  Yahoo!,  the  Internet  search  eii 
gine,  aims  to  make  recommendatioi: 
about  Web  sites.  And  Ziff-Davis  Puljj 
lishing  Co.'s  ZDNet  will  use  Firefly  tec  a 
nology  to  steer  users  to  free  soft  wa . 
they  are  likely  to  want  from  ZDNela 
vast  library  of  shareware.  "Our  tecj 
nology  enables  a  brand  to  do  tvj' 
things:  get  the  information  you  want  1 
get  to  the  right  people,  and  build  affil 
ity  groups  around  your  brand,"  sal 
Saul  Klein,  Firefly's  vice-president  1 
marketing. 

Analysts  and  other  marketers  sJ 
Firefly  is  perhaps  a  year  ahead  of  otf 
ers  working  on  similar  agent  softwari 
After  spending  hours  on  Firefly,  Bj 
Gross,  ceo  of  educational  softwan 
maker  Knowleddj 
Adventure  Inc 


their  own  home  Firefly  offers  a  way  to  launche<1  an  amb, 

pages  without  charge,  tious    attempt  1 
write  reviews,  chat 
online,  and  use  the 


agent  technology  to 
find  others  who 
share  their  tastes. 
That  leads  to  a 
sense  of  community 
that  keeps  people  coming  back.  It  also 
leads  to  some  surprising  connections. 
Richard  D.  Fuller,  a  57-year-old  inven- 
tor and  former  Marine  who  lives  with 
his  wife  in  Glen  Ellyn,  111.,  struck  up  an 
online  acquaintance  with  26-year-old 
Maggie  Mukuch,  who  emigrated  from 
Poland  six  years  ago  and  works  in  Con- 
necticut as  an  insurance  agent.  When 
Mukuch  asked  Firefly  to  find  other  peo- 
ple interested  in  Shakespeare,  it  led 
her  to  a  list  of  names,  including 
Fuller's.  Now  they  exchange  E-mail 
and  speak  frequently  by  phone.  "Obvi- 
ously, we're  going  down  different  paths 
in  life,"  says  Fuller.  "She  likes  David 
Bowie.  But  I  like  David  Bowie,  too." 
"BRILLIANT."  Firefly  ceo  Nicholas  A. 
Grouf  and  six  other  Media  Lab  alumni 
hold  a  majority  stake  in  the  company 
and  mit  collects  some  royalties.  Backers 
include  Japanese  software  company 
Softbank  Corp.,  Dun  &  Bradstreet, 
venture  capital  firm  Atlas  Ventures, 
and  Merrill  Lynch.  Grouf  says  adver- 
tising has  provided  the  startup  with 
small  but  growing  revenues,  though 
the  company  is  not  yet  profitable.  But 
he  views  the  popular  Firefly  site  pri- 
marily as  a  showcase  for  the  company's 
agent  technology.  In  August,  Firefly 
started  licensing  its  agents.  Among  the 
first  to  sign  up  were  other  Internet 
businesses.  Reuters  New  Media  plans 
to  use  the  technology  to  help  sub- 


pinpoint  like-minded 
consumers  without 
breaking  the  bank 


push  the  predictivi 
capabilities  of  sofl 
ware  agents  to  ail 
other  level.  His  nel 
company,  Recon! 
Mentor  Inc.,  will  trf 
to  predict  whicj 
brands  of  computers,  cars,  and  othJ 
items  will  appeal  to  consumers  basej 
on  their  preferences  in  entirely  diffe| 
ent  product  categories,  like  music,  win! 
even  breakfast  cereal.  He  calls  Firefll 
"a  brilliant  step  forward." 

Of  course,  for  such  sites  to  work,  coil 
sumers  must  be  willing  to  reveal  a  lot  J 
personal  information  online,  a  thouglj 
that  makes  many  people  uneasy.  Firefll 
says  it  has  acted  aggressively  to  shiell 
the  privacy  of  users.  Individuals  nevel 
have  to  share  their  real  names,  agel 
and  mailing  addresses  unless  the! 
choose  to.  Firefly  promises  to  keep  coil 
fidential  the  profiles  it  builds  of  eacl 
user  and  the  company  has  hired  Cooa 
ers  &  Lybrand  to  conduct  twice-yearlj 
audits  to  assure  that  it  does  so.  Firefll 
can't  force  its  partners  to  ad  pt  thl 
same  measures,  but  it  does  have  thl 
right  to  revoke  a  license  if  it  detect! 
abuse.  "That's  exactly  the  process  thsl 
we  would  like  to  have  in  place,  wit| 
some  teeth  behind  it  and  a  third  parti 
ensuring  that  they  are  complying,"  sayj 
Lori  Fena,  executive  director  of  thl 
Electronic  Frontier  Foundation,  a  stronfl 
advocate  of  privacy  for  Internet  user  J 
Consumers  don't  pay  money  for  the  sen 
vices  on  Firefly,  but  in  the  electronij 
age  of  marketing,  personal  information 
is  the  new  currency.  How  it's  used  wil 
determine  if  the  price  is  fair. 

By  Paul  C.  Judge  in  Bostol 


I 


I  don't  know  who  you  are. 
!  don't  know  your  company. 
I  don't  know  your  company's  product. 
I  don't  know  what  your  company  stands  for. 
I  don't  know  your  company's  customers. 
I  don't  know  your  company's  record. 
I  don't  know  your  company's  reputation. 
Now-  what  was  it  you  wanted  to  sell  me? 


Sales  start  before  you  call— with  business-to-business  advertising. 
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seems  a  sales  representative  from  MCI®  got  to  know  a  sales  representative  from 
/stemhouse  Limited  (SHL)  very  well.  They  kept  running  into  each  other  while 
eeting  with  the  same  customers. 

Since  MCI  offered  telecommunication  solutions  and  SHL  was  the  standard  in 
formation  technology,  an  idea  was  born.  The  salesmen  recognized  the  enormous 
)tential  to  their  customers  if  the  two  companies  were  joined. 

Their  bold  idea  resulted  in  a  merger  and  the  creation  of  MCI  Systemhouse. 

The  big  result,  though,  is  that  both  Fortune  500®  and  mid-sized  companies  have 
uned  a  powerful,  full-service  ally. 

With  MCI  Systemhouse,  they  can  move  quickly  and  affordably  to  the  latest 
formation  systems.  They  can  implement  proven  technology  and  equipment, 
nd  innovative  business  applications  can  help  employees  around  the  world  work 
ore  efficiently. 

In  short,  every  telecommunication,  information  technology,  and  ongoing  support 
irvice  is  now  at  their  fingertips.  With  a  single  phone  call  to  a  single  company. 

 *r 

MCI  Systemhouse. 

Real  benefits  from  converging  technologies 


The  Corporation 
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FORD  HAS  A  LONG 
HAUL  AT  MAZDA 

Can  it  solve  the  Japanese  carmaker  s  knotty  problems? 


Nestled  in  a  bay  on  the  Sea  of 
Japan  lies  Mazda  Motor  Corp.'s 
Hofu  assembly  plant,  a  feat  of  au- 
tomated manufacturing  and  work- 
er-friendly industrial  design.  In  the  "hu- 
man zone."  workers  in  spanking-white 
coats  operate  under  gleaming  fluores- 
cent lights.  Hot.  heavy,  noisy  work  is 
fully  automated  in  a  separate  area.  The 
decor  is  soothing  greens,  grays,  and 
blues.  Modular  minilines  churn  out  sub- 
assembled  sections. 

Unfortunately,  this  ergonomic  marvel 
is  iTinning  at  only  35ct  of  capacity.  Maz- 
da sank  S550  million  into  the  plant, 
which  it  opened  in  1992  to  make  upscale 
passenger  cars.  Then.  Japan  entered  an 
economic  slump,  and  consumers  turned 
to  spoil  utilities,  wagons,  and  vans.  But 
the  Hofu  plant  can't  make  those  kinds  of 
ears.  "Hofu  is  our  most  modern  plant 
and  our  most  efficient,  but  it's  also  our 
least  flexible,"  concedes  Mazda  Presi- 
dent Henry  D.  G.  Wallace,  who  was  dis- 


patched by  major  shareholder  Ford  Mo- 
tor Co.  more  than  two  years  ago.  "We 
tend  to  run  into  restrictions  with  what 
we  want  to  do  at  Hofu." 

Ford  is  running  into  a  lot  of  restric- 
tions with  Mazda.  The  U.  S.  auto  maker 
shelled  out  $481  million  to  raise  it 
stake  to  33.4%  in  June  and  effec- 
tively take  control  of  the  ailing 
•512  billion  Japanese  carmaker. 
Ford  portrayed  the  buy  as  a  bold 
move  to  find  massive  savings  in 
development  costs  while  extending 
its  reach  in  Japan  and  Soi 
east  Asia.  Ford  would 
reduce  Mazda's  bloat 
ed  cost  structure  by 
shaking  up  supplier 
and  reducing  person- 
nel. At  the  same 
time,  it  would  inte- 
grate the  Japanese 
partner  into  a  global 
"Ford  2000"  strategy 


.1  SOI 

I 


■  w 


UNTOUCHABLE:  The  aging  Ujina  plai 
is  vital  to  Hiroshima's  economy 

to  benefit  from  Mazda's  technical 
engineering  abilities. 

Six  months  after  word  of  the  de 
broke  in  April,  it's  dear  the  task  is  moj 
difficult  than  Ford  wants  to  admit.  Lob 
admired  by  car  buffs  for  engineerii 
marvels  such  as  the  Miata  sports  co 
vertible.  Mazda  has  made  some  very  bs 
business  decisions.  The  largely  idle  Ho 
factory  is  only  one  symbol.  Mazda's  fait  1 1 
ful  engineers  also  cling  to  sentiment  l\ 
loss-leaders  such  as  the  gas-guzzling  r 
tary  engine.  A  rigid  corporate  cultm 
keeps  a  brake  on  the  pace  of  cost-cuttii 
in  the  aging  Mazda  workforce. 
parochial  mind-set.  Mazda's  entire  co 
structure  is  bloated — even  by  Japar 
pricey  standards.  A  parochial  mind-s< 
has  left  the  company  with  only  or 
major  overseas  plant,  in  Flat  Roc 
Mich.,  which  puts  it  way  behir 
its  rivals  in  establishing  a  glob 
strategy.  Mazda's  passenger-ej 
market  share  in  Japan  has  fallen 
a  mere  4.1^.  and  its  U.  S.  sales  ha\ 
ped  sharply  because  < 
poor  image  and  marke 


AMERICAN  SAMURAK 

Wallace  appears  in 
ads  to  reassure 
buyers  about 
Mazda  ha\ing  a 
foreign  boss 
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Big  Consumer 
is  watchin 


ing  you 


There's  nowhere  to  hide. 

The  Age  Of  The  Consumer  has  hit  the  financial 
services  industry  and  consumers  know  it. 

Consequently,  they  expect  to  be  offered  products 
and  services  which  are  flexible,  accessible  and,  most 
importantly,  tailored  to  their  individual  needs. 

And  they  don't  just  look  to  their  bank.  They'll  give 
their  business  to  any  of  the  countless  new  financial 
service  suppliers  who  are  eating  into  the  market  of 
traditional  financial  organizations. 


Of  course,  consumer-focused  products  and 
services  require  consumer-focused  technology 
and  that's  where  NCR  is  so  strong. 

It's  always  been  our  philosophy  to  approach 
every  project  from  the  consumer's  perspective 
and  in  doing  so  we've  gained  a  unique  and 
unrivaled  understanding  of  consumer  behavior. 
As  a  result,  nobody  is  better  prepared  for  the 
Age  Of  The  Consumer  and,  as  consumers  make 
life  harder  for  banks,  we  can  apply  the  solu- 
tions necessary  for  banks  to  make  life  easier 
for  consumers. 

One  way  in  which  this  expertise  will  grow 
is  at  the  NCR  Financial  Services  Knowledge 
Lab  in  London.  It's  a  new,  dedicated  research 
facility  where,  with  our  customers  and  other 
commercial  and  academic  partners,  we  will  constantly 
develop  new  insights  into  the  hearts  and  minds  of 
financial  service  consumers. 

For  a  bigger  understanding  of  Big  Consumer,  email 
us  at:  banking.solutions@unitedkingdom.ncr.com  or 
visit  our  web  site:  www.ncr.knowledgelab.com 
NCR.  Banking  Solutions  in  the  Age  Of  The  Consumer. 
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rioechst  is  a  world  leadei 
and  chemicals.  But  how 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  cheriq 


l  pharmaceuticals 
earth  is  it  pronounced? 


You  probably  come  across  us 
every  day,  perhaps  without  even 
knowing  it. 

Maybe  in  our  medicines  that 
help  doctors  keep  you  healthy  or 
treat  serious  illnesses. 

Or  in  the  food  on  your  table, 
grown  with  the  help  of  our  agri- 
cultural products. 

Or  maybe  in  your  home  or  car 
where  our  fibers,  plastics  and 
paints  make  your  life  easier,  safer 
and  brighter. 

But  with  our  name  some  people 
still  get  a  little  tongue-tied! 

It's  actually  very  easy. 

We're  called  Hoechst,  pro- 
nounced "Herkst". 

You  can  say  that  again! 

Hoechst  Marion  Roussel,  Inc. 
P.O.  Box  9627 

Kansas  City,  MO  64134-0627 
Hoechst  Celanese  Corp. 

P.O.  Box  2500 

Somerville,  NJ  08876-1258 
Internet: 

http://www.hoechst.com/ 


taff  of  160,000  people  worldwide,  annual  sales  total  $36  billion. 


Hoechst 
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ing.  This  yean  the  company  will  churn 
out  a  total' of  just  S00.000  vehicles,  vs.  1.4 
million  in  1990.  Mazda  had  cumulative 
net  losses  of  more  than  $700  million  from 
1998  to  1996,  and  it  carries  a  staggering 
$4  billion  debt  load. 

No  one  is  arguing  that  the  Mazda 
dilemma  will  break  Ford,  which  earned 
$2.5  billion  in  the  first  half  of  this  year. 
But  it  will  take  a  long  time  to  make 
Mazda  a  smooth-running  gear  in  the 
Ford  machine.  Mazda  will  require  more 
management — and  possibly  more  mon- 
ey— than  initially  expected.  And  the  in- 
tegration of  Mazda  with  the  rest  of  Ford, 
for  example,  could  slow  the  pace  of 
Ford's  sweeping  global  reorganization. 
Ford  2000.  The  risk:  that  Ford  could  end 
up  with  redundant  small-car  development 
operations  in  Europe  and  Japan,  limit- 
ing the  economies  it  hoped  to  achieve. 
PARTIAL  VIEW.  Officially.  Ford  does  not 
acknowledge  that  the  problems  at  Mazda 
are  deeper  than  it  understood.  But  it's 
clear  Ford  didn't  have  a  complete  pic- 
ture of  what  was  going  on  inside  Mazda 
before  it  took  control.  With  less  than  a 
one-third  ownership  stake  in  the  Japan- 
ese carmaker,  legal  restrictions  kept  Ford 
in  the  dark  on  vital  business  decisions.  It 
took  a  year  of  encouragement  from  Wal- 
lace and  Sumitomo  Bank  Ltd.,  Mazda's 
second-largest  shareholder,  before  Ford 
signed  off  on  the  deal — without  having 
complete  access  to  Mazda's  inner  work- 
ings. Before  that.  "We  never  had  the 
ability  to  share  at  the  strategic  level," 
says  Edward  E.  Hagenlocker,  president 
of  Ford's  auto  operations. 

Finding  a  way  to  make  it  work  is  Job 
One  for  Wallace,  a  lanky  Scottish  trou- 
bleshooter,  and  W.  Wayne  Booker,  Ford's 
executive  vice-president  in  charge  of 
emerging  markets.  In  brainstorming  ses- 
sions. Ford  execs  are  trying  to  come  to 
grips  with  tough  issues  such  as  how  to 
leverage  Mazda's  core  strengths — small- 
car  design  knowhow  and  engineering  ex- 
cellence— and  team  up  to  find  cost  sav- 
ings. At  the  same  time,  top  Ford  and 
Mazda  executives  are  groping  for  ways 
to  rebuild  Mazda's  market  share  in  Japan, 
jump  into  the  race  to  fashion  a  low-cost 
"Asian  car,"  and  possibly  shift  some  of 
Ford  Europe's  small-car  design  work 
back  to  Mazda,  according  to  Booker.  The 
two  also  hope  to  marry  Mazda  compo- 
nents and  auto  "platforms"  to  cut  devel- 
opment costs  by  as  much  as  one  third. 

Rivals  are  openly  skeptical  that  Ford 
can  move  fast  enough  to  stanch  the  red 
ink  and  convince  Japanese  consumers 
that  Mazda  is  not  being  Americanized. 
"The  question  is  whether  they  can  take 
the  drastic  action  they  need  and  still 
be  accepted  by  Japanese  society."  says  a 


top  executive  at  Toyota  Motor  Corp. 

Drastic  action  is  needed  because  Maz- 
da has  a  huge  capacity  crisis.  Even  if  it 
did  regain  its  peak  domestic  sales — 
600,000  vehicles  in  1990— it  would  still 
fall  far  short  of  its  1.4  million  annual  ca- 
pacity. Mazda  always  relied  on  exports, 
but  overseas  sales  have  been  hit  hard 
by  the  high  yen,  even  now  that  it  has  re- 
treated to  110  to  the  dollar.  If  Ford  picks 
up  market  share  in  Japan,  Mazda  might 

MAZDA  S  TALE  OF  WOE 
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DATA:  COMPANY  REPORTS 

get  a  boost  by  building  Ford  cars.  Mazda 
made  30,000  of  the  48,000  Ford  Escorts 
and  Lasers  sold  in  Japan  last  year.  But 
that's  not  much  of  a  lift  against  overca- 
pacity of  more  than  half  a  million  cars. 

That  means  Mazda  needs  to  quickly 
step  up  sales  in  foreign  markets  with 
hot  new  affordable  products.  Otherwise 
the  U.S.  company  at  some  point  would 
have  to  face  up  to  the  necessity  of  clos- 
ing a  Mazda  factoiy.  "These  guys  have 
to  get  sales  back  up  to  what  they  were 
in  the  good  old  days  or  close  a  plant," 
says  Christopher  Redl,  an  analyst  at 
I  no  Barings  Ltd.  in  Tokyo. 


Mazda  has  two  huge  passenger-1 
plants  in  Japan,  and  choosing  whichB 
shut  down  is  a  devilish  dilemma.  Hofil 
new  and  efficient,  but  inflexible.  The  (I 
er  choice  is  the  30-year-old  Ujina  pll 
near  headquarters  in  Hiroshima.  Li 
many  auto  plants,  it's  aging — along  u  j 
its  workforce.  The  average  worker  il 
Mazda  plant  is  in  his  early  40s.  "Agj 
workers  are  losing  their  eyesight,  {I 
in  some  cases,  their  judgment  abilM 
says  Toshihide  Deguchi,  executive  vw 
president  for  operations.  But  closing  fl 
plant  is  hardly  an  option.  Mazda  is  i 
economic  heart  of  Hh-oshima,  and  closl 
the  plant  would  trigger  an  intense  bal 
lash  from  political  leaders  and  consum« 

So  for  now,  the  goal  is  to  build  § 
sales,  beginning  with  Japan.  Mazda  11 
a  lot  riding  on  the  success  of  the  Denl 
launched  on  Aug.  26.  A  station  waJ 
so  compact  as  to  almost  be  a  miniS 
Demio  is  the  first  new  domestic  mol 
designed  under  Ford's  aegis.  It  \M 
priced  very  aggressively,  with  the  ml 
popular  model  going  for  about  $10,56 
The  advertising  shows  Chicago  Bij 
star  Scotty  Pippen,  a  giant  as  he  drl 
bles  around  the  tiny  vehicle.  Then  I 
gets  inside,  suggesting  that  it  only  J 
pears  to  be  small.  Wallace  also  has  J 
peared  in  ads,  praising  Mazda's  rebul 
under  Ford  and  attempting  to  ease  bil 
ers'  concerns  that  a  gaijin,  or  foreigni 
is  running  Mazda. 

DESIGN  SHAKEUP.  The  strategy  has  bel 
a  success  so  far.  In  its  first  two  weeks  I 
the  market,  Demio  pulled  in  11,200  4 
ders,  against  a  monthly  target  of  4,01 
But  it's  a  distinctly  small  success,  andfc 
remains  to  be  seen  whether  the  Dem 
phenomenon  will  last.  In  other,  bigg* 
market  segments,  Mazda  has  few  n<* 
models  in  the  pipeline.  Meanwhile,  Toycj 
and  other  rivals  have  begun  new  sal 
pushes. 

That's  why  Ford  executive  Ronald.1 
Leicht  is  pressing  ahead  with  a  markw 
ing  division,  which  is  researching  ccl 
sumer  needs  and  communicating  the! 
to  Mazda  design  teams.  In  short,  he's  ;| 
tempting  a  complete  shakeup  of  Mazd:ij 
design  culture.  For  years,  Mazda's  prisj 
in  engineering  combined  with  a  lack  5 
cost  controls  led  its  development  tearftj 
to  design  cars  with  little  customer  iW 
put.  One  result:  what  one  analyst  terms! 
"fatal  fascination"  with  niche  ears  such  I 
the  Miata.  "We've  got  to  make  what  tJ 
customer  wants,  not  what  some  peop  i 
here  on  the  fifth  or  sixth  floor  think  isti 
really  neat  idea,"  says  Wallace. 

Even  though  Ford  has  financial  coi 
trol  of  Mazda,  the  Japanese  company^ 
execs  are  resisting  Ford's  attempt  j 
alter  their  ways.  "Regarding  the  futui 
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of  Ford  and  Mazda  development,  who  is 
going  to  be  in  control  is  a  big  ques- 
tion," says  Deguchi. 

It's  a  particularly  big  question  as  Ford 
tries  to  fold  Mazda  into  its  global  reor- 
ganization. Ford  is  aiming  to  develop  its 
cars  and  tincks  on  "world  car"  platfoims 
by  2000.  But  the  Hofu  factory  isn't  even 
compatible  with  the  Hiroshima  plant,  so 
it  will  be  tricky  to  design  cars  that  can 
be  made  by  various  factories  worldwide. 
The  two  companies  have  teamed  up  on 
design  in  the  past — the  Ford  Probe  is 
essentially  Mazda's  626,  and  Mazda's  121 
is  a  rebadged  Ford  Fiesta. 

The  problem  now  is  deciding  who  will 
design  what.  The  new  Escort  launched 
in  May  in  the  U.  S.  was  based  on  Mazda's 
Protege,  but  industry  sources  expected 
that  the  next  generation  of  Proteges 

LEAVING  THE  LAB 

Mazda  is  counting  on  big 
sales  for  the  Demio 
station  wagon-the  first 
domestic  model  designed 
under  Ford's  aegis 

would  be  based  on  a  Ford 
platform  from  Europe.  Now, 
however,  Ford  execs  are  con- 
sidering giving  some  of  that  to 
Mazda,  which  will  displease  the 
European  designers. 

Another  point  of  resistance 
to  Ford  is  Mazda's  suppliers, 
who  were  long  protected  by 
the  company's  loyalty  to  the 
Hiroshima  area.  Ford's  efforts 
to  launch  joint  worldwide  pur- 
chasing with  Mazda  is  a  di- 
rect threat.  "It's  a  foreign-pur- 
chasing revolution,"  says 
Katsuaki  Yamamoto,  executive  vice-pres- 
ident for  purchasing.  Mazda  used  to  buy 
its  rear  suspensions  from  local  suppliers, 
for  example,  but  for  its  hit  rv  Bongo 
Friendee  camper,  Mazda  buys  from 
America's  Monroe  Corp. 

That's  politically  sensitive.  At  the  Maz- 
da shareholder  meeting  on  June  27,  Koji 
Nakai,  a  shareholder  formerly  from  Hi- 
roshima, berated  the  assembled  execu- 
tives at  length.  "I  stand  here  as  the  pros- 
ecutor to  speak  for  Hiroshima,"  he  said. 
"It's  no  good  if  only  Mazda  recovers,  with- 
out the  rest  of  Hiroshirna." 

Mazda  is  trying  to  minimize  the  pain: 
It's  helping  its  parts  makers  meet  the 
challenge  by  offering  to  send  out  teams 
of  technicians  and  production  experts  to 
analyze  production  systems.  Some  48  lo- 
cal suppliers  took  them  up  on  the  offer. 
Many  savvy  suppliers  saw  the  writing 


on  the  wall  long  ago,  and  prepared. 
Molten  Corp.  diversified  into  infiatables 
such  as  pontoons  and  basketballs  as  well 
as  medical  equipment.  It  also  broadened 
its  customer  base  and  built  a  factory  in 
Thailand.  Others,  too,  are  considering 
Southeast  Asian  plants  and  are  trying 
to  break  away  from  dependence  on  Maz- 
da, which  is  encouraging  such  moves, 
once  deemed  heretical.  "If  they  want  to 
survive,  they're  already  doing  it,"  says 
Yamamoto.  But  many  suppliers  clearly 
face  bankruptcy  if  pushed  too  hard,  too 
fast.  That's  why  Ford  can't  go  any  faster 
in  shaking  up  the  supplier  base. 

In  view  of  how  long  it's  going  to  take 
to  impose  greater  efficiencies  on  Mazda's 
operations,  Ford  may  have  little  choice 
but  to  allow  Mazda  to  gain  against  Ford's 
own  models  in  the  U.  S.  and  Europe. 


da's  parochial  mind-set.  A  breakthro 
last  year  was  persuading  Mazda  e~ 
to  give  up  the  unprofitable  but  se 
mental  business  of  making  taxis, 
taxis  in  Hiroshima  are  Mazdas,  just 
those  in  Toyota  City,  Japan,  are  Toyo 
But  taxis  require  expensive  extras- 
tomatic  rear-door  openers  on  the  driv 
side,  for  example — -and  margins  are 
Sacking  taxi  production  was  a  deer 
Mazda  executives  couldn't  make. 
"emotional  issue."  If  that  was  con 
versial,  imagine  the  emotion  attache 
Mazda's  rotary  engine.  Research  con 
ues,  but  the  engine's  future  is  decide 
fuzzy  under  Ford.  "It's  clearly  an  e" 
tional  issue  within  Mazda  with  the  ol 
members  of  our  management  grou 
says  Wallace. 

Other,  subtler  tactics  aim  to  eh 


This  raises  the  delicate  issue  of  what  the 
Japanese  call  tomogui,  or  "eating  one's 
own."  In  the  U.  S.,  Mazda  had  to  drop 
out  of  the  hot  sport-utility  market  be- 
cause Ford  refused  to  give  it  a  four-door 
version  of  its  popular  Ford  Explorer,  of- 
fering it  instead  a  two-door  model — the 
Mazda  Navaho — that  consumers  shunned. 

Ford  could  also  be  forced  to  shift 
some  production  from  its  U.  S.  plants 
to  Japan  to  get  the  Mazda  factories 
humming.  "It's  not  impossible  to  envi- 
sion that  we  would  use  that  capacity 
for  Ford  products,"  Booker  says.  "The 
issue  is  cost."  The  United  Auto  Workers 
would  take  a  dim  view  of  that,  so  it 
would  be  a  tough  decision. 

While  Ford  will  have  to  make  some 
painful  adjustments,  the  burden  will  fall 
more  heavily  on  Mazda.  And  that  means 
Ford  has  to  keep  chipping  away  at  Maz- 


Mazda's  corporate  culture  over  the  lo 
haul.  Employees  with  foreign-langual 
abilities  are  being  cultivated.  After  fd 
years  of  limp  hiring,  Mazda  this  year  vj 
take  on  260  new  employees,  more  thl 
double  the  number  in  the  previous  yel 
even  as  it  continues  to  try  to  cut  payrol 

Wallace  says  he  was  fascinated  to  cO 
cover  that  the  Japanese  who  used 
copy  and  adapt  from  the  West  had  d 
veloped  closed  minds  toward  what 
regards  as  modern  management  meo 
ods.  "I've  so  often  heard:  'You  don't  u 
derstand  Japan,'"  Wallace  says.  "Wn 
that  really  meant  is:  'Our  minds  aj 
closed,  and  we  don't  want  to  hear  an 
thing  else.'  That  was  a  sutprise  to  mi 
All  he  can  hope  for  now  is  that  the  si 
prises  are  over. 

By  Edith  Hill  Updike  in  Hiroshiri 
and  Keith  Naughton  in  Detroit 
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A  lawsuit  alleges  they  raised 
cash  to  fund  the  Buccaneers 
football  team  with  deals  that 
hurt  shareholders 

Facing-  a  bank  of  microphones  and 
cameras  on  Jan.  16,  1995,  Malcolm 
I.  Glazer  beamed.  The  little-known 
financier  had  captured  a  long- 
si  mght  prize — ownership  of  a  profession- 
al sports  team.  With  a  bid  of  $192  million, 
the  highest  price  ever  paid  for  a  sports 
franchise,  Glazer  won  control  of  the  Tam- 
pa Bay  Buccaneers  football  team.  "I 


gulped  many  times,"  he  says  of  the  price. 

So  have  some  minority  shareholders  of 
Zapata  Corp.  Glazer  owns  35.2%  of  Hous- 
ton-based Zapata,  and  since  early  1995, 
he  has  overseen  an  unusual  series  of 
transactions  between  Zapata  and  other 
companies  in  which  he  also  holds  big 
stakes.  The  latest:  Zapata,  the  oil-and- 
gas  company  founded  by  George  Bush, 
agreed  in  June  to  pay  $80  million  to  ac- 
quire Houlihan's  Restaurant  Group  Inc.,  a 
lackluster  chain  73%-owned  by  Glazer. 

But  disginntled  investors  are  crying 
foul.  One  shareholder  unhappy  with  the 
merger  sued  to  block  it,  and  on  Sept. 
24,  a  Delaware  court  ruled  in  his  favor. 


Given  Glazer's  stake  in  boi 
companies,  the  court  ruled  th 
the  deal  must  win  approval  fro 
80%  of  Zapata  shareholder 
rather  than  just  50%.  And  thai 
not  all:  Two  other  sharehold< 
suits — since  combined — allej 
that  Glazer  is  using  Zapata 
buy  out  his  other  interests 
help  finance  his  purchase  of  tl 
Bucs. 

Glazer,  who  is  Zapata's  cha 
man,  and  his  eldest  son,  Avra 
A.,  Zapata's  president  and  ce 
deny  the  allegations.  They  insi 
there  is  no  tie  between  the  dea 
and  the  Bucs — and  that  tl 
Houlihan's  merger  is  good  f< 
Zapata.  Dismissing  the  ruling  j 
a  "very  narrow,  technical  inte 
pretation,"  Zapata  general  con 
sel  Joseph  L.  von  Rosenberg  I 
says  the  company  is  now  weig 
ing  its  next  move.  The  Glaze 
say  the  deals  are  pail  of 
strategic  shift:  Since  early  199 
they  have  transformed  the  o 
and-gas  outfit  into  a  food  se 
vices  company.  "We  thougl 
there  were  better  opportuniti( 
to  make  money  for  stockhok 
ers,"  says  Avram  Glazer. 
SAWY.  But  public  documen 
and  interviews  with  former  Z 
pata  executives  raise  numeroi 
questions.  For  starters,  the  on 
companies  Zapata  appears  ser 
ously  interested  in  are  controlk 
by  Glazer.  And  Zapata's  shift- 
which,  if  the  Houlihan's  de 
goes  through,  will  have  allow€ 
Glazer  to  cash  out  of  inves 
ments  in  two  thinly  traded  pul 
lie  companies — appears  to  ha\ 
begun  soon  after  the  Bucs  dei 
"The  suit  alleges  this  redire 

MALCOLM  GLAZER:  $192  mil- 
lion for  a  lagging  team 


tion  resulted  in  part  because  of  Glazer 
need  for  cash  for  the  Tampa  Bay  Bucc; 
neers,"  says  Gregory  E.  Keller,  a  lawye 
for  shareholders  in  one  suit. 

A  savvy  financier  who  splits  his  tin 
between  Rochester,  N.  Y.,  and  Pah 
Beach,  Fla.,  Glazer  built  a  fortune  in  th 
1970s  and  1980s  buying  real  estate  an 
TV  stations.  In  1991,  he  paid  roughly  $3 
million  for  bonds  of  a  troubled  restai 
rant  operator,  later  renamed  Houlihan' 
In  late  1992,  when  it  came  out  of  reo: 
ganization,  Glazer  had  control. 

Around  the  same  time,  Glazer  als 
paid  roughly  $40  million  for  41%  of  Zaf 
ata.  Executives  at  the  heavily  indebte 
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UP  S    S  Y  S  T  EMS 


Nothing  will  stop  you  now 


October  1st, 
MGE  UPS  SYSTEMS  is  now 
number  1  in  UPS  systems 
for  computer  and 
industrial  protection. 
MCE  UPS  SYSTEMS 
technology  and  staff,  plus 
the  power  of  Square  D, 
assure  the  power  protection 
and  management  of  your 
sensitive  systems  365  days 
a  year,  worldwide. 

MGE  UPS  SYSTEMS, 
nothing  will  stop 
you  now. 

Internet  :  http://www.ups.merlin-gerin.fr 


The  Corporation 


company  were  then  selling  off  volatile 
oil-related  units  to  shift  into  natural-gas 
services.  Glazer  at  first  backed  the 
change  but  was  soon  at  odds  with  man- 
agement over  a  proposed  Sill  million  fi- 
nancing from  Norex  America  Inc.,  an  af- 
filiate of  a  British  holding  company.  In 
exchange  for  the  funds,  which  would  al- 
low Zapata  to  reduce  debt  and  expand  in 
natural  gas,  Norex  would  receive  3  mil- 
lion Zapata  shares.  Norex  Chairman 
Kristian  Siem  would  become  a  director. 

Glazer  threatened  a  proxy  battle,  com- 
plaining that  the  Norex  shares  would  di- 
lute his  stake.  But  given  board  seats  for 
himself  and  Avram,  he  dropped 
his  fight.  In  May.  1993.  the  deal 
went  through,  and  Siem  was  lat- 
er named  coo.  Zapata  soon  paid 
$90  million  for  natural-gas  com- 
pression specialist  Energy  In- 
dustries Inc.  Its  owner,  Peter  M. 
Holt,  joined  Zapata's  board. 
OLD  PALS.  Since  then,  however, 
critics  say  Glazer  has  methodi- 
cally gained  control  of  Zapata's 
board.  When  two  long-time  di- 
rectors resigned  in  November, 
1994,  Siem  says  he  and  Holt  sug- 
gested outside  nominees  with  ex- 
perience on  Wall  Street  and  in 
energy.  But  with  the  board  down 
to  five.  Director  Ronald  C.  Las- 
siter.  Zapata's  former  CEO,  cast 
the  swing  vote.  Two  longtime 
Rochester  associates  of  Glazer, 
attomev  Luther  W.  Miller  and 


Glazer-owned  TV  station,  and  Robert  V. 
Leffler  Jr..  whose  sports  marketing  firm 
has  worked  for  the  Glazers.  And  on  June 
16,  1995.  Zapata  agreed  to  buy  the  En- 
virodyne  stake  for  S18.8  million.  That 
money  was  pledged  to  pay  down  a  822 
million  loan  Glazer  took  out  twro  weeks 
later,  part  of  the  890  million  he  says  he 
borrowed  to  pay  for  the  Bucs. 

Malcolm  Glazer  says  he  didn't  need 
the  money  for  the  Bucs.  Asked  why  he 
didn't  keep  the  stock  in  the  family  trust 
after  the  Lazard  deal  fell  through,  Glazer 
replies:  'What's  the  difference?"  Adds 
Avram  Glazer:  "If  we  have  a  sale  and 


those  at  other  stadiums.  Hipp  says] 
and  his  staff  examined  32  such  de| 
"We  have  felt  no  pressure  to  do  thing; 
benefit  the  Glazers  solely,"  Hipp  say: 
Now,  Zapata's  proposed  buyout 
Houlihan's  lackluster  operations  has  a 
minority  Zapata  shareholders  upset. 
June,  Zapata  agreed  to  pay  S8  a  shar 
cash  and  stock  for  Houlihan's — more  t 
a  30%  premium  over  the  pre-deal  pi 
With  73%  of  Houlihan's,  Glazer  sta 
to  make  S58.6  million;  roughly  $22  mil 
is  likely  to  be  paid  in  cash.  "In  our  v. 
Glazer  is  using  Zapata  to  enrich 


self." 


TOO  CLOSE  FOR  COMFORT? 

Glazer  says  he's  boosting  shareholder  value, 
but  some  investors  and  two  former  directors  question 
deals  among  companies  he  controls: 

►  Until  a  court  ruling  blocked  it,  Zapata  was  set  to 
purchase  Houlihan's,  a  lackluster  restaurant  chain 
73%  owned  by  Glazer.  At  $8  a  share,  Zapata  was 
set  to  pay  a  30%  premium  over  the  premerger  price. 

►  In  February,  1995,  Lazard  Freres  agreed  to  buy 
Glazer's  31%  stake  in  Envirodyne  Industries,  a  mak- 
er of  sausage  casings.  But  after  Lazard  backed  out, 
Zapata  bought  Glazer's  Envirodyne  shares  for  $18.8 
million.  The  funds  partly  paid  off  loans  Glazer  used 
to  buy  the  Tampa  Bay  Buccaneers. 


ays  Daniel  F.  Wake,  a  lawyer 
the  shareholder  suit  that  won 
Sept.  24  ruling  requiring  80% 
proval.  If  it  stands,  the  deal 
be  tough  to  pull  off. 

The  Glazers  give  no  expla 
tion  of  why  Zapata's  abrupt  s 
in  strategy  occurred  just  as  G 
er  was  buying  the  Bucs.  "It  j 
did,"  Avram  says.  Lassiter  s 
it  was  his  idea,  not  Glazer's,  t 
Zapata  sell  its  energy  divisi' 
and  buy  Glazer's  food  intere; 
And  both  Lassiter  and  Lefl 
say  that  the  deals  between  Z 
ata  and  Glazer's  other  compan 
have  been  negotiated  by  the 
side  directors;  they  also  hoi 
proxy  to  vote  Glazers  stake 
the  same  proportion  as  indep 
dent  shareholders. 
MORE  deals?  The  Glazers 
their  motives  are  misundersto 


►  At  Glazer's  suggestion,  Houlihan's  paid  one  of 
Glazer's  private  firms  $10  million  for  naming  rights 
to  Tampa  Stadium  last  October,  even  though  the 

Sl^}P.^j}^^.!^!}!^L}P-^^^m.  

►  In  SEC  filings,  Zapata  says  it  may  buy  Glazer's 
45%  stake  in  Specialty  Equipment,  maker  of  shake 
dispensers  and  other  machines  for  fast-food  outlets. 


rectors  in  December.  1994. 

No  sooner  were  the  two  con- 
firmed than  Glazer  phoned  Siem 
and  asked  him  to  resign  as  coo. 
Von  Rosenberg  says  the  board  lost  con- 
fidence in  Siem.  He  left  the  board  in 
April,  1995.  "We  didn't  see  where  we 
had  power  to  protect  minority  interests," 
Siem  says.  Later  events  "suggest  that 
Glazer  wanted  me  out  to  implement  his 
own  strategy,"  he  adds. 

The  first  sign  of  Zapata's  new  shift  to 
food  services  came  soon.  In  February, 
1995,  Glazer  had  agreed  to  sell  his  31% 
stake  in  Envirodyne  Industries  Inc.,  a 
maker  of  sausage  casings,  to  Lazard 
Freres  &  Co.  for  $21  million.  Two  days 
later,  Lazard  backed  out.  Glazer  soon 
found  another  buyer:  Zapata.  But  at  a 
May,  5.  1995.  board  meeting.  Glazer  be- 
came angered  when  his  two  associates. 
Miller  and  Gelb,  questioned  the  deal.  The 
t  wo  quit  on  May  30.  Yon  Rosenberg  says 
their  resignations  weren't  tied  to  the  dis- 
pute. Miller  and  Gelb  say  they  were  sim- 
ply too  busy  to  be  directors. 

Tlit  sir  replacements:  W.  George  Loar.  a 
72-year-old  former  general  manager  of  a 


we  have  some  loans,  we  pay  off  our 
loans.  But  they're  not  tied  together." 

Meanwhile,  Holt — upset  with  Zapata's 
pending  plans  to  sell  the  natural  gas  unit 
to  fund  its  food  buys — quit  the  board  in 
November,  1995.  He  sued,  alleging  the 
Glazers  misled  him  when  they  bought 
Energy  Industries.  They  deny  that,  say- 
ing Holt  is  angry  because  his  bid  to  buy 
back  his  old  company  failed. 

Houlihan's,  too.  was  drawn  into  Glaz- 
er's deal  for  the  sports  team.  On  Glazer's 
suggestion.  Houlihan's  ceo,  Frederick  R. 
Hipp,  agreed  in  October,  1995,  to  pay 
$10  million  to  one  of  Glazer's  privately 
held  firms  for  the  right  to  put  its  name 
on  the  Tampa  Stadium  for  a  decade.  Yet 
Houlihan's  has  just  two  outlets  in  Florida 
and  none  around  Tampa.  "I  can  think  of 
better  places  they  could  have  called 
Houlihan's,"  says  Robert  Martorelli,  man- 
ager of  Merrill  Lynch  &  Co.'s  Phoenix 
Fund,  which  holds  11.5%  of  Houlihan's. 
The  Glazers  say  the  deal  is  comparable  to 


gas  business,  they  claim,  they 
cided  to  be  a  seller  instead  o 
buyer.  And  they  simply  deci 
to  reinvest  the  cash  in  an  ind 
try  and  in  companies  they  know  best 
That  may  continue.  According  to  Z; 
ata's  sec  filings,  it  may  next  buy  G 
45%  stake  in  Specialty  Equipment  Cos. 
supplier  of  milkshake  and  other  machii 
to  McDonald's  Corp.  For  now,  the  Glaa 
say  they  have  no  plan  to  sell  Special 
And  as  the  largest  shareholders  in  t 
companies  Zapata  is  buying,  the  Glaz< 
say  their  interests  coincide  with  minor 
investors'. 

And  certainly  not  all  investors  ha 
been  seared  off.  Attracted  by  Zapat 
cash  hoard,  mutual-fund  company  P 
neering  Management  Corp.  owns  7.0f 
of  Zapata.  "If  he's  stealing  out  of 
pocket  to  some  degree,  he's  also  steali 
out  of  his  own,"  says  Pioneering's  Vu 
President  Todd  E.  Grady.  For  now,  ho 
ever,  Zapata's  stock  is  trading  at  3X,  & 
below  its  May,  1994,  high.  As  with  t 
Bucs,  Glazer  has  a  ways  to  go  befo 
this  one  turns  up  a  winner. 

By  Gail  DeGeorge  in  Rochester,  N. 
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Three  more 
reasons  to  choose 

PowerPC  technology. 


PowerStack/J  for  Windows  NT,  StarMa^  for  Mac  OS  and  PowerStack7J  for  AIX 


As  if  you  needed  any  more  reasons  to  choose  PowerPC  '  architecture.  Motorola  has 
launched  an  entire  line  of  desktops,  workstations  and  servers  running  on  PowerPC 
technology,  including  systems  for  Mac®  OS,  Windows  NT® and  AIX?  So  there  are 
even  more  systems  out  there  with  the  definite  advantage  of  PowerPC  performance.  In  fact,  recent 
BYTE  magazine  tests  proved  that  the  PowerPC  603e""  and  604e's'  microprocessors  outperformed 
the  Pentium® and  Pentium® Pro,  respectively^  Which  is  another  good  reason.  And  both  the  scalable 
design  and  technology  road  map  of  PowerPC  architecture  mean  you'll  have  wider  ranges  of 
performance,  power  consumption  and  flexibility  for  years  to  come.  Call  1-800-759-1 107,  ext.BW, 
or  visit  http://www.mot.com/computer/  to  find  out  about  PowerPC  systems  from  Motorola  and 
even  more  reasons  to  choose  them. 


MOTOROLA 


What  you  never  thought  possible. 


©1996  Motorola,  Inc.  All  rights  reserved.  Motorola  and  **  air  registered  trademarks  and  Power  Stack  and 
StarMax  are  trademarks  of  Motorola,  Inc.  PowerPC  603e,  PowerPC  604e,  PowerPC  and  the  PowerPC  logo  are 
trademarks  ot  and  are  used  under  license  from  International  Business  Machines  Corporation.  All  other  brand 
and  product  names  are  the  trademarks  or  registered  trademarks  ot  their  respective  holders-  August,  1996. 


Take  a  look  at  Dodge  Straws,  with  its  roomy,  cab-forward  design,  sophisticated  overhead  cam  engine, 
and  race  car-inspired,  fully  independent  modified  double -wishbone  suspension. 
Take  a  look  at  the  rule-changing  Dodge  Ram.  with  a  choice  of  powerful  Magnum1  engines, 
the  roomiest  regular  and  club  cabs,  and  the  most  available  pay  load  and  towing  of  any  full-size  pickup. 


Then  take  a  look  at  the  latest  APEAL  study  by  J.D.  Power  and  Associates*  Because  it's  based 
on  the  opinions  of  the  most  knowledgeable  automotive  experts  of  all. ..consumers, 
{nd  when  they  evaluated  their  vehicles  in  the  areas  that  matter  most,  from  engine  performance  to  ride 
and  handling  to  ergonomics,  Dodge  Stratus  tied  for  "Most  Appealing  Entry  Mid-Size  Car"  and 
Dodge  Ram  was  ranked  the  "Most  Appealing  Full -Size  Pickup"  for  the  second  year  in  a  row. 
Which  just  helps  re-confirm  a  belief  we've  held  at  Dodge  for  some  time  now: 
If  you  build  vehicles  that  respond  to  people,  you  '11  get  a  pretty  good  response  yourself. 
For  still  more  information,  call  1-800-4-A-DODGE  or  visit  our  Web  site  at  http://www.4adodge.com 


*J.D.  Pow  er  and  Associates  1996  Automotive  Performance.  Execution,  and  Layout  Stud)*'",  based  on  25,492  consumer  responses. 


AT&T:  WILL  THE 


The  telephone  giant  is 
stumbling-just  when  it 
faces  the  fight  of  its  life 

Has  at&t  Corp.  Chairman  Robert  E.  Allen  finalh 
used  up  all  his  second  chances?  After  eight  years 
of  downsizing,  reorganizing,  reorienting,  and 
restaffing  the  telephone  giant — and  after  just  as 
many  surprise  setbacks  and  strategy  shifts — his 
Sept.  24  bombshell  was.  to  many,  the  last  straw. 
"You  wonder  if  management  really  has  the  ability  to  take 
it  to  the  next  level."  says  Hersh  Cohen,  manager  of  the 
Smith  Barney  Appreciation  Fund,  which  holds  about  1  mil- 
lion at&t  shares.  "I've  been  a  big  booster,  but  I've  got  to 
reevaluate  everything  here." 

That  the  phone  giant's  problems  may  be  growing  beyond 
the  grasp  of  the  current  management  was  made  dramatical- 
ly clear  on  the  24th.  Having  initiated  a  bold  "trivestiture"  a 
year  ago — to  spin  off  the  phone-equipment  and  computer 
businesses  so  at&t  could  focus  solely  on  telecommunications 
sen-ices — here  was  Allen  suddenly  disclosing  that  the  com- 
pany is  unable  to  hold  its  own  even  in  its  core  long-distance 
business.  That  morning,  Allen 
announced    the  company's 
earnings  will  come  in  some 
10%  below  what  analysts  had 
been  led  to  expect — both  in 
the  third  quarter  and  the 
fourth. 

News  of  the  shortfall  was 
bad  enough.  But  it  comes  af- 
ter years  of  unfulfilled  promis- 
es and  just  weeks  after  the 
jolting  news  that  AT&T's  pres- 
ident and  heir  apparent,  Alex 
J.  Mandl,  was  leaving  to  head 
a  virtually  unknown  wireless 
startup.  Worst  of  all,  it  re- 
veals the  harsh  new  realities  of  the  long-distance  business. 

After  a  poor  showing  in  the  second  quarter,  when  at&t  ad- 
mitted to  being  blindsided  by  a  pack  of  feisty  small  competi- 
tors, Allen's  team  had  been  promising  a  comeback  in  the 
second  half.  Then-  efforts — including  mailing  some  $1.5  billion 
in  checks  to  pay  consumers  to  switch  to  at&t — did  not  pan 
out.  To  halt  its  slide,  it  will  now  forget  about 
charging  a  premium  for  its  brand  and  fight 
the  competition  on  price.  AT&T  will  offer  a  15c- 
a-minute  flat-rate  service  24  hours  a  day — a 
response  to  Sprint  Corp.'s  popular  lOe-a-minute 
program,  which  is  limited  to  off-hours. 

As  analysts  scaled  back  earnings  estimates 
for  the  rest  of  this  year  and  all  of  next  and 
downgraded  their  ratings,  at&t  shares  tum- 
bled 5  points,  to  S51.50.  And  confidence  in 
Allen's  leadership  sank  with  them.  'The  market 


FOR  BOB 
ALLEN,  A  NEW 
ORDER  OF  BATTLE 

The  veteran  CEO  must  now 
in  o  re  beyond  the  old  wars 
to  develop  and  execute  a 
strategy  for  the  21st  century 
-and  a  $500  billion  market 


New  Technologies 

AT&T  can  no  longer  call  the  shots  on  which  tech- 
nologies and  standards  will  dominate  the  phone 
system.  Instead,  a  plethora  of  new  and  unproven 
transmission  systems-Internet  calling,  digital 
wireless,  low-orbit  satellite  services,  broadband 
networks-will  jockey  for  the  customer's  calls. 
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NEWS  EVER  END? 


m  Competitors 

Telecom  Act  of  1996  has  set  the  stage  for  hordes 
iw  competitors  to  enter  the  long-distance  market, 
ng  them  the  powerful  Baby  Bells.  AT&T  could  also 
icing  electric  utilities,  cable-TV  operators,  even 
orations  in  other  industries.  Bye-bye,  the  AT&T- 
inated  oligopoly;  hello,  shrinking  market  share. 


New  Markets 


Deregulation  means  AT&T  has  no  choice  but  to 
offer  local  calling-all  its  competitors  will- 
but  it  is  a  market  with  a  daunting  risk/reward 
ratio.  AT&T  must  spend  billions  getting  in,  and 
it  could  still  take  years  to  break  the  dominance 
of  today's  monopoly  local  phone  companies. 


New  Management 

CEO  Robert  E.  Allen  retires  in  four  years. 
The  company  just  lost  its  president,  there  is 
no  heir  apparent,  and  AT&T  desperately 
needs  fresh  blood.  But,  with  Allen  hinting 
that  he  might  step  aside,  the  job  may  look 
more  attractive. 


is  saying  we  definitely  have  no  confidence,"  says  Morgan 
Stanley  &  Co.  analyst  Stephanie  Comfort.  "The  investment 
community  has  definitely  thrown  in  the  towel." 

Allen,  61,  insists  he  is  not  about  to  throw  in  the  towel — nor 
has  AT&T  reached  a  crisis  that  would  force  him  out.  "I  have  no 
plans  to  retire  at  this  time,"  Allen  told  business  week.  "The 
board  is  not  asking  me  to  leave."  Indeed,  for  all  the  bad 
news,  at&t  is  still  financially  strong:  Post-divestiture,  it  has 
some  $8  billion  in  annual  cash  flow,  $56  billion  in  assets,  and 
$8.5  billion  in  long-term  debt.  Furthermore,  despite  the  Sept. 
shocker,  Merrill  Lynch  &  Co.  still  expects  the  company  to 
show  profits  of  $5.6  billion  on  $51.4  billion  in  revenue  in 
1996,  a  slight  gain. 

Still,  the  issue  of  Allen's  tenure  won't  go  away.  During  a 
closed-circuit  TV  broadcast  to  employees  on  the  24th,  the 

ceo  volunteered — with- 
out being  asked — that  he 
was  not  about  to  resign 
or  retire.  That  didn't 
stop  the  hallway  chatter, 
though.  "There's  a  lot  of 
noise  about  his  moving 
on,"  says  a  midlevel  em- 
ployee. With  the  loss  of 
Mandl  and  the  upheaval 
as  the  trivestiture  cuts 
7,000  jobs,  employee 
morale — and  esteem  for 
the  boss— are  ebbing. 
"The  morale  problem  has  never  been  as  bad  as  in  the  last  six 
months,"  says  a  consultant  to  at&t.  "The  employees  I  talk  to 
feel  completely  overwhelmed." 

No  wonder.  In  Allen's  eight  years  at  the  helm,  the  company 
has  spent  a  total  of  $20  billion  on  acquisitions  and  absorbed 
$19  billion  in 
restructuring 
charges  in  an 
effort  to  re- 
make itself — 

with  little  to  show  for  it.  Since  1993,  at&t's  stock,  like  that  of 
many  other  phone  companies,  has  lagged  the  Standard  & 
Poor's  500-stock  index  by  some  30%.  But  since  January, 
at&t's  stock  has  done  much  worse,  dropping  20%. 

At  the  same  time,  with  the  help  of  legions  of  consultants 
crawling  over  the  company,  Allen  has  tried  a  host  of  different 
strategies.  He  paid  $7.5  billion  for  NCR  Corp.  to  restart  at&t's 
failing  computer  operation,  then  racked  up  some  $2.6  billion  in 
losses  in  that  business  before  deciding  to  get  out  of  comput- 
ers altogether,  at&t  funded  and 
then  abandoned  startups  in  hand- 
held computers  and  software.  It 
launched,  then  killed,  proprietary 
online  services.  It  started,  then 
tabled,  Internet  content  efforts. 
Even  at&t's  fast-growing  Universal 
credit  card  is  being  overhauled  be- 
cause of  high  default  rates.  Its 
president,  David  K.  Hunt,  resigned 
on  Sept.  4.  "Any  observer  has  to 
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conclude  that  their  strategy  over  the  last  four  or  five  years 
has  been  kind  of  ad  hoc,"  says  John  Sidgmore,  president  of 
MFS  Communications. 

at&t  can  no  longer  afford  such  costly  missteps.  Its  new 
calling  plan  only  confirms  what  competitors  have  been  prov- 
ing: Long-distance  service  is  becoming  a  cost-sensitive,  com- 
modity-like business.  "AT&T  has  stayed  too  long  at  a  high-end 
price  position,"  says  Probe  Research  Inc.  consultant  Alan 
Tumolillo. 

Now,  Allen  is  in  a  real  bind.  He's  caught  fighting  a  price 
war  to  defend  his  long-distance  business  just  when  he  needs 
to  launch  the  strategies  the  company  must  have  in  place  to 
survive  in  a  new  world  of  deregulated  phone  markets  and 
new  high-tech  communications.  And  suddenly,  the  earnings 
from  today's  business  that  he's  counting  on  to  fund  the  future 
are  in  jeopardy.  " AT&T's  ability  to  move  into  other  areas  de- 
pends on  a  healthy  core  business,  and  their  core  business  is 
not  healthy  right  now,"  says  Jeffrey  A.  Kagan,  president  of 
Kagan  Telecom  Associates,  a  consulting  firm. 

This  is  where  at&t  runs  into  the  kind  of  management 
quagmire  that  you  might  call  the  ibm  problem.  Just  as  IBM  was 

caught  between  per- 
petuating its  domi- 
nance in  mainframes 
and  pushing  forcefully 
into  faster-growing  new  markets  such  as  personal  computers, 
at&t  is  faced  with  the  question  of  how  to  move  beyond  long 
distance.  So  far,  at&t  has  been  spared  a  technology  threat  to 
its  basic  business — the  way  ibm  had  to  cope  with  the  new  eco- 
nomics imposed  on  computers  by  the  microprocessor.  But 
that,  too,  could  be  coming — from  the  Internet,  where  thou- 
sands of  people  are  already  making  phone  calls  and  sending 
faxes  without  paying  long-distance  charges  (page  130). 

Certainly  in  terms  of  managing  its  business,  Allen  has 
been  struggling  with  IBM-like  issues  for  years:  How  do  you 
get  a  huge  bureaucracy,  accustomed  to  fat  margins  and  a 
dominant  role  in  its  core  business,  to  move  as  quickly  as,  say, 
a  Microsoft?  "They  have  a  real  challenge  now,  trying  to  hold 
on  to  market  share  while  growing  in  new  services,"  says 
Gordon  J.  Bridge,  who  has  worked  for  both  ibm  and  at&t, 
where  he  was  vice-president  for  strategy  before  leaving  a 
year  ago  to  take  over  Connect  Inc.,  an  Internet  services 
company.  "It's  like  patting  your  head  and  nibbing  your  stom- 
ach at  the  same  time." 

Succession,  then,  has  become  the  key  management  issue  at 
AT&T — even  for  Allen.  "My  primary  interest  is  the  future 
leadership  of  at&t,"  Allen  says.  That's  why  he's  floating  the 
idea  that,  instead  of  simply  replacing  Mandl  and  continuing  on 
as  CEO  until  his  retirement  in  2000,  he  would  be  willing  to 
step  asidt — if  that's  what  it  takes  to  get  the  right  recruit.  "If 
we  find  God,  or  something  short  of  that,  and  the  conditions 


AT&T'S  GALLE 
OF  DEARLY 
DEPARTED  EXECS 

Alex  Mandl  is  the  most 
highly  placed  of  a  strec 
of  executives  who  have  left 
in  the  last  two  years  after 
being  recruited  from 
outside  the  telecom 
industry  to  help  reinvent 
the  company 
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seem  right  for  Bob  Allen  to  have  some  transition  period 
over  some  period  of  time,  I  don't  have  any  problem  w 
that,"  he  told  business  week  in  mid-September. 

The  signs  that  Allen  won't  insist  on  staying  make  recn 
ing  a  top  gun  easier.  The  headhunters  aren't  talking,  1 
rumored  candidates  range  from  George  Fischer  of  Eastn 
Kodak  Co.  to  John  Whiteside,  head  of  ibm's  network  busine 
Both  deny  any  interest.  Now  that  Allen  hints  that  he  mij 
go,  "it  changes  the  dynamics  of  the  search,"  says  Gerard 
Roche,  president  of  executive-search  firm  Heidrick  &  Str 
gles,  which  is  not  involved  in  the  hunt.  "I  think  they'll  hi 
no  problem  getting  a  healthy  array  of  candidates.  They  n 
not  get  the  water-walkers  that  they  want,  but  it  does  pres<  t 
an  outstanding  opportunity." 

Miracle  workers  may  not  be  required,  but  a  strong  outsi< 
with  a  fresh  take  on  at&t's  problems — a  Lou  Gerstnei 
would  do  nicely.  If  Allen  doesn't  find  one  on  his  own,  how  k 
will  his  board  give  him?  So  far,  the  directors  are  standing 
their  man.  But  Allen  can't  count  on  that  allegiance  indefinittSS 
If  it  comes  down  to  sticking  by  Allen  or  recruiting  the  n 
leadership  that  would  get  shareholders  off  its  back,  at&  ■ 
board  might  try  what  AlliedSignal  Corp.'s  directors  did 
1991.  Like  Allen,  Chairman  Edward  L.  Hennessy  Jr.  plani 
to  hang  on  for  at  least  two  years  to  groom  his  successor.  I  k 
the  top  candidate,  Lawrence  A.  Bossidy,  then  vice-chairman 
General  Electric  Co.,  refused  the  job  unless  he  could  t£ 
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ARRIVED  1991  from 
Sea-Land 
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JERRE  STEAD 

CEO  of  the  former 
NCR  computer 
business 

ARRIVED  1991  from 
Square  D 

LEFT  January,  1995, 
to  run  Legent  Corp. 
a  mainframe 
software  company 
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CEO  AT&T 
Wireless  Services 
ARRIVED  1991  (at 
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al Express 
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to  become  CEO  of 
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ROBERT  M.KAVNER 

CEO  of  AT&T 
MultiMedia  Group 
ARRIVED  1984  from 
Coopers  &  Lybrand 
LEFT  1994  to  head 
Creative  Artists 
Agency's  practice 
for  communications 
industries 


r  immediately.  Allied's  board  backed  Bossidy,  and  Hen- 
sy  was  out. 

[owever  it  happens,  long  before  Allen's  scheduled  retire- 
it  in  2000  at&t  needs  a  boss  with  talents  that  the  current 
lacks.  At  a  time  when  digital  technologies  are  remaking 
munieations,  he's  no  techno-visionaiy.  And  when  it's  cru- 
to  rally  125,000  employees  and  skeptical  investors  around 
ear  strategy,  Allen  is  anything  but  a 
at  communicator.  He  concedes  as 
:h:  Mandl's  replacement,  he  says, 
•t  be  a  person  "who  can  eommuni- 
;  with  our  people,  clarify  direction  so 
can  get  out  in  front — someone  who 
really  charge  people  up." 
Tiey'll  have  to  be  charged  up  to  cope 
h  what  at&t  has  on  its  plate.  As 
egulation  spreads  around  the  world, 
walls  between  local  and  long-distance 
/ice,  voice  and  data  calling,  cable  and 
adcast  TV,  and  wired  and  wireless  are 
mbling.  The  new  rules  are  bringing 
i  players  into  the  market  and  allowing 
sting  ones  to  team  up  in  awesome 
ibinations.  Once  Congress  passed  the 
deregulating  U.  S.  telecom  markets 
-  February,  dealmakers  began  engi- 
•ring  two  massive  mergers — one  be- 
:en  Bell  Atlantic  and  Nynex,  the  oth- 
between  Pacific  Telesis  and  sbc 
mmunications — that  will  turn  four 
ay  Bells  into  two  mega-Bells.  And 
h  the  pending  merger  of  WorldCom 
.  and  mfs  Communications,  at&t  sud- 
lly  faces  a  third  important  rival  in 
g  distance,  one  that  can  already  sell  a 
nbination  of  local  calling,  long  distance, 
1  Internet  services. 
\llen  promises  that  in  the  next  few 
eks  he  will  raise  the  curtain  on  more  initiatives 
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of  services  from 
simple  telephony  to  satellite  tv 


in  addi- 

n  to  the  15(2  plan — that  will  dispel  the  impression  that 
m  has  fallen  behind.  "We  haven't  spoken  in  a  clear  fashion 
h  investors  in  recent  months,"  he  admits.  Allen  has  sched- 
d  a  meeting  with  analysts  for  Nov.  19  and  says  he  plans 
re  such  briefings. 


The  CEO  says  he  had  to  keep  quiet  about  at&t's  all-impor- 
tant scheme  for  local  calling  until  the  Federal  Communications 
Commission  issued  rules  on  Aug.  8  that  clarify  how  local 
phone  companies  must  deal  with  competitors.  Those  rules, 
Allen  says,  now  let  at&t  jump  into  local  service  in  a  less  cost- 
ly way.  The  company  plans  to  start  its  first  local  trials  in  Oc- 
tober in  California  and  Connecticut,  initially  by  reselling  ser- 
vice leased  from  a  combination  of  local 
phone  companies  and  private-line  com- 
petitors. By  yearend,  at&t  plans  to 
also  start  trials  in  Illinois,  again 
through  reselling  initially. 

That's  only  part  of  a  more  sweeping 
strategy  for  the  converging  voice, 
data,  and  video  communications  in- 
dustry. This  new  megamarket  pre- 
sents at&t  with  the  fight — and  oppor- 
tunity— of  its  life.  If  it  plays  its  hand 
right  and  grabs  a  healthy  chunk  of 
this  $500  billion-a-year  business,  the 
continuing  erosion  of  its  56%  share  of 
the  $76  billion  U.  S.  long-distance  mar- 
ket won't  matter  in  the  end.  In  fact, 
Morgan  Stanley's  Comfort  estimates 
that  at&t's  percentage  share  of  long- 
distance calls  will  drift  down  to  the 
low  30s  in  10  years — but  it  will  make 
up  for  that  by  winning  15%  to  20% 
of  the  much  larger  local-calling  market. 
"We  could  easily  double  our  revenues 
in  this  new  market  and  still  be  a  rela- 
tively low-share  player,"  figures  Jospeh 
P.  Nacchio,  head  of  at&t's  consumer 
calling  business. 

To  pull  it  off,  at&t  will  have  to 
think  like  a  high-tech  growth  company, 
rather  than  the  monopoly  it  was.  De- 
spite the  influx — and  departure — of 
outside  recruits  that  Allen  brought  in  to  run  everything 
from  computers  to  credit  cards  (table),  the  old  at&t  mind-set 
seems  to  hold  sway.  The  company  still  harbors  a  grandiose 
view  of  its  prospects  in  new  markets,  in  the  same  way  ibm 
once  assumed  that  its  strength  in  mainframes  entitled  it  to 
huge  chunks  of  adjacent  markets.  Take  Allen's  boast  in  June 
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thai  AiiT  will  take  one-third  01  the  local-calling  market  in  a 
few  years.  "I  would  never  say  that."  says  the  ceo  of  another 
long-distance  company.  "That's  just  plain  arrogance." 

Sure,  analysts  agree  that  ATiT  has  a  better  chance  than 
any  other  newcomer  in  the  -590  billion  local-calling  market- 
But  nobody  is  going  to  walk  onto  Baby  Bell  turf  and  steal 

customers  without 
;. _•  expensive 
fight.  The  Bells,  in 
fact,  will  have  a  far 
cheaper  task  going  after  long-distance  customers,  because 
they  won't  have  to  build  their  own  networks:  There  is  plen- 
ty of  excess  long-distance  capacity  for  sale. 

ATi- t's  one  unquestioned  asset — its  gold-plated  name — may 
prove  its  most  important  weapon  in  the  new  telecom  market. 
In  communications,  no  brand  is  more  recognized  than  AT&T's, 
not  least  because  it  spends  some  -5700  million  a  year  on  ad- 
vertising to  keep  it  before  the  public.  The  brand  is  the  cor- 
nerstone of  ATiTs  strategy  to  sell 
"bundles"  of  products  such  as  local 
and  long-distance  calling,  wireless 
service,  and  Internet  access.  Even 
before  such  packages  are  avail- 
able, in  surveys  consume:'?  choose 
ATiT  more  than  any  other  phone 
company  for  all  their  communica- 
tions needs. 

And  there's  little  doubt  that 
bundles  will  selL  According  to  a 
survey  conducted  in  August  by 
Yankee  Group.  67*7  of  households 
say  they  are  interested  in  one- 
stop  shopping  for  all  electronic 
communications.  That's  a  huge  op- 
por:  unity.  Yankee  rlsures  :ha:  :-ur- 
rently.  AT&T  customers  spend  an 
average  of  -527  per  month  on  long- 
distance calling  and  S100  to  5200  a 
month  on  all  their  electronic  com- 
munication needs:  telephony,  ca- 
ble tv.  online  services,  cellular, 
and  paging.  With  bundling.  ATiT 
aims  to  get  all.  or  at  least  most,  of 
that  monthly  bilL 

at&t  has  been  furiously  assembling  the  pieces  of  its  bundle 
for  the  past  two  years,  starting  with  the  purchase  in  Sep- 
tember. 1994.  of  McCaw  Cellular  Communications  Inc..  the 
largest  cellular-phone  operator  in  the  country.  Last  year 
ATiT  paid  §1.7  billion  for  licenses  to  operate  personal  com- 
munications systems  in  23  regions  across  the  U.  S..  making  it 
one  of  the  biggest  players  in  this  new  form  of  wireless  calling. 
ATiT  is  also  inching  into  video  with  its  2.-5^  stake  in  Hughes 
Electronics  Corp.'s  DirectTY  satellite  service,  which  it's  mar- 
keting to  ATiT  phone  customers.  With  400.001)  customers  us- 
ing its  WorldNet  service.  ATiT  has  also  become  the  No. 2  In- 
temet-access  provider  after  Netcom  On-Line  Communication 
Services  Inc.  "They  have  all  the  pieces  of  the  puzzle."  says 
ubs  Securities  Inc.  analyst  Linda  B.  Meltzer.  But.  she  asks, 
can  they  put  them  together? 

Allen  knows  ATi-T  has  a  long  way  to  go  to  answer  that 
question.  "Our  challenge  in  the  next  two  to  three  years  is  ex- 
ecution." he  says.  The  company's  initial  attempts  aren't  en- 
couraging.  ATiT  shot  itself  in  the  foot  bv  failing  to  complete  a 
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leap  into  the  consumer  Internet-access  business  last  Feb: 


The  company  was  totall 
:■:  iemar.d  ::r  sign- up 
fered  five  free  hours  a  month  of  cybei 
line  use  for  -519.95.  The  company  didn 
answer  the  customer  calls,  leaving  p< 
tratecL  "They  rushed  WorldXet  to  n 
prepared."  says  telecom  consultant 
would  have  been  very,  very  late  but  r 
the  mistake.  "We  learned  from  tha 
"We  may  be  slower  to  come  to  mark* 
on  a  broad-scale  basis  until  we're  ab 
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AT&T  LABS 

The  goal:  A  futuristic  network 
that  will  get  your  message  to 
anyone,  anywhere,  using 
any  form  of  communications 


.    _  rr-rr  ir.e  mgr.t  c 
tomer  service." 

Still.  ATiT  can't  dt 
its  feet.  Ever^r  otl  E 
phone    company   <  I 
there  is  convinced  t]  ! 
bundling  is  the  way 
go.  MCI  Communi  ' 
tions  Corp.  already  beat  ATiT  to  the  punch  by  offerinj  ~ 
combination  long  distance. wireless  sendees  Ir.temet-aca 
package  to  consumers  in  selected  regions  in  April  foilou 
by  a  similar  offer  to  business  customers  in  September,  la 
only  just  announced  a  similar  package  for  business  ci 
tomers  on  Sept.  IS. 

Can  ATiT  get  its  bundles  together  fast  enough?  It  does  It 
help  that  while  it's  trying  to  launch  this  new  strategy,  it's  s 
in  the  throes  of  its  trivestiture  to  spin  off  its  phone-equipn* 
and  computer  businesses.  The  equipment  business,  now  cal 
Lucent  Technologies  Inc..  will  become  independent  on  Se 
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At  only  $49  a  trade?  the  Value  Trader 
Discount  Brokerage  Account  from 
American  Express  Financial  Direct  can 
save  you  up  to  50%.  And  it's  a  rate  you  get 
■  as  few  as  15  trades  a  year.  There's  no  minimum  invest- 
^nt  or  balance  required,  no  limit  on  free  stock  quotes,  and 
verification  of  your  trading  history  is  necessary. 


Compare  Brokerage  Fees  &  Minimums 


■okerage  Firm 

1 50  Shares 
@  $30  per  Share 

200  Shares 
@  $40  per  Share 

M  inimum 
Investment 

lluc  Trader  Account 
)m  American  Express 

$49 

$49 

None 

rhwab  One  Account 

$82.50 

$103.20 

$5,000 

idelity  Plus 

$81.50 

$102.70 

$5,000 

art  source:  Internal  American  Express  Survey,  May  /996.  Commission  rates  may  vary 
different  services. 

censed  financial  consultants  are  waiting  to  provide  more 
formation  on  discount  brokerage  and  more.  Whatever 
iur  needs,  you'll  receive  the  exceptional  service  you  expect 
3m  American  Express. 


Financial 
Direct 


To  oven  a  Value  Trader  Account  with  no 
minimum  investment  or  balance, 
unlimited  stock  quotes  and  $49  a  trade 
with  just  1  5  trades  a  year,  call 

1800AXP-7002 

2  9  7  -  7  0  0  2 


•re  may  be  fees  for  special  services  or  under  certain  conditions.  *For  equity  trades  up  to  4.000  shares.  Please  consult  the  fee  schedule  I  he  advertised  discounts  do  not 
iy  to  mutual  furuls.  American  Express  Service  Corporation,  member  i\',AS/)  and  SIIJ( ' 


30;  the  spin-off  of  NCR  Corp.  will  be 
completed  by  yearend. 

The  critical  element  in  AT&T's 
bundling  plan — and  one  that  no 
long-distance  company  offers — is 
local  calling.  Now,  thanks  to  the 
new  fcc  rules,  at&t  says  it  is 
ready  to  pounce.  In  August,  the 
agency  ruled  that  local  phone  com- 
panies must  "unbundle"  their  net- 
work— and  lease  each  part  sepa- 
rately to  at&t  or  anybody  else  that 
wants  to  compete  in  the  local  mar- 
ket. That  could  cut  by  40%  or  more 
the  $13.5  billion  a  year  at&t  now 
pays  in  access  charges — the  fees 
for  connecting  long-distance  calls 
to  their  final  destinations. 

Until  the  new  ruling,  at&t  was 
treading  slowly  in  local  calling  be- 
cause the  only  practical  way  to  get 
in  was  as  a  "reseller" — leasing  ca- 
pacity at  wholesale  rates  from  the 
local  phone  companies  and  reselling 
it  to  customers.  This  method  would 
allow  at&t  only  a  17%  to  25%  dis- 
count off  retail  rates,  and  it  would 
still  pay  access  fees.  But  now,  the  fcc  is  forcing  local  carriers 
to  offer  each  piece  of  its  network  separately,  including  the 
lines  into  the  home,  operator  services,  and  the  central  switch 
that  completes  local  calls.  "It's  as  though  McDonald's  had  to 
unbundle  the  Big  Mac  and  just  supply  the  burger,  while 
competitors  added  their  own  bun  and  lettuce,"  says  Brian 
Adamik.  a  Yankee  Group  consultant.  By  leasing  parts  rather 

than  the  whole  net- 
work, at&t  gets  a  35% 
to  45%  discount  off  re- 
tail— and  a  30%  to 
35%  discount  off  access  rates.  If  it  provides  its  own  switch,  it 
pays  no  access  charges.  "That  is  very  different  from  plain  re- 
selling and  a  huge  advantage  for  us,"  says  Allen. 

Wherever  it  can,  at&t  will  use  its  own  switches  or  those 
leased  from  so-called  competitive  access  providers  (caps) 
that  already  compete  against  the  Bells,  at&t  has  signed  con- 
tracts with  six  such  caps  this  year,  covering  80  cities,  at&t 
executives  also  hint  that  they  can  use  some  of  the  company's 
136  long-distance  switches  already  in  place,  as  well  as  at&t's 
national  network  of  cellular  switches,  to  avoid  access  charges. 
Stephanie  Comfort  of  Morgan  Stanley  estimates  that  long-dis- 
tance carriers  could  achieve  operating  margins  on  local  service 
of  35%  if  they  install  their  own  ^^^^^^^^"■■■""""^ 
switches,  compared  with  the  Bells' 
20%  to  22%. 

Of  course,  as  at&t  moves  into 
local,  it  has  to  prepare  for  the  ar- 
rival of  the  Baby  Bells  in  long  dis- 
tance. If  it  can't  handle  the  compe- 
tition now.  how  will  it  cope  with 
the  all-out  attack  of  the  local  phone 


companies  can  grab  25%  of  the 
long-distance  calls  in  their  regions 
within  three  years.  All  of  the  Big 
Three  long-distance  carriers  will 
be  hurt,  but  at&t,  with  70%  of  res- 
idential customers,  is  the  main  tar- 
get, "at&t  is  absolutely  sure  to  lose 
market  share,  and  they  know  it," 
savs  a  recentlv  exited  at&t  exec. 


H  I  love  this  coml 
pany,  I  love  the 
opportunities  I  si 
here,"  says  the  611 
year-old  executive 
who  has  spent  his| 
entire  40-year 
career  in  AT&T. 
"I  love  the  people! 
here.  We  have  gre| 
customers?  J 
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AT&FS  SO-SO  PERFORMANCE 

In  the  past  five  years,  AT&T  mainly 
trailed  long-distance  rivals  MCI  and  Sprint 
but  outperformed  Bell  Atlantic,  soon 
to  be  a  major,  head-on  competitor 


1990-1995 

AT&T* 

MCI 

SPRINT 

BELL 
ATLANTIC 

REVENUE  GROWTH 

26% 

98% 

52% 

9% 

EARNINGS  GROWTH 

49 

83 

28 

41 

STOCK  APPRECIATION** 

35 

80 

86 

28 

DATA:  BLOOMBERG  FINANCIAL  MARKETS.  AT&T 
•PRE-TRIVESTITURE.  DATA  RESTATED  AS  IF  IT  OWNED  NCR.  LUCENT.  AND  McCAW  CELLULAR 
IN  BOTH  PERIODS.  1995  EARNINGS  EXCLUDE  PRETAX  CHARGE  "9/24/91  TO  9/24/96 


—  BOB  ALLEN, 
AT&T 


Not  that  AT&T  is  jus:  a  sitting  duck.  Even  as  it  has  bH 
losing  ground  in  it--:  ••  tial  calling,  it  has  been  winning  bKj 
ness  customers,  who  make  up  about  40%  of  its  volume. 
are  certainly  holding  and  probably  gaining  market  shareK 
the  business  side,"  says  Allen.  It  recently  won  back  IBM  i  I 
Merrill  Lynch  &  Co.  from  mci  and  signed  a  S2  billion  conta  I 
with  J.  P.  Morgan  &  Co.  at&t  Solutions,  an  outsourcing  d  u 
-inn  started  a  year  ago,  has  won  $4.3  billion  worth  of  c  I 
tracts  to  operate  communications  operations  for  major  (  I 
porations,  including  a  $1.1  billion,  10-year  contract  to  man  f 
Textron  Inc.'s  telecom  network. 

Then  there's  at&t  Wireless,  formerly  McCaw.  So  far,  c<  I 
petitors  and  analysts  say,  at&t  has  done  little  to  exploit  I 
possibilities  of  cross-marketing  its  wireless  and  long-dista 
service.  Until  a  year  ago,  at&t  had  been  barred  from  do 
so.  But  even  without  the  help,  the  wireless  side  is  doing 
light:  Its  roster  of  subscribers  jumped  by  30%,  to  625  mill] 
in  the  second  quarter. 

But  for  long-term  growth,  the  company  must  roll 
all-new  services  and  capabilities.  Strategy  chief  John 
Petrillo's  goal  is  to  make  sure  at&t  is  in  the  vanguardfl 
digital  convergence,  where  computer,  voice,  and  \ideo  tip 
tie  blend  on  high-speed  "broadband"  networks.  The  comH 
ny's  at&t  Labs  is  working  on  M 
"renaissance  network" — a  hi» 
tech  digital  system  that  can  sa 
port  all  sorts  of  futuristic  servic^ 
such  as  getting  your  message! 
anyone,  anywhere,  using  any  fol 
of  communications.  "You'll  be  al 
to  reach  them  by  any  mediifc 
from  fax  to  E-mail  to  voice,"  sM 
Lawrence  R.  Rabiner,  a  lab  vil 
president. 

Nice  future  if  you  can  geti 
But  12  years  after  losing  its  gf 
ernment-guaranteed  monopcj 
AT&T  is  still  far  from  the  agl 
high-tech  powerhouse  it  aspires! 
become.  "Their  infrastructures 
filled  with  people  who  are  it 
new-product  and  new-technoky 
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to  experience  yourself. 

Some  things  in  life  are  so  extraordinary,  words  just  can't 
cribe  them.  Playing  with  the  Destination™  Big  Screen  PC 
n  Gateway  2000  is  like  that.  It's  a  combination  of  two  familiar 
ducts  -  the  television  and  the  personal  computer  -  but  the 
ults  are  startling.  You  have  to  see  it.  Then  you'll  know  what 
mean.  Experience  Destination  today  at  selected  stores: 
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people,"  says  a  high-tech  entrepreneur  who  once  worked 
with  the  company.  "Giving  birth  to  new  technology?  That's 
not  where  at&t  is."  Can  at&t  ever  get  there  under  Allen?  If 
devotion  to  the  company  were  enough,  perhaps.  "I  love 
this  company,  I  love  the  opportunities  I  see  here,"  says 
the  man  who  has  spent  his  entire  working  life  at  at&t. 

"I  love  the  people 
here.  We  have  great 
customers." 

Despite  all  Allen's 
considerable  achievements  in  bringing  at&t  as  far  as  it  has 
come,  executives  who  are  close  to  the  company  say  a  new 
style  is  badly  needed.  On  the  inside,  the  need  to  change  the 
mentality  is  widely  acknowledged.  "They  are  working  heav- 
ily on  changing  the  culture  and  encouraging  more  risk-tak- 
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ing,"  says  David  A.  Nadler,  chairman  of  Delta  Consul  ig 
Group,  who  has  worked  closely  with  at&t  for  a  dece.) 
"They  are  not  in  denial  about  the  changes  that  need  tot' 
done,  the  way  IBM  was." 

Which  in  the  end  may  be  what  saves  at&t:  Everjie 
knows  that  if  it  doesn't  change,  the  bad  news  will  mi 
end.  "If  I  were  running  that  business,  I  would  have  a 
on  the  wall  saying,  'if  we  don't  manage  this  business  \§ 
energy,  we'll  turn  into  IBM,'"  says  Robert  M.  Kavner, 
mer  head  of  at&t's  multimedia  business  and  now  ceo  of 
Command  Corp.,  which  provides  TV  programming  to  hoi 
Now  all  Allen  needs  to  do  is  find  a  president  who  can 
the  sign. 

By  Catherine  Arnst  in  Basking  Ridge,  N.J.,  with 
Coy  in  New  York  and  bureau  reports 


CAN  AT&T  KEEP  LEARNING  TO  LOVE  THE  NET? 


■  s  there  a  technology  bullet  some- 
I  where  out  there  aimed  at  the 
I  heart  of  at&t?  Is  the  world's  most 
powerful  telecommunications  com- 
pany about  to  be  laid  low  by  some 
cheaper,  better  gizmo — in  the  same 
way  that  IBM  was  wounded  by  the 
microprocessor? 

The  most  obvious  threat  to  at&t — 
and  other  phone  companies — is  the 
Internet.  The  Net  started  innocuous- 
ly as  a  handful  of  computers  that 
routed  packets  of  data  over 
telephone  circuits.  Since 
those  circuits  were  leased 
from  the  likes  of  at&t,  the 
phone  companies  thought  of 
the  Internet  as  harmless — 
and  a  nice  piece  of  business. 
But  now  that  the  Internet  is 
being  refitted  to  carry  faxes, 
phone  calls,  five  radio  pro- 
grams, and  even  video  tele- 
conferences, they're  alarmed. 
Suddenly,  the  Net  is  becom- 
ing the  kind  of  multimedia 
Information  Superhighway 
that  phone  companies  like 
at&t  had  expected  to  offer. 

True,  the  Internet  runs 
over  circuits  leased  from 
phone  companies.  But  that's 
the  low-cost,  commodity  part 
of  the  business.  The  Internet 
service  providers  that  buy 
this  capacity  at  wholesale 
prices  use  their  own  equip- 
ment, known  as  routers,  to 
direct  calls.  They  never  pay  to  go 
through  the  phone-company  switches 
where  toll  calls  pass — and  where  a 
carrier  such  as  at&t  charges  by  the 
minute  and  by  the  mile.  "For  us,  cir- 
cuit bandwidth  is  a  raw  material.  It's 
almost  like  iron  ore,"  sniffs  Jeffrey 
A.  Shapard,  senior  product  manager 
for  corporate  services  at  PSINet  Inc., 


a  big  Internet  service  provider  based 
in  Herndon,  Va. 

But  give  at&t  executives  credit 
for  beginning  to  grapple  with  the 
problem,  at&t  decided  a  year  ago  to 
embrace  the  Internet.  It  scrapped  its 
proprietary  online  services  and 
launched  WorldNet,  its  own  Internet- 
access  service.  Reluctantly,  at&t  is 
even  ready  to  embrace  Internet  call- 
ing. Today,  Internet  calling  is  mainly 
a  novelty.  Fewer  than  50,000  people 

TECH  WARS 

Emerging  technologies  that  will  change  how  the 
telecom  industry  operates 

INTERNET  CALLING  You  can't  beat  the  quality 
of  a  phone  call  that  travels  over  a  conventional 
phone  line.  But  it's  far  cheaper  for  Internet 
providers  to  chop  up  the  signal  into  packets  and 
mail  them  over  the  Net — and  phone  companies 
will  have  to  get  into  the  act. 

CHEAPER  HOOKUPS  Phone  lines  aren't  the  only 
routes  for  phone  calls.  Increasingly,  consumers 
will  have  options:  satellites,  cellular  phones,  and 
cable-TV  modems.  This  could  be  the  real  "multi- 

m_e_dJ.a"_chaNeng-e  f  _  -  Pl1?[l?-C.°nnPanie.S-   who  can  answer  questions 

DIGITAL  CONVERGENCE  It's  not  enough  to 
deliver  voice  and  data  calls.  Network  operators 
will  have  to  provide  additional  services,  such  as  a 
database  that  can  connect  your  call  to  somebody 
no  matter  where  he  or  she  is.  That's  one  feature 


So,  while  at&t  engineers  disdain 
the  second-rate  quality  of  Net  calls 
an  at&t  Laboratories  researcher  say 
WorldNet  will  offer  its  customers  th 
software  for  Internet  telephony  by 
the  end  of  the  year.  "We  debated 
that  one  long  and  hard,"  says  Tom  I 
Evslin,  the  vice-president  who  heai 
at&t  WorldNet  Service.  While  he  rc 
fuses  to  confirm  the  rollout  plan,  he 
does  say  that  sitting  tight  until  In- 
ternet telephony  reaches  the  quality 
of  ordinary  telephony  is  a  los 
ing  strategy. 

WEB-TO-VOICE.  AT&T's  chief 
long-distance  rivals,  mci  Com 
munications  Corp.  and  Sprint 
Corp.,  have  far  more  experi- 
ence on  the  Internet.  Know- 
ing that,  at&t  is  trying  to 
soup  up  its  Internet  offerings 
by  linking  them  with  the 
company's  powerful  phone 
network.  Example:  Instant 
Answer,  a  new  service  which 
allows  a  customer  to  click  on 
a  Web  page  of  a  merchant 
and  be  connected  by  a  toll 
free  voice  line  to  an  operator 


about  a  product. 

While  negotiating  the  In- 
ternet remains  a  tricky 
proposition,  other  coming 
technologies  could  actually 


plav  into  at&t  s  hands  (table), 
of  AT&T  s  planned  Renaissance  Network.  xT  u-  u  j  v  1  *-  *-v,  1 
 "   New  high-speed  links  to  the 


make  Internet  phone  calls  regularly. 
And  part  of  its  cost  advantage — an 
exemption  from  paying  access 
charges  to  local  phone  companies — 
will  be  swept  away  in  the  next  few 
years.  Still,  Probe  Research  Inc.  esti- 
mates that  as  much  as  16%  of  U.  S. 
voice  traffic  could  be  moving  over 
the  Internet  by  2000. 


home,  such  as  cable  modems, 
could  make  it  easier  for  at&t  to  by- 
pass local  phone  companies.  And 
at&t  is  well-positioned  to  provide 
convenient,  find-you-anywhere  calling 
services.  Sure,  a  technology  bullet 
may  be  headed  at&t's  way.  But  the 
phone  giant  is  loading  up  with  some 
ammunition  of  its  own. 

By  Peter  Coy  in  New  Yor) 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


ECISIONS  ARE  TOUGHER. 


ME  IS  CRITICAL. 
ESOURCES  ARE  LEANER. 


SJD  THE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis.. .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


W. 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright©  1996  by  SAS  Institute  Inc. 


Finance 


THIRD-QUARTER  MUTUAL-FUND  SCOREBOARD 

CLIMBING  BACK 
AFTER  A  WILD  RIDE 

The  summer  sell-off  made  fund  investors  more  cautious 


For  investors,  1996's  third  quarter  is 
sure  to  be  remembered  as  one  of 
the  most  schizophrenic  periods  in 
years.  Early  in  the  quarter,  the 
Dow  Jones  industrial  average  plunged 
nearly  400  points  in  a  few  weeks'  time, 
a  move  proclaimed  by  many  market  gu- 
rus to  be  the  final  curtain  on  the  six- 
year-old  bull  market.  But  the  market 
came  roaring  back,  and  the  Dow  and 
the  Standard  &  Poor's  500-stock  index 
have  broken  through  old  highs.  With 
corporate  earnings  strong  and  interest 
rates  steady,  the  market  seems  poised 
for  further  gains. 

Mutual-fund  investors  have  taken 
that  same  wild  ride.  But  on  average, 
their  investments  still  have  not  come 
back  as  strongly  as  the  Dow  and  the 


The 

Best 

Returns 


S&P.  For  the  third  quarter  (through 
Sept.  23),  equity-fund  investors  made 
little  money.  The  average  return  for  all- 
equity  funds  comes  to  a  scant  0.80% 
(appreciation  plus  reinvestment  of  divi- 
dends and  capital  gains  before  taxes), 
vs.  2.89%  for  the  s&P  500.  Negative  re- 
turns from  overseas  funds  kept  the  av- 
erage down.  Diversified  funds  investing 
in  the  U.  S.  fared  better,  eking  out  a 
1.61%  return.  Year  to  date,  all-equity 
funds  are  up  10.64%,  vs.  13.2%  for  the 
s&P  500  and  12.5%  for  U.S.  diversified 
funds.  Returns  are  calculated  by  Morn- 
ingstar  Inc. 

The  bond  market  jumped  nervously 
during  the  quarter  as  well,  with  the 
yields  on  long-term  government  bonds 
swinging  between  6.74%  and  7.15%.  Yet 

TOTAL  RETURN* 


bond  funds  held  up  reasonably  well  o* 
sidering  a  market  in  which  sentimit 
seemed  to  change  hourly.  Taxali 
funds — U.  S.  government,  corporate,  si 
international  funds — earned  total  :jt 
turns  of  1.48%.  Tax-free  municipal  fuis 
fared  nearly  as  well,  up  1.20%. 

But  nowadays,  all  eyes  are  on  equB 
funds.  That's  where  most  investors  » 
channeling  then-  money.  In  the  first  eijb 
months  of  1996,  investors  plunked  $}> 
billion  into  funds  that  buy  stocks,  9 
cording  to  the  Investment  Company  Iti 
stitute.  In  contrast,  the  net  cash  flowb 
bond  funds  has  been  a  paltry  $8.1  billift 
NO  APPETITE.  The  summer  sell-lf 
scared  some  equity-fund  investors,  al 
July's  net  cash  flow,  $6.2  billion,  m 
the  lowest  figure  in  17  months.  Th& 
scary  few  weeks  also  made  fund  w 
vestors  more  cautious,  says  Rob<|H 
Adler  of  amg  Data  Services,  an  Arcal 
(Calif.)  firm  that  tracks  mutual-fund  car 
flows.  In  the  first  half  of  1996,  sa's 
Adler,  nearly  two-thirds  of  the  equl 
cash  flows  went  to  the  most  aggressibf 
growth  funds.  Since  then,  about  half  t? 
cash  is  going  to  the  more  conservatism 
portfolios,  like  growth-and-income  funi. 

In  part,  that  explains  why  the  bli-fi 
chip  indexes  climbed  to  new  highs  1 
September.  And  it  also  explains  why  tn 
nasdaq  Over  the  Counter  Composite  al 
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-APPRECIATION  PLUS 
REINVESTMENT  OF  DIVIDENDS 
ANO  CAPITAL  GAINS  BEFORE 
TAXES,  JULY  1  -SEPT  23,  1996 

DATA:  M0RNINGSTAR  INC. 


EV  MARATHON  GOLD  &  NAT.  RESOURCES 

19.43% 

IVY  CANADA  A 

7.75% 

JANUS  EQUITY-INCOME 

14.20 

BEAR  STEARNS  S&P  STARS  A 

7.48 

GT  GLOBAL  CONSUMER  PROD  &  SVCS.  B 

11.83 

MIDAS 

7.48 

MERRILL  LYNCH  TECHNOLOGY  B 

11.40 

STATE  STREET  RESEARCH  GLOBAL  RES.  A 

7.45 

FIDELITY  SELECT  ELECTRONICS 

11.30 

AMERICAN  CAPITAL  EXCHANGE 

7.44 

FIDELITY  EXPORT 

11.24 

Nl  GROWTH 

7.41 

PBHG  TECHNOLOGY  &  COMMUNICATIONS 

10.35 

PBHG  LIMITED 

7.40 

FIDELITY  SELECT  HOME  FINANCE 

9.63 

FIDELITY  SELECT  AMERICAN  GOLD 

7.39 

FIDELITY  SELECT  COMPUTERS 

9.41 

LONGLEAF  PARTNERS  REALTY 

7.36 

PIONEER  REAL  ESTATE  A 

9.41 

COLUMBIA  REAL  ESTATE  EQUITY 

7.35 

INVESC0  STRATEGIC  TECHNOLOGY 

9.34 

LINDNER  BULWARK 

7.30 

FIDELITY  SELECT  REGIONAL  BANKS 

9.28 

CAPSTONE  NEW  ZEALAND 

7.29 

ROBERTSON  STEPHENS  INFORMATION  AGE 

9.24 

VAN  KAMPEN  AMER.  CAP.  AGG.  GRTH.  A 

7.14 

GINTEL 

9.09 

IAI  CAPITAL  APPRECIATION 

7.06 

AIM  CAPITAL  DEVELOPMENT  A 

8.79 

VALUE  LINE  LEVERAGED  GRTH.  INVESTORS 

7.01 

JOHN  HANCOCK  REGIONAL  BANK  B 

8.66 

CGM  REALTY 

6.98 

RYDEX  0TC 

8.64 

DAVIS  FINANCIAL  A 

6.76 

PACIFIC  ADVISORS  SMALL  CAP 

8.49 

ALLIANCE  TECHNOLOGY  B 

6.73 

GINTEL  ERISA 

8.38 

INVESCO  STRATEGIC  GOLD 

6.72 

AAL  SMALL  CAP  STOCK 

8.30 

ENTERPRISE  GROWTH  A 

6.72 

THORNBURG  VALUE  A 

8.19 

SEQUOIA 

6.70 

LEGG  MASON  VALUE  TRUST 

8.14 

CRABBE  HUSON  REAL  ESTATE  INVESTMENT 

6.65 

SIFE  TRUST  1 

8.09 

FIDELITY  HONG  KONG  &  CHINA 

6.61 

PAINEWEBBER  FINANCIAL  SVCS.  GRTH.  A 

8.04 

MONTAG  &  CALDWELL  GROWTH  N 

6.61 

BULL  &  BEAR  GOLD  INVESTORS 

7.99 

PILGRIM  AMERICA  MAGNACAP  A 

6.59 

Top 

performers 
include 
a  mix  of 
financial, 
technology, 
gold,  and 
natural- 
resource 
funds 
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Russell  2000 — the  indexes  that 
jr  reflect  the  more  aggressive 
ty  funds — did  not.  Until  in- 
ors  regain  their  appetite  for 
er  funds,  it's  going  to  be  tough 
smaller  companies  and  the 
s  that  invest  in  them  to  regain 
r  lead.  The  quarter's  results 


How  the  Big  Funds  Fared 


vs.  0.05%  for  the  maximum- 
/th  funds  and  -0.03%  for  small- 
pany  funds  (page  134). 
he  summer  rout  also  pushed 
e  former  highfliers  onto  the 
ter's  list  of  worst  performers, 
mg  them  are  Dreyfus  Aggres- 
,  Rockwood  Growth,  and  two 
Wagoner  funds,  Emerging 
vth  and  Micro-Cap.  Still,  those 
Is  have  strong  returns  year- 
ate. 

mong  the  more  specialized  funds, 
icial  funds  sparkled.  One  big  rea- 
notes  James  K.  Schmidt,  portfolio 
lager  for  John  Hancock  Regional 
k  B  Fund,  up  8.66%,  was  better- 
i-expected  earnings  from  banks.  The 
;r:  NationsBank's  $9.8  billion  offer 
Boatmen's  Bancshares  reminded  in- 
ors  that  there's  money  to  be  made 
l  the  industry's  consolidation.  "We've 
3  from  14,000  to  9,800  banks  since  I 
ted  this  fund  11  years  ago,"  says 
rnidt,  "but  I  believe  we're  heading 
4,000.  We  have  a  long  way  to  go." 
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16.4 

1.23 

INCOME  FUND  OF  AMERICA 

14.8 

2.59 

VANGUARD/WINDSOR 

14.7 

4.72 

and  that  gives  REITs  the  ability 
to  raise  dividends,"  says  G.  Ken- 
neth Heebner,  portfolio  manager 
of  cgm  Realty  Fund,  up  6.98% 
during  the  quarter. 

The  wild  market  swings  made 
it  difficult  for  the  largest  equity 
funds  (table).  Only  Vanguard/ 
Windsor  and  Washington  Mutual 
Investors  beat  the  s&P.  The  giant 
Fidelity  Magellan  Fund,  under  the 
direction  of  a  new  manager,  Robert 
E.  Stansky,  gained  just  1.22%. 


he 

/brst 

eturns 
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Funds  specializing  in  real  estate  in- 
vestment trusts  (reits)  also  blossomed 
in  the  third  quarter,  posting  on  average 
returns  of  4.91%.  Many  investment  ad- 
visers have  long  recommended  these 
funds,  not  because  of  their  barn-burning 
returns  but  because  they  have  little 
correlation  with  the  stock  market  in 
general  and  thus  add  diversification  to  a 
portfolio  of  funds,  amg's  Adler  says 
weekly  inflows  to  REIT  funds  tripled 
during  the  quarter,  to  a  record  $75  mil- 
lion. Still,  there  are  solid  fundamentals 
behind  those  reits.  "Rents  are  rising, 
cash  flow  from  properties  is  increasing, 

TOTAL  RETURN* 


controversial  Treasury  bond  hold- 
ings but  has  made  only  minor 
changes  to  the  stocks.  Magellan 
has  also  suffered  outflows,  with  as- 
sets down  $4.5  billion  in  the  past 
four  months. 

BATTERED  BARGAINS.  Some  of  the 
very  smallest  funds,  funds  recently 
launched,  actually  benefited  from  the  ear- 
ly-summer scare.  "We  were  fortunate  to 
have  opened  during  the  sell-off,"  admits 
Blaine  P.  Collins,  portfolio  manager  of 
Janus  Equity-Income  Fund,  up  14.2%, 
the  second-best  performance  for  the 
quarter.  He  bought  blue  chips  such  as 
Campbell's  Soup,  Wells  Fargo,  and  eds 
"at  panic  levels  and  got  10%-to-15%  pops 
from  them."  Portfolio  manager  John  C. 
Bogle  Jr.  also  took  advantage  of  the  sell- 
off  to  load  up  his  new  funds,  ni  Growth, 
up  7.41%,  and  ni  Microcap,  up  6.36%.  He 
bought  battered  stocks  in  the  technology, 
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'RECIATION  PLUS 
(.'VESTMENT  OF  DIVIDENDS 
;  CAPITAL  GAINS  BEFORE 
ES.  JULY  1  -SEPT  23. 1996 

f  M0RNINGSTAR  INC. 


PIONEER  INDIA  B 

-22.18% 

EVERGREEN  GLOBAL  REAL  ESTATE  EQUITY  Y 

-6.66% 

FIDELITY  SELECT  AIR  TRANSPORTATION 

-18.52 

FIDELITY  SELECT  TRANSPORTATION 

-6.55 

1  STEADMAN  TECHNOLOGY  GROWTH 

-16.50 

MAS  EMERGING  MARKETS 

-6.54 

EV  MARATHON  GREATER  INDIA 

-16.25 

MATTHEWS  KOREA 

-6.35 

AMERICAN  HERITAGE 

-14.49 

59  WALL  STREET  PACIFIC  BASIN  EQUITY 

-6.20 

.  PERKINS  OPPORTUNITY 

-14.15 

STRONG  INTERNATIONAL  STOCK 

-6.19 

PATHFINDER 

-13.06 

STI  CLASSIC  SUNBELT  EQUITY  TR. 

-6.18 

PREMIER  STRATEGIC  GROWTH  A 

-10.57 

ARTISAN  SMALL  CAP 

-6.07 

VAN  WAGONER  MICRO-CAP 

-10.01 

WRIGHT  EQUIFUND-JAPAN 

-6.02 

FIDELITY  JAPAN  SMALL  COMPANIES 

-9.81 

LEXINGTON  CROSBY  SMALL  CAP  ASIA  GRTH. 

-6.01 

RESERVE  INFORMED  INVESTORS  GRTH.  A 

-9.76 

BERNSTEIN  EMERGING  MARKETS  VALUE 

-5.99 

ROCKWOOD  GROWTH 

-9.49 

UNITED  SERVICES  GOLD  SHARES 

-5.98 

WARBURG  PINCUS  JAPAN  0TC  COMM. 

-8.67 

GOVETT  SMALLER  COMPANIES  A 

-5.98 

FRANKLIN  TEMPLET0N  JAPAN 

-8.03 

GT  GLOBAL  TELECOMMUNICATIONS  A 

-5.95 

JAPAN 

-7.88 

PIONEER  EMERGING  MARKETS  A 

-5.94 

DEAN  WITTER  JAPAN 

-7.74 

GAM  JAPAN  CAPITAL  A 

-5.90 

MORGAN  STANLEY  EMERGING  MARKETS  A 

-7.71 

MORGAN  GRENFELL  INTL.  SMALL  CAP  EQTY. 

-5.83 

VAN  WAGONER  EMERGING  GROWTH 

-7.68 

NiCHOLAS-APPLEGATE  MINI-CAP  GR.  INSTL 

-5.76 

DREYFUS  AGGRESSIVE  GROWTH 

-7.55 

FIRST  MUTUAL 

-5.72 

FIDELITY  JAPAN 

-7.42 

VANGUARD  INTL.  EQUITY  INDEX  PACIFIC 

-5.64 

STRONG  ASIA  PACIFIC 

-7.16 

FIDELITY  PACIFIC  BASIN 

-5.60 

GLENMEDE  EMERGING  MARKETS 

-7.07 

PACIFIC  EUROPEAN  GROWTH 

-5.51 

CAPSTONE  NIKK0  JAPAN 

-6.79 

STATE  STREET  RESEARCH  INTL.  EQUITY  B 

-5.48 

WARBURG  PINCUS  EMG.  MARKETS  COMM 

-6.73 

BHIRUD  MID  CAP  GROWTH 

-5.48 

GOLDMAN  SACHS  ASIA  GROWTH  A 

-6.69 

DEAN  WITTER  INTERNATIONAL  SMALL  CAP 

-5.44 

Funds 
investing 
abroad, 
especially  in 
Asia,  had 
a  tough  time. 
Some  big 
winners 
from  earlier 
in  the  year 
dropped 
over  the 
summer 
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health-care,  and  specialty  retail  sectors — 
and  still  finds  bargains  in  those  areas. 

Stock-picking  is  what  really  mattered 
in  the  third  quarter.  Note  that  many 
kinds  of  funds  appear  on  the  best  and 
worst  list  for  the  third-quarter  (previous 
pages).  For  instance,  each  table  con- 
tains small-company,  growth,  technology, 
and  precious-metals  funds.  "It's  stock 
selection,  not  sector-picking,  that's  pay- 
ing off,"  says  Jeffrey  M.  Mortimer,  vice- 
president  at  Higgins  Associates,  a  Cam- 
bridge (Mass.)  firm  that  manages  funds 
of  funds  for  institutional  investors. 
IN  THE  details.  Consider  ev  Marathon 
Gold  &  Natural  Resources,  with  a 
19.43%  total  return,  the  quarter's  best 
performer,  far  surpassing  both  the  aver- 
age natural-resource  and  precious-metals 
funds.  The  secret,  says  manager  Bar- 
clay Tittmann,  is  investing  in  smaller 
resource-exploration  companies  that  are 
making  discoveries  and  adding  to  re- 
serves rather  than  large  companies  "de- 
pendent on  the  price  of  a  commodity." 

The  picky  nature  of  this  year's  market 
is  also  playing  into  the  hands  of  picky  in- 
vestors. Robert  M.  Gintel,  who  buys 
beat-up  companies  that  he  believes  will 
bounce  back,  is  riding  high.  The  $110 
million  Gintel  Fund  is  up  9.09%  for  the 
quarter  and  27%  year-to-date,  and  the 
$31  million  Gintel  erisa  Fund,  which 
will  soon  merge  into  the  Gintel  Fund,  is 
up  8.38%  and  22%,  respectively.  "Situa- 
tions we've  owned  for  a  long  time — and 
suffered  with  for  a  long  time — are  final- 
ly coming  to  fruition,"  he  says.  Among 
his  winners:  Chart  Industries,  Capstead 
Mortgage,  and  Checkfree. 

William  H.  Miller,  portfolio  manager 
for  Legg  Mason  Value  Trust,  is  also  on 
a  roll,  up  8.14%  for  the  quarter  and 
20.1%  year-to-date.  One  big  winner  this 
year  is  Dell  Computer  Corp.,  which  he 
bought  at  28  in  February  when  in- 


A  Summer 
of  Small 
Gains  and 
Small 
Losses 


The  Bond  Fund  Leaders 


TAXABLE  FUNDS 

TAX-FREE  FUNDS 
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MORGAN  STANLEY  INST.  EMG.  MKTS.  DBT.  A 

14.30% 

STRONG  HIGH-YIELD  MUNICIPAL  BOND 

2.4'- 

PHOENIX  EMERGING  MARKETS  BOND  A 

13.63 
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FIDELITY  ADVISOR  EMG.  MKTS.  INC.  T 

10.37 
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MERRILL  LYNCH  AMERICAS  INCOME  B 

10.32 

BLANCHARD  FLEXIBLE  TAX-FREE  BOND 

2.1 
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in  -it 
10. 1  7 

TRANS  ADVISER  KY  TAX-FREE 

2.1 

FIDELITY  NEW  MKTS.  INCOME 

10.16 

OPPENHEIMER  TAX-FREE  BOND  A 

2.1 

T.  ROWE  PRICE  EMG.  MKTS.  BOND 

10.15 

SMITH  HAYES  NE  TAX-FREE 

2.1 

ALLIANCE  GLOBAL  DOLLAR  GOVT.  B 

8.97 

NUVEEN  PA  TAX-FREE  VALUE  R 

2.0 

BEAR  STEARNS  EMG.  MKTS.  DEBT  A 

8.01 

KEMPER  STATE  TAX-FREE  INCOME  TX  A 

2.0 

MORGAN  GRENFELL  EMG.  MKTS.  DEBT 

7.36 

PAINEWEBBER  MUNICIPAL  HiGH-INCOME  A 

2.0 

AVERAGE  OF  1312  FUNDS 

1.48 

AVERAGE  OF  1024  FUNDS 

1.2 
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vestors  were  trashing  computer  stocks. 
It's  up  140%  since,  and  he  still  holds  it. 
He's  also  a  bull  on  Citicorp.  "Citi's  earn- 
ings should  grow  as  fast  as  Merck's  over 
the  next  five  years,  yet  its  [price-earn- 
ings ratio]  is  far  lower,"  he  says.  The 
stocks  in  his  portfolio  sell  at  a  cheap 
nine  times  next  year's  earnings. 

Portfolio  manager  Derek  H.  Webb, 
who  runs  gt  Global  Consumer  Products 
&  Services  Fund  B,  thinks  larger  growth 
stocks  offer  great  value.  "I  don't  mind 
paying  20  times  earnings  for  Nike,"  says 
Webb,  "because  it's  growing  twice  as  fast 
as  Coke,  which  has  a  p-e  of  32."  The 
fund  is  the  third-best  this  quarter,  up 
11.83%,  and  is  up  42.4%  for  the  year. 

The  best-perforrriing  bond  funds,  gen- 
erally those  that  invest  in  emerging- 
markets  debt,  have  also  scored  double- 
digit  returns.  Such  funds  suffered  huge 
losses  several  years  ago,  when  the  Mex- 
ican peso  crisis  precipitated  a  collapse  in 
prices  of  most  Third  World  debt.  Now, 
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the  Mexican  government  is  buying 
debt  in  the  markets,  says  John  ( 
son,  who  inns  Fidelity  New  Mar 
Income  and  Fidelity  Advisor  Emer 
Markets  Income  T,  up  10.16% 
10.37%,  respectively,  for  the  qua 
Carlson  expects  the  rally  to  run 
the  fourth  as  other  developing  nat 
continue  to  buy  back  their  debt. 

In  contrast  with  the  fat  num 
posted  by  some  taxable  bond  funds 
best  municipal  funds  look  scrawny, 
top  performer  for  the  quarter  is 
Strong  High- Yield  Municipal  Bond, 
a  2.46%  total  return.  But  muni  fh 
lure  investors  mainly  with  their  yi 
In  that  fight,  Strong  High  Yield'  1 
better.  Its  annualized  6.89%  tax 
yield  is  the  equivalent  of  10%  for 
vestors  in  the  31%  federal  tax  brai 
That's  enough  to  make  some  die- 
equity-fund  investors  think  about  mi 

By  Jeffrey  M.  Laderman  in 
York,  with  Geoffrey  Smith  in  Bosto 
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FINANCIAL 

6.24% 

MAXIMUM  GROWTH 

0.05% 

TECHNOLOGY 

5.31 

SMALL  COMPANY 

-0.03 

REAL  ESTATE 

4.91 

WORLD 

-0.30 

NATURAL  RESOURCES 

2.95 

UTILITIES 

-1.48 

.    GROWTH  &  INCOME 

2.59 

FOREIGN 

-1.52 

EQUITY-INCOME 

2.31 

SPECIALTY-MISC. 

-1.82 

~  GROWTH 

1.91 

COMMUNICATION 

-2.67 

?.  BALANCED 

1.88 

DIVERSIFIED  EMERGING  MARKETS 

-2.93 

I  ASSET  ALLOCATION 

1.58 

PACIFIC  - 

-3.28 

1  MULTI-ASSET  GLOBAL 

1.27 

U.S.  DIVERSIFIED  EQUITY  FUNDS 

1.61 

EUROPE 

0.80 

ALL  EQUITY  FUNDS 

0.80 

I  HEALTH 

0.44 

S&P  500  INDEX 

2.89 

PRECIOUS  METALS 

0.34 
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Equity  funds 
that  followed 
conservative 
strategies 
beat  their 
more  aggressive 
rivals 
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The  NAMES  Project 

AIDS  Memorial 

Quilt 

Not  All  Battles 
are  Fought  with 
a  Sword. 
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OCTOBER  11-13,  1996 

WASHINGTON,  D.C. 
NATIONAL  MALL 

For  three  days  we  will  unfold  the 
AIDS  Memorial  Quilt 
to  show  the  nation  we  care, 
we  remember  and  that, 
until  there  is  an  end  to  AIDS, 
we  are  not  going  away. 

For  information,  contact  the 
NAMES  Project  Foundation 
at  (415)  882-5500 

http:  I  I  www.  aidsquilt.  org 
aol  keyword:  aidsquilt 

Travel:  (800)  926-2631 
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FUNDS 


ALL  THAT  MONEY 

-BUT  WHERE  TO  INVEST  IT? 

Templeton's  Vietnam  fund  may  be  forced  to  liquidate 


CULTIVATING  MCE:  The  fund  is  seeking  an  O.K.  to  buy  real  estate 


VIETNAM  QUAGMIRE 

TEHPLETON  VIETNAM 
OPPORTUNITIES  FUND 


Among  heavy  hitters  in  developing 
stock  markets,  no  one  swings  a  big- 
ger bat  than  J.  Mark  Mobius.  The 
manager  of  some  S9  billion  for  the  nine- 
year-old  Templeton  Emerging  Markets 
Fund  and  a  host  of  offshoots.  Mobius 
is  a  constant  tire-kicker,  popping  up  one 
day  in  Seoul  and  a  few  days  later  in 
St.  Petersburg  to  quiz  corporate  man- 
agers and  test  the  political  climate. 

But  even  this  pro  appears  to  have 
met  his  match  in  Vietnam,  where  com- 
munist leaders  have  been  unable  to  de- 
liver on  pledges  they  once  made  to  have 
an  equity  market  running  by  1996. 
While  the  holdup  has  frustrated  many 
fund  managers,  it  is  particularly  nettle- 
some  to  Mobius.  who  launched  the  Tem- 
pleton Vietnam  Opportunities  Fund  on 
the  New  York  Stock  Exchange  in  1994. 
It  was  the  first — and  only — U.  S.-listed 
closed-end  fund  formed  to  invest  large- 
ly in  publicly  traded  companies  based  or 
operating  in  Vietnam.  But  with  no  local 
bourse  and  with  few  Vietnam  plays 
among  companies  listed  abroad.  Mobius 
has  had  to  keep  more  than  half  of  the 
fund's  Si  10  million  in  cash.  His  biggest 
Vietnam  investment:  a  $1.2  million  stake 
in  the  Phu  Ben  Tea  Joint  Venture  Co.. 
partly  owned  by  a  unit  of  Sipef.  a  Bel- 
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SHARE 


gian  agribusiness  group. 
"Emerging  markets  do 
not  all  behave  in  the 
same  way,"  admits  Mo- 
bius. "Things  have  not 
developed  as  quickly  as 
we  had  anticipated." 

Vietnamese  Foreign 
Affairs  Minister  Nguyen 
Manh  Cam  insisted,  in  a 
speech  to  the  Asia  Society  in  New  York 
on  Sept.  24,  that  the  government  would 
issue  more  shares  in  state-controlled 
companies  and  that  a  stock  market  would 
open  next  year.  But  many  financiers  re- 
main dubious.  Among  the  obstacles  they 
see  are  Vietnam's  bureaucratic  maze,  an 
opaque  legal  system,  conniption,  and  a 
lack  of  companies  adhering  to  interna- 
tional accounting  standards.  All  told,  for- 
eigners have  disbursed  less  than  one- 
third  of  the  S21.S  billion  in  investments 
approved  by  the  government  since  1989. 
John  Pike,  manager  of  Bangkok-based 
Vietnam  Frontier  Fund,  says  he  has  re- 
jected nearly  300  investment  pitches 
since  1994  and  accepted  six. 

Mobius  says  he's  even-  bit  as  picky. 
"Our  insistence  on  open  accounting  and 
shareholder  protection  means  that  the 
going  is  rough."  he  says,  adding  he  re- 
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fuses  to  buy  into  several  fisted  conjl 
nies  in  Australia  and  Canada  that  hi! 
Vietnamese  investments  and  little  ojr- 
ating  experience.  But  he  remains  % 
beat  on  the  economy,  which  is  expect 
to  grow  9%  this  year. 

He  can't  stay  on  the  sidelines  mi 
longer.  When  he  opened  the  fund,  • 
bius  said  he  would  get  at  least  659« 
its  assets  into  Vietnam  by  October,  lit 
If  he  can't,  investors  will  get  to  \j§ 
either  to  change  the  fund's  mission  «j 
name  or  to  liquidate  it.  Mobius  decliji 
to  say  which  option  he  would  rec«> 
mend.  But  with  fund  shares  trading ; 
steep  discount  of  19%  below  net  aat 
value  (chart),  some  traders  have  bjt 
buying  them  up  in  hopes  of  making* 
easy  profit  if  the  fund  is  liquidated. 
beefed  UP.  Aware  that  his  deadlins 
looming.  Mobius  is  trying  to  get  me 
cash  into  Vietnam.  After  raising  g 
fund's  ceiling  on  direct  investments 
Vietnam  last  year.  Mobius  is  askig 
shareholders  to  vote  on  Oct.  8  tot 
the  fund  make  loans  and  go  into  reals- 
tate.  Sources  say  he  is  close  to  a  dea» 
invest  in  a  S23  million  private  ph»- 
ment  by  a  Singapore  holding  compajfc 
Indotel  Ltd..  that  operates  four  hotelm 
Vietnam  and  wantsa 
build  more. 

Despite  that,  compt 
tors  still  think  Motis 
will  have  a  hard  tie 
moving  anywhere  n«r 
65%  of  his  fund — scie 
$71.5  million — into  Vfr 
nam  in  a  year.  The  sw- 
age size  of  joint-ventie 
projects  in  Vietnairis 
only  S12  million,  ;id 
many  funds  have  to  cfr 
tent  themselves  w« 
stakes  of  SI  million  tcjl 
million  at  best.  Moreover,  'this  is  a  tut 
venture-capital  market."  warns  Pie. 
"They'll  have  to  engage  in  dirt-uncr- 
the-nails  investing." 

Mobius  says  he  has  beefed  up  is 
staff  to  handle  the  extra  work  and  w>ft 
invest  unless  he  is  given  a  way  to  ci 
out.  But  can  he  beat  his  deadline? 
go  into  emerging-market  funds  for  le 
long  haul."  says  Helen  Rotenberg,  v> 
president  at  Toronto's  United  Corpt*- 
tions  Ltd..  which  owns  50.000  Vietra 
Opportunities  Fund  shares.  She  declis 
to  say  how  she'll  vote  on  Oct.  8.  M 
perhaps  her  patience  will  pay  oflfl 
Vietnamese  earnings.  Or  maybe  she  :A 
others  will  walk  away  in  a  year  wi 
the  cash  Vietnam  couldn't  absorb.  J 
By  William  Glasgall.  with  Shri 
Prasso.  in  New  York  and  Fredek 
Balfour  in  Ho  Chi  Mink  City 
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The  Merrill  Lynch  Performance  Difference 


The  Merrill  Lynch  Growth  Fund. 

One  manager,  a  disciplined  stock-selection 
process  and  an  impressive  track  record. 


Stephen  Johnes,  Senior  Portfolio  Manager 
With  33  Years  Experience 


They  approach  these  prospective  investments 
with  a  three-  to  five-year  time  horizon  using 
intensive  fundamental  analysis  to  identify 
companies  with  potential  for  healthy  growth. 

Contact  your  Merrill  Lynch  Financial 
Consultant  or  call  1-800-MERRILL, 

ext.  1421,  for  a  free  brochure  on  the 
Merrill  Lynch  Growth  Fund  and  our 
brochure,  The  Value  of  Advice.  Or  e-mail  to: 
askml@ml.com  .  Visit  us  on  the  Internet  at: 
http://www.ml.com  . 


Consistent  Fund  Management.  The  Merrill  Lynch 
Growth  Fund  has  never  experienced  turnover  in  Fund 
management.  Stephen  Johnes  has  been  the  Fund  manager 
since  its  inception  in  1987. 

A  Sound  Investment  Process.  Stephen  Johnes  and 

his  portfolio  management  team  seek  growth  of  capital 

(the  Funds  principal  objective)  by  looking  for  companies — 

regardless  of  sector  or  industry — that  they  believe  to  be 

undervalued.  _ 

Impressive  Past  Performance 


I — |    Merrill  Lynch  Growth  Fund 

Class  B  Shares  as  of  6130196 


Cumulative  Total  Return  Since  Inception  (3/87) 


259.1 7% 


Average  Annual  Total  Returns 


1  YEAR  20.30% 

3  YEAR  19.28% 

5  YEAR  18.22% 

Since  inception  (3/87)  14.81% 


The  difference  is  Merrill  Lynch. 


Merrill  Lynch 

A  tradition  of  trust. 

The  performance  information  shown  represents  past  performance  and  is  not  an  indication  of  future  results.  Performance  information  is  shown  for  Class  B,  as 
these  shares  have  the  longest  performance  history  and  have  been  available  to  the  broadest  range  of  investors.  Average  annual  total  return  and  total  return  data 
assume  reinvestment  of  dividends  and  capital  gams  distributions,  but  only  the  average  annual  total  return  reflects  the  maximum  contingent  deferred  sales 
charge  of  4%.  As  described  in  the  Fund's  prospectus,  pursuant  to  the  Merrill  Lynch  Select  Pricing^'  System,  the  Fund  offers  four  classes  of  shares,  each  with  a 
different  combination  of  sales  charges,  ongoing  tees  and  other  features.  Investment  returns  and  principal  values  will  fluctuate  so  that  investor's  shares  upon 
redemption  may  be  worth  more  or  less  than  their  original  costs. 

For  more  information  on  the  Merrill  Lynch  Growth  Fund  or  any  mutual  find  sold  by  Merrill  Lynch,  including  management 
fees,  sales  charges  and  other  expenses,  and  a  discussion  of  the  risk  considerations,  request  a  prospectus  by  calling  the  phone  number 
above.  Read  it  carefidly  before  you  invest  or  send  money. 
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These  Companies  Have  Fouii 

The  National  Organization* 

Salute  Members 


We  provide  you 
w  ith  a  competitive 
ach  antage.  We  are 
natural  problem- 
^     solvers  and 
innovative  in 
responding  to 
change.  Hire  us 
We're  good  for 
your  business." 

Jennifer  Sheeti}" 

NBA  C-indlOilr 

Georgetown  Unrrversit* 
-  Or  A 


NOD. 
=  lishec  ±e  CEO 
Council  to  recognize  America's 
busir.es?  '.eiders  tor  -heir  sup- 
port or  people  with  disabilities 
:r.  oie  worjzcrce.  These  leaders 
and  their  companies  believe  that 
a  person's  ability,  not  disability; 
is  what  counts  in  doing  a  job. 

Through  their  annual 
membership  contributions.  CEO 
Council  members  support 
N.O JD's  innovative  efforts  to 
enable  people  with  disabilities 
to  more  fully  participate  in  their 
community  and  in  all  aspects  of 
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tputer  Associates  International  Inc., 
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!  International,  Charles  R.  Shoemate 
lie  Corporation,  Walter  J.  Zable 
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Echlin  Inc.,  Frederick  J.  Mancheski 

Ecolab  Inc.,  Allan  L.  Schuman 

EG&G,  Inc.,  John  M.  Kucharski 

EMC  Insurance  Companies,  Bruce  G.  Kelley 

femerson  Electric  Co.,  Charles  F.  Knight 

Ernst  &  Young  LLP,  Philip  A.  Laskawy 

Fisher  Scientific  International,  Inc., 

Paul  M.  Montrone 
Fleet  Financial  Group,  Terrence  Murray 
Forbes  Magazine,  Malcolm  S.  Forbes.  Jr. 
Frank  Russell  Company,  Michael  J.  Phillips 
Franklin/Templeton  Group  of  Funds, 

Charles  B.  Johnson 
Gannett  Broadcasting,  Cecil  L.  Walker 
Genentech,  Inc.,  Dr.  Arthur  Levinson 
The  Gillette  Company,  Alfred  M  Zeien 
Glaxo  Wellcome  Inc.,  Robert  A.  Ingram 
Golden  Rule  Insurance  Company,  John  M.  Whelan 
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Graybar  Electric,  Carl  L.  Hill 
Guardsmark,  Inc..  Ira  A.  Lipman 
Hasbro,  Inc.,  Alan  G  Hassenfeld 
Henry  Ford  Health  System,  Gail  L.  Warden 
Household  International,  William  F.  Aldinger 
The  Huntsman  Group,  Jon  M  Huntsman 
Illinois  Tool  Works,  Inc.,  W  James  Farrell 
IMC  Global,  Inc.,  Wendell  F.  Bueche 
Invacare  Corporation,  A  Malachi  Mixon  III 
Ithaca  Industries,  Inc.,  Jim  D.  Waller 
John  Hancock  Financial  Services,  Stephen  L.  Brown 
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Johnson  Publishing  Company,  Inc.,  John  H  Johnson 
The  Jordan  Company,  John  W  Jordan  II 
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KeyCorp,  Robert  Gillespie 

For  a  free  32-page 
BusinessWeek  reprint, 
"The  New  Competitive 
Advantage,"  and  more 
information  on  how  you 
can  join  the  CEO  Council, 
contact: 

Martin  T.  Walsh, 
CEO  Council  Director,  N.O.D. 
910  16th  Street  NW 
Washington,  DC  20006 
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Landstar  System  Inc.,  Jefrey  C.  Crowe 

Marsh  &  McLennan  Companies  Inc.,  J.C  Smith 

Matsushita  Electric  Corporation  of  America, 
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Jack  Valenti 
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State  Farm  Insurance  Companies, 
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INVESTMENTS 


PAINEWEBBER  COULD  HAVE 
A  PECK  OF  TROUBLE 

A  new  suit  charges  it  with  misleading  insurance  sales  practices 


For  class-action  attorneys,  the  insur- 
ance industry  has  been  a  mother 
lode.  In  recent  years,  these  lawyers 
have  been  successful  in  getting  insurers 
to  ante  up  to  settle  charges  that  they 
have  engaged  in  misleading  sales  prac- 
tices. Insurance  giants  such  as  Metro- 
politan Life  Insurance  Co.  and  Prudential 
Insurance  Co.  have  agreed  to  settle  for 
many  millions  of  dollars  (table). 

The  latest  such  action,  though,  tar- 
gets not  an  insurer  but  a  brokerage 
house:  PaineWebber  Inc.  That  isn't  sur- 
prising, given  that  Wall  Street  has  been 
moving  into  annuities  and  variable  and 
universal  life  insurance.  According  to 
the  complaint,  which  was  filed  on  Sept. 
9,  the  plaintiff.  Robert  L.  Moore  of  Palm 
Beach  County,  Fla.,  received  a  call  from 
his  PaineWebber  broker  in  1989  ex- 
tolling a  new  retirement  "investment" 
called  the  Provider.  It  offered  high 
interest  payments  and  tax  deferral.  And 
Moore  was  told  it  could  replace  his  ex- 
isting individual  retirement  account. 
HIGH  COST?  It  was  an  offer  Moore 
couldn't  refuse.  Beginning  that  year, 
Moore  made  his  first  annual  "deposit," 
as  it  was  called,  of  $2,000.  Not  until 
years  later,  Moore  claimed,  did  he  find 
out  that  this  Wgh-performing  ira  alter- 
native was  a  universal  life  insurance 
policy.  Much  of  his  investment  was 


spent  on  commissions  and  administrative 
fees.  The  "deposits,"  he  learned,  were 
insurance  premiums. 

His  suit  in  the  Southern  District 
Court  of  New  York,  which  seeks  $250 
million  in  damages  for  himself  and  other 
unnamed  buyers  of  the  product,  alleges 
that  PaineWebber  brokers  misled  Moore 
and  others  into  believing  that  the 
Provider  was  a  retirement  investment, 
not  a  life  insurance  policy.  In  all  states, 
misrepresentation  and  false  advertising 
of  insurance  is  against  the  law.  Moore 
and  his  attorneys  declined  to  comment. 

If  the  allegations  hold  up.  PaineWeb- 
ber could  have  an  expensive  problem 
on  its  hands.  In  1994,  Met  Life  agreed 

DECEIVED  POLICYHOLDERS? 

Insurers  will  pay  millions  of  dollars 
to  settle  class-action  allegations 
that  agents  used  deceptive  sales 
practices  to  sell  insurance 


COMPANY 

ESTIMATED  COST 

MILLIONS 

PRUDENTIAL  INSURANCE 

$445 

METROPOLITAN  LIFE 

70 

PHOENIX  HOME  MUTUAL  LIFE 

100 

NEW  YORK  LIFE 

65 

DATA:  BUSINESS  WEEK 

FIGHTING  BACK 

The  firm  denies  allegations  that  I 
misrepresented  financial  produc| 

to  fines  and  restitution  of  nearly} 
million  for  selling  a  group  of  Flcj 
nurses  insurance  under  the  guise 
retirement  program.  And  on  Sept 
Prudential  agreed  to  pay  at  least 
million  to  settle  lawsuits  claiming  it 
misleading  sales  practices  to  get 
cyholders  to  buy  more  expensive  ill 
ance.  "If  there's  a  significant  numbi 
policyholders  out  there,  it  could  Ik  1 
major  problem  for  PaineWebber,"  P 
Claude  Lilly,  a  professor  of  risk  r| 
agement  and  insurance  at  Florida  ^ 
University  and  a  former  assisl 
deputy  insurance  commissioner  for! 
state  of  Georgia. 

"WITHOUT  MERIT."  A  PaineWelJ 
spokesman  says:  "The  allegations  in 
complaint  are  completely  without  m 
and  we  intend  to  fight  them  vigoro 
The  Met  Life  matter  is  substant: 
different  than  the  allegations  mad 
the  complaint."  PaineWebber  arg 
that  Moore  had  to  fill  out  an  applies 
for  life  insurance  that  included  a  q 
tionnaire  about  his  health.  "The  na 
plaintiff  clearly  understood  he  was 
ing  insurance  and  still  holds  the 
cy,"  says  the  spokesman. 

PaineWebber  began  selling 
Provider  in  1989.  According  to  Sec 
ties  Week,  the  marketing  support 
substantial,  including  the  purchasi 
800.000  customer  leads,  a  direct-) 
campaign  of  1  million  pieces,  and  a 
vision  commercial  featuring  Josep] 
Grano,  now  the  president  of  Pa: 
Webber.  The  complaint  says  brol 
"were  instructed  not  to  disclose 
the  Provider  was  an  insurance  poli 
After  the  Provider's  underwriter.  F 
Capital  Life  Insurance  Co.,  went  un 
PaineWebber  renamed  it  the  Buil 
The  firm  says  the  product  was  nc 
big  seller:  Total  sales  were  about  7, 
policies.  It  was  discontinued  in  1993 

With  Wall  Street  moving  into  irii 
ance,  some  plaintiff  attorneys  forest 
lucrative  business  opportunity  in 
securities  industry.  Says  Ronald  K.  I 
ry,  who  has  represented  numerous 
cyholders  against  life  insurance  corr 
nies  as  an  attorney  with  the  Coving 
(Ky.)  firm  of  Amzen,  Parry  &  We: 
"There  will  be  a  lot  more  of  these  ca 
before  it  is  all  over."  That  will  depn< 
on  whether  sales  practices  at  brol 
age  houses  have  been  as  lax  as  thostit 
many  insurers. 

By  Kerry  Capell  and  Leah  Xatluis 
Spiro  in  New  York 
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HERE'S  HOW  TO  ACCESS  INFORMATION 

m 


Mutual  Funds 

1/  The  AIM  Family  of  Funds® 
1-800-347-4246 

2/  Janus  Funds 

1-800-525-8983,  ext: 

3/  Kemper  Mutual  Fund 
1-800-537-6001,  ext. 


631 


58 

4/  Robertson  Stevens 

1-800-776-3863,  ext.  508 

5/  Smith  Barney 

1-800-EARNS-IT,  ext.  285 

6/  Twentieth  Century  Investors 
1-800-345-2021 

7/  T.  Rowe  Price  Corporate 
Income  Fund 
1-800-541-7882 

8/  T.  Rowe  Price  Equity  Income  Fund 
1-800-541-7883 


For  subscriber  questions  or  information,  please  call  1-800-635-1200 
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dress 





Zip 
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EXTENSION 


ephone 

lease  check  one  response  for  each  following  question. 

What  is  your  company's  type  of  business? 

1  □  Agriculture   2  _)  Mining.  Construction   3  □  Manufacturing.  Processing 
4  □  Wholesale,  Retail  Trade  5  □  Finance,  Insurance,  Real  Estate 
6  □  Government   7  □  Transportation,  Public  Utilities   8  □  Service  Industries 
9  □  Other  -  Please  Specify: 

What  is  your  title? 

A  □  Chairman  of  the  Board   B  □  President   C  □  Vice  President   D  □  Treasurer, 
Secretary  E  □  General  Manager   F  □  Division  Manager   G  □  Department  Manager 
H  □  Other  Manager   I  □  Student   J  □  Other  -  Please  Specify: 

How  many  employees  in  your  company  worldwide? 


1  □  Under  100 
4  □  2.500-4,999 


2  _)  100-999 
5  □  5,000-9,999 


3  3  1,000-2,499 
6  □  10.000  or  more 


BusinessWeek 


Beyond  news.  Intelligence. 

=961007 

Requests  will  be  honored 
until  December  9,1996 

Please  circle  advertisers' 
numbers 


A  Dnnsion  of  TIk McGraw  HiU  Compumtx 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BEHIND  THE  SURGE 
AT  SIGNET  BANKING 

Bank  stocks  are  in  an  upswing,  dri- 
ven by  impressive  earnings  and  by 
a  wave  of  takeovers.  Even  shares  of 
banks  with  lackluster  profits  have  been 
on  the  rise.  Take  Signet  Banking  (sbk) 
in  Richmond,  Va. — the  state's  largest 
bank,  whose  earnings  have  been  so-so 
for  two  years.  Its  stock  is  heading  up, 
from  21  in  early  August  to  nearly  26 
on  Sept.  24.  Why?  It's  the  latest  name 
out  of  the  rumor  mill. 

Whispers  say  First  Union,  a  holding 

CRIST  FOR  THE  RUMOR  MILL 


EARNINGS 
PER  SHARE 


1997  Est. 

$2.41 


1996  Est, 

$2.10 


SIGNET  BANKING 
STOCK  PRICE 

WEEKLY  CLOSE 


1995 
$1.98 


MAR.  29,  '96  SEPT.  24 

A  DOLLARS 

DATA:  BL00M8ERG  FINANCIAL  MARKETS,  FIRST  CALL  CORP. 

company  with  assets  of  $140  billion 
and  a  market  cap  of  $19  billion,  has 
approached  Signet.  One  money  man- 
ager who  focuses  on  banks  says  talks 
took  place — and  Signet  nixed  an  offer 
of  35  a  share,  or  about  $2.1  billion. 

According  to  this  pro,  Signet,  with 
assets  of  $11.4  billion  and  250  branches 
in  Virginia,  Maryland,  and  the  District 
of  Columbia,  was  thinking  of  a  price 
between  37  and  40  a  share.  But  he  ex- 
pects the  two  sides  to  come  back  for 
more  discussions.  "Right  now,  they're 
really  not  too  far  apart,"  he  adds.  First 
Union's  2,100  offices  serve  the  East, 
from  Connecticut  to  Florida.  Signet 
says  the  bank  doesn't  comment  on  ru- 
mors. Likewise  for  First  Union. 

"Signet  is  the  [Virginia  bank]  most 
vulnerable  to  consolidation  for  several 
reasons,"  says  Merrill  Ross  of  Wheat 
First  Butcher  Singer.  She  notes  that 
takeover  talk  often  arises  when  a 
management  change  looms.  Signet 
Chairman  Robert  Freeman  retires 
next  year. 

Other  reasons,  she  says,  are  a  'lack 
of  efficiency  and  subpar  results."  She 
says  Signet's  core  banking  franchise 


has  not  grown  since  Signet  spun  off 
its  Capital  One  Financial  credit-card 
business  in  March,  1994.  That  makes 
Signet  a  compelling  target,  says  Ross, 
because  it  will  let  an  acquisitor  re- 
coup whatever  premium  it  pays  by 
streamlining  operations.  Ross  agrees 
Signet  should  fetch  about  37  in  a 
buyout. 

Signet's  board  is  "feeling  the  heat 
to  do  something  to  enhance  sharehold- 
er value,"  says  Ross,  who  thinks  earn- 
ings will  be  down  on  a  quarter-to-quar- 
ter basis  and  flat  compared  with  a  year 
ago.  "That  may  prove  to  be  the  trig- 
ger," she  says,  for  the  board  to  sell. 
This  second  quarter's  50(2  matched 
year-earlier  earnings.  She  figures 
Signet  will  earn  $2.05  for  the  year — be- 
low the  consensus  estimate  of  $2.10. 

PURSUING 
A  PINCHPENNY? 

CompScript  (cprx)  is  a  fast-growing 
provider  of  pharmacy-management 
services  whose  stock,  now  at  5  a  share, 
has  yet  to  catch  the  eye  of  the  Street. 
But  the  biggies — health-maintenance 
organizations,  insurers,  and  drugmak- 
ers — have  noticed  CompScript:  Four 
such  companies,  says  an  investor  close 
to  the  company,  have  made  overtures. 

"What  they're  after  is  CompScript's 
proprietary  systems  to  cut  health-care 
costs,"  says  Kemp  Fuller  of  L.  T. 
Lawrence,  a  New  York  investment 
firm.  "Using  an  integrated  computer 
system,  CompScript  offers  savings  to 
insurers,  employers,  and  patients."  He's 
impressed  with  the  company's  fast 
growth,  mainly  through  acquisitions. 
It  provides  services  traditionally  asso- 
ciated with  a  pharmacy.  In  addition,  it 
reviews  drug  utilization  and  provides 
nursing  services,  worker's-compensa- 
tion  drug  programs,  accounting,  and 
other  consulting  services. 

CEO  Brian  Kahan  admits  informal 
overtures  have  been  made  but  says: 
"There  hasn't  been  anything  that  was 
attractive  enough."  He  thinks  the  com- 
pany will  be  in  the  $100  millior  cate- 
gory in  sales  in  several  years. 

Fuller  agrees.  He  figures  sale:-,  will 
jump  from  $20  million  this  year  tc  $50 
million  next  year.  Fuller  thinks  Comp- 
Script will  make  150  a  share  this  year 
and  400  in  1997.  The  stock  is  way  un- 
dervalued, he  says.  He  notes  that 
CompScript's  price-earnings  ratio  is 
below  the  1997  industry  average  of 
26.  Based  on  projections  of  400,  the 


stock  is  trading  at  12.5.  Fuller  thi 
the  stock  will  hit  12  in  12  to 
months. 


in  MAY  ROLL  AG  AH 
AT  CIRCUS'  TABLE 

Most  gambling  analysts  want  inves 
to  focus  on  the  long-term  gro 
prospects  of  the  casino  business  rat 
than  on  the  glitter  of  the  cu 
takeover  blitz.  So  in  recommending 
cus  Circus  Enterprises  (clr),  Jason 
of  Bear  Steams  points  to  the  accelera 
in  earnings  expected  to  begin  in 
fourth  quarter  and  to  the  compa 
"strong  balance  sheet  and  premier 
agement  team."  But  guess  what:  It's 
takeover  angle  that  has  goosed  the 
From  29  in  late  July,  Circus  jumpe 
35%  by  Sept.  24. 

The  latest  talk  about  Circus 
top  brass  at  itt  held  discussions  w 
Circus  about  a  combination.  The  ta 
fell  apart,  however,  in  early  Septeml 
when  the  two  sides  couldn't  agr 
Chuck  Di  Rocco,  editor  of  Gaming  '. 
day,  says  itt  President  Robert  Bo 
man  confirmed  that  a  deal  was  clo 
but  wasn't  quite  right 

Di  Rocco  also  asked  Circus  Cha 
man  Clyde  Turner  about  the  abort 
deal.  "He  didn't 
have  much  to  say        GOOSED  BY 
other  than  confirm     TAKEOVER  TALI 
that  the  two  gam- 
ing companies  had 
talked,"  says  Di 
Rocco.  He  adds 
that  other  Circus 
executives  opposed 
a  deal  with  itt. 

A  ceo  of  anoth- 
er Las  Vegas  out- 
fit says  the  deal 
came  apart  when 
the  shares  of  itt 
started  declin- 
ing— thus  raising 
the  price  that  itt 
would  have  had  to  pay,  since  a  big  pa 
of  the  deal  was  based  on  a  stock  swa 
But  he  believes  the  game  isn't  ov€ 
'WTien  itt  gets  over  the  slump  it's  in"- 
partly  a  result  of  acquisitions  such 
Caesars  World — "it  will  roll  the  di< 
again  to  buy  Circus."  He  estimates  Ci 
cus  is  worth  45  to  50  in  a  takeover,  n 
spokesman  Jim  Gallagher  confirms  th; 
talks  were  held  and  didn't  go  anywhei 
"because  we  felt  it  wasn't  right  for  us 
But  he  says  rrr  "never  closes  the  dooi 
on  such  talks.  Circus  declined  commen 


SEPT,  24 
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OUR  EMPLOYEES  KNOW  HOW  TO 

TAKE  CARE  OF  CHILDREN.  AND  AETNA  KNOWS 

HOW  TO  TAKE  CARE  OF  OUR  EMPLOYEES." 


Dr.  Elanna  Yalow,  President 
Children's  Discovery  Centers  of  America,  Inc. 
San  Rafael,  California 


Children's  Discovery  Centers  of  America.  Inc. 
(CDC)  provides  a  healthy  learning  environment  for 
children  all  across  America.  And  Aetna  Health  Plans 
helps  keep  it  that  way. 

From  47  health  plans  to  one.  Based  in  San  Rafael. 
CDC  is  one  of  the  fastest  growing  providers  of  child 
care  services  in  the  country.  But  as  it  grew  into  a 
multi-site  company,  it  continued  to  add  health  plans 
until  it  was  dealing  with  47  different  ones.  Now,  CDC 
only  deals  with  one  carrier — Aetna  Health  Plans. 

Aetna  Health  Planning  makes  the  difference. 

Dr.  Elanna  Yalow  believes  that,  "One  reason  CDC  is 
so  successful  is  our  ability  to  meet  the  individual 
needs  of  the  families,  communities,  and  corporations 
we  serve."  Aetna  believes  in  that  school  of  thought, 
too.  Our  innovative  Aetna  Health  Planning  service  is 
designed  to  provide  flexible,  cost-efficient  solutions 
to  the  unique  health  care  needs  of  companies  like 
Children's  Discovery  Centers.  And  yours. 

No  substitute  for  experience.  Utilizing  our  HMO, 
POS,  and  indemnity  plans,  we  developed  the  right 


health  plan  for  employees  at  all  their  child  care  centers. 
Only  Aetna  could  offer  so  much.  And  because  of  our 
extensive  national  capabilities  and  provider  networks, 
most  of  the  employees  didn't  have  to  switch  doctors. 

Smooth  transition  as  easy  as  1-2-3.  We  held  70  on- 
site  information  sessions  to  answer  employee  questions 
about  the  new  plans.  And  now,  for  all  250  centers, 
Dr.  Yalow,  or  her  Benefits  Department,  can  get  the 
answers  they  need,  from  a  single  Aetna  representative, 
right  here  in  California. 

Aetna  Health  Planning  is  an  ongoing  education. 

We  keep  in  touch  with  the  Benefits  Department  to 
make  sure  everyone  is  getting  the  most  out  of  their 
Aetna  Health  Plan.  And  Aetna's  reporting  capabilities 
deliver  valuable  information  to  help  the  company  con- 
trol costs  and  target  specific  employee  needs. 

So  if  your  health  plan  isn't  making  the  grade,  call 
your  broker,  or  contact  Aetna  at  415-393-7400.  Or  visit 
our  home  page  at:  http://\vw\v. aetnahealth.com.  You'll 
be  surprised  at  what  you  might  discover. 

The  more  you  know,  the  better  you  feel.® 


/Etna 


Aetna 
Health 
Plans 

■i*!  ©1996  Aetna's  HMO  is  offered  by  Aetna  Health  Plans  of  California.  Inc  The  Aetna  POS  and  PPO  are  offered  by  Aetna  Life  Insurance  Co. 


Christmas  Magic... 
The  14th  Annual 


Festival  of  Trees  1996 


Saturday  thru  Monday 

November  30  to  December  2 


Sponsored  by  Peninsula  Children's  Center 
Charter  Auxiliary  (PCCCA).  All  proceeds 
will  benefit  the  PENINSULA  CHILDREN'S 
CENTER/ZONTA,  a  nonprofit  agency 
serving  autistic,  developmentally  disabled 
and  emotionally  disturbed  children  and 
their  families  from  Santa  Clara,  San  Mateo 
and  Alameda  counties. 

You  are  welcome  to  attend  a  fantasyland  of 
stunning,  professionally  decorated  Christmas 
Trees  for  drawing,  auction,  and  sponsorship. 

...Customized  Trees  decorated  to  your 
specifications 

...visit  the  Holiday  Boutique  featuring  many 
quality  decorations  and  unusual  gifts 

...enjoy  Seasonal  Music  performed  by  a 
variety  of  talented  local  groups  drawn  from 
our  area's  rich,  cultural  heritage 


For 

reservations 
or  more 
information 
please  call: 

15)  306-0462 


■TREE  SALES- 


Decorated  trees  are  available  for  purchase  throughout  the  festival. 
Delivery  o  your  home  or  business  by  arrangement. 


Hyatt  Rickeys 

4219  El  Camino  Real,  Palo  Alto,  CA 

From  101,  take  Oregon  Expressway  to 
El  Camino,  South  to  Hyatt  Rickeys 

SCHEDULE    OF  EVENTS 


4 


4 


Public  Tree  Viewing  &  Entertainment 

Saturday,  November  30  12:30  pm  -  3:00  pm 

Sunday,  December  1  1 1 :00  am  -  6:00  pm 

Special  Drawing  between  5:00  pm  and  6:00  pm  Sunday 
General  Admission:       $5  Adults     $3  Children  &  Seniors 
Tickets  are  available  at  the  door 

Children's  Party 

"North  Pole  Express" 

Saturday,  November  30  10:00  am  -  12:00  noon 

By  Reservation:  $10  Children  $15  Adults 

Refreshments  •  Clowns  •  Holiday  Crafts  •  Drawings  • 
Gifts  for  every  child  •  Entertainment  •  Free  photo  with  Santa 

Opening  Night  Gala  •  Dinner-Dance 

"The  Best  of  Times" 

Saturday,  November  30  5:30  pm  -  1 :00  am 

By  Reservation:    $100  per  person      Live  &  Silent  Auctions 
No  Host  Bar  •  Dinner  •  Dancing  to  Live  Band 
Complimentary  Champagne  Hour 


Fashion  Show  •  Luncheon 

Monday,  December  2 
By  Reservation:  $65  per  person 


10:00  am  -  2:30  pm 


General  Drawings  held  December  2 
I  You  need  not  be  present  to  win) 


The  1997  LeSabre. 
The  comfort  and  safety  of  home... 
on  the  road. 


Its  comfort  will  put  you  at  ease.  Its  arsenal  of  safety 
features  will  give  you  a  sense  of  inner  peace.  Make  you  feel 

almost  invulnerable.  That's  why  those  who  want  to 
feel  at  home  on  the  road  drive  the  1997  Buick  LeSabre.  For 
your  peace  of  mind,  drive  LeSabre.  For  more  details,  visit  our 
Web  site  at  http://www.buick.com  or  call  1-800-4A-BUICK. 

Peace  of  mind 


LeSabre 


by  Buick 


GM 


)199B  GM  Corp  All  rights  reserved  LeSabre  is  a  registered  trademark  of  GM  Corp  Buckle  up.  America 


Government 


CONGRESS 


SEE  YA  AROUND, 
NEWT' 

GOP  frosh  put  distance  between  themselves  and  the  Speaker 


Freshmen  Republican 
Representatives  Wil- 
liam J.  Martini  and 
David  Funderburk 
are  glad  to  tell  you  about 
their  differences  with 
House  Speaker  Newt  Gin- 
grich. Martini,  fighting  for 
survival  in  a  largely  blue- 
collar  northern  New  Jersey 
district,  boasts  that  he  has 
voted  against  the  Speaker 
more  often  than  any  other 
gop  rookie.  What's  more,  he 
has  been  endorsed  by  two 
environmental  groups  and 
11  union  locals.  Martini  is 
not  a  Newt  robot  but  a 
freethinking  moderate,  he's  quick  to  re- 
mind voters.  "I'm  a  congressman  who 
has  broken  ranks  with  the  leadership," 
he  says.  "I'm  a  Republican  freshman 
who  got  it." 

Down  on  Tobacco  Road  in  eastern 
North  Carolina,  Funderburk  is  quick  to 
point  out  that  he's  no  Newt  robot  ei- 
ther. But  while  Martini  seeks  the  political 
center,  Funderburk  is  proud  of  his  un- 
yielding conservatism.  In  fact,  the  Jesse 
Helms  protege  worries  that  the  Speaker 
occasionally  has  been  too  quick  to  ap- 

WILLIAM  J.  MARTINI 

The  New  Jersey 
representative 
trumpets  his 
endorsements  by 
environmental  groups 
and  1 1  labor  unions  as 
away  to  highlight  his 
moderate  record. 


Democrats,  needing  a  gain  of  20  se^SJ 
recapture  the  House,  must  defeat  A 
30  of  the  endangered  freshmen  to  J 
come  expected  setbacks  in  the  Soil 
The  cop  freshmen  didn't  bargail 
needing  a  survival  guide  two  years! 
when  they  swept  into  office  in  a  \ 
of  public  dissatisfaction  with  Presl 
Clinton  and  a  long-ruling  Democj 
Congress.  But  now  their  revolution  8 
tatters,  and  their  agenda  and  the  Sa 
er  who  crafted  it  are  viewed  by  rj 
voters  as  too  radical.  What's  nj 
they're  getting  little  help  from  Pi 


DAVID  FUNDERBURI 

One  of  the  most 
conservative  House 
freshmen,  he  tells 
voters  that  Newt 
Gingrich  has  been 
accommodating  to 
liberals. 


pease  liberals  on  issues  such  as  the  min- 
imum-wage hike  and  the  Mexican  peso 
rescue.  "I  probably  disagree  with  him 
more  than  many  members  of  Congress," 
says  Funderburk,  the  district's  first  gop 
representative  since  Reconstruction. 

The  battle  for  control  of  the  House 
could  well  be  decided  in  swing  districts 
like  these.  A  business  week  analysis 
of  the  74  districts  represented  by  gop 
freshmen  indicates  that  15  of  them  are 
in  deep  trouble  while  another  25  are  in 
moderate  danger  of  losing  their  seats. 


dential  nominee  Bob  Dole,  who  is 
ning  far  behind  Clinton  in  most  of  t 
districts.  No  wonder  the  frosh  are 
ning  scared. 

Most  are  dashing  madly  to  the  p 
ical  middle.  Rather  than  preaching 
olution,  they  now  cast  themselve 
"common-sense  reformers."  In  1 
many  have  become  born-again  mo 
ates,  pushing  bills  that  are  pro-e 
ronment  and  pro-education.  Some  e 
boast  of  their  cooperation  with  Clin 
For  example.  Representative 

Ganske  (R-Iowa),  sti 
gling  against  Democr 
weathercaster  Connie 
Burney  in  a  tradition 
1  »emocra1  ic  district,  iss 
^5  a  gushing  press  rele 
™  when  the  President 
/  dorsed  his  proposal  to 
pand  patients'  access 
'  medical  information. 
1 1  leological  repositior 
worked  for  Clinton  after 
'94  debacle,  and  it  mi 
work  for  some  of  the  fr< 
men,  too.  But  Democi 
are  reminding  voters 
those  heady  early  dayt 
the   gop   Contract  \\ 
America.  In  New  Jen 
Martini's  Democratic  op 
nent,   Paterson  Ma 
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Which  Kind  of  Investor  are  You? 


Primitive  investors  were  always  stalking  the  bull.  And  fearing  the  bear. 
But  slowly,  some  investors  came  to  understand  seasons  and  cycles.  They  settled 
down  and  worked  to  build  wealth.  They  learned  to  thrive  while  others  fought 
to  survive.  Your  financial  advisor  will  want  to  know:  are  you  hoping  to  make 
a  killing?  Or  have  you  evolved  into  a  more  civilized  investor?  Ask  your  financial 
advisor  about  Kemper  Funds  or  call  1-800-Kemper- 1  ext.  818. 
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MPEG  chips  are  used  in  digital  ~  TV  set-top 
boxes  to  decode  audio  and  video  signals  SGS-THOMSON 
has  shipped  over  5  million,  more  than  any  other 
manufacturer  to  date.  And  its  latest  microcore  based 
products  are  setting  new  standards  in  performance  and 
flexibility.  The  company's  ability  to  repeatedly  find 
technology  solutions  to  tough  application  challenges 
makes  ST  the  partner  of  choice  for  some  of  the  most 
advanced  TV  and  multimedia  systems  manufacturers. 


SGS "THOMSON       The  SGS-THOMSON  Microelectronics  Group  provides 

lj^D(6[E]©[l[L[l©Tj!^(g)R!]D(gi       Service  and  Technology  throughout  the  world: 


You  Already  See 
Things  Our  Way 


We're  SGS-THOMSON  Microelectronics. 

We  make  the  microchips  that  turn  video 
gnals  into  visual  images.  So  when  you  turn 
n  your  computer  monitor  or  tune  in  your  TV, 
xi're  probably  seeing  things  our  way 

Our  MPEG  audio/video  decompression 
lips  are  just  one  example.  By  working 
□nd-in-hand  with  the  industry's  leading 
lanufacturers  of  home  entertainment 
/stems  we've  become  a  major  supplier  of 
itegrated  circuits  for  digital  satellite  TV  --  the 
ew  revolution  in  home  entertainment.  In 
ict,  with  more  than  5  million  parts  shipped, 
T  is  the  world's  number  one  provider  of 
^PEG  ICs. 


Our  ability  to  work  with  partners  from  all 
industries  to  produce  differentiated  products 
sets  ST  apart  from  the  crowd.  Moreover,  it 
makes  us  one  of  the  most  consistent 
performers  in  the  microelectronics  industry. 

Again  last  year,  for  example,  our  net  revenues 
were  up,  this  time  by  34%  to  $3,554  billion  with 
earnings  up  from  $363.5  million  to  $526.5 
million.  And  our  second  quarter  results  this  year 
underline  our  consistency  with  earnings  of  over 
$1 76  million. 

We're  SGS-THOMSON,  a  force  to  count 
on  in  microelectronics. 

Contact  us  now  and  you'll  find  that  we  are 
a  company  well  worth  looking  at. 


Shouldn't  You 
Look  Us  Up! 

Service  and  Technology 

Contact  SGS-THOMSON  on  these  fax  numbers:  The  Americas  +1617  2599442  STM 

Asia  Pacific  +  65  4820240  -  Europe  +  33  50402860  -  Japan  033  28041  31  ItS§1 

Visit  our  web  site  at  http:/ /www.st.com  1  =  1  ^E 


Australia,  Brazil,  Canada,  China,  France,  Germany,  Hong  Kong,  Italy,  Japan,  Korea,  Malaysia,  Malta,  Morocco, 
The  Netherlands,  Singapore,  Spain,  Sweden,  Switzerland,  Taiwan,  Thailand,  United  Kingdom,  U.S.A. 
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HIGH  INCOME 
WITH  A  MODERATELY 
AGGRESSIVE  APPROACH 
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8/25  96 


T.  Rowe  Price  Corporate  Income  Fund.  ican 

help  investors  seek  a  higher  level  of  income  than  high- 
quality  bond  runds  offer,  while  taking  less  risk  than  with 
an  investment  solely  in  "junk"  bonds.  It  invests  primarily 
in  corporate  investment-grade  bonds,  with  up  to  one-third 
of  the  fund's  assets  invested  in  high-yield  "iunk"  bonds. 
Remember,  the  riskier  securities  in  the  fund  will  increase  its  poten- 
tial for  volatility,  and  the  share  price  and  yield  will  fluctuate  with 
interest  rate  and  market  change^.  Minimum  investment  is  S2.500 
SI  .000  for  IRAs  .  No  sales  charges. 

Call  24  hours  for  more  information,  including  a  prospectus 

1-800-541-7882 
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1.64% 

_"•  -  s  dosses  in  principal  value  r  inres  teddh  id  ends  aid  capital  zain  distributions.  Present  espense  limnaikms  hast 
increased  the  fund's  .ieW  and  total  return.  Past  performance  cannot  guarantee  future  results-  Investment  return  and  principal 
•■ahs  ■aill  van.  and  shares  mav  be  north  more  or  less  at  redemption  than  at  original  purchase.  Read  the  prospectus  carefully 
-  .^inzT.Rciwe  Price  ItnTsmiemSente  ofo32195 


Government 


William  J.  PascreR  Jr..  scoffs  that 
eumbent  "is  portraying  himself  as 
dependent  even  though  he  voted 
contract  91^  of  the  time.  He's 
those  sheets,  and  Fm  not  going 
him  get  out  of  the  bed."  Martini  res 
that  his  loyalty  has  always  belonj 
the  home  folks:  "Thev  know  I'm  so. 
who  acted  for  them." 

Unlike  1994.  Republicans  are  ei 
sizing  local  issues  as  their  ticket 
election.  For  some,  that  means  sh 
pork  back  home.  Endangered  fres 
Frank  Riggs.  a  critic  of  Big  Gc 
menu  received  -54.6  million  in  watei 
ects  for  his  Northern  California  di 
Citizens  Against  Government  Wa 
nonpartisan  watchdog  group,  la 
them  "unrequested  and  unnecessa 

Meanwhile.  Funderburk  warns  c 
consequences  for  his  district's  to 
farmers  if  Democrats  regain  cont 
Congress.  He  links  his  opponent. 
SuDerintendent  of  Public  Instruction 


This  year,  the  GOP 
pushing  local  issu< 
For  some,  that  meaj 
shipping  pork  hoi 


Etheridge.  to  Clinton  and  Repres 
tive  Henry  A.  Waxman  (D-Calif. 
antismoking  crusader  who  would 
the  tobacco  oversight  panel  in  a  De 
rat-run  House.  ""Tobacco  is  under  si 
warns  Funderburk.  Etheridge  "sup 
all  those  who  are  trying  to  wipe  01 
bacco."  Etheridge.  who  grew  up 
tobacco  farm  says  he  would  stand 
hostile  Democrats.  He.  in  turn,  ties 
derburk  to  House  Majority  Le 
Richard  K.  Armey  (R-Tex.).  who 
cuts  in  tobacco  programs. 

It  takes  money  to  spread  a  mes. 
so  the  freshmen  are  launching  a  bif 
attack  In  the  waning  days  of  the  ' 
Congress,  first-termers  have  sche< 
dozens  of  Washington  fund-raising  ev. 
seeking  contributions  from  corporate 
ideological  political  action  commit 
"They're  trying  to  get  even-  last 
says  Steven  F.  Stockmeyer.  exect 
vice-president  of  the  National  Ass 
tion  of  Business  PACS. 

Indeed,  the  gops  posh  Capitol 
Club  has  been  turned  into  a  fund-ra 
factory  with  events  such  as  Idaho 
Helen  Chenov  el       WDd  Game 
met  Feast."  Nevada  first-termer  B 
P.  Bilbray's  "Shrimp  on  the  Bar 
bash,  and  Arizona  rookie  J.  D.  E 
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worth's  "Jackalope  Jamboree."  The  fund- 
raising  enthusiasm  of  Frank  A.  Cre- 
means  of  Ohio  and  Randy  Tate  of  Wash- 
ington has  made  them  legends.  "Rather 
than  eating,  they're  dialing  for  dollars," 
one  business  lobbyist  marvels. 

The  freshmen  say  they  need  the  mon- 
ey to  counter  ad  blitzes  by  unions  and 
environmentalists  that  accuse  the  Re- 
publicans of  trying  to  gut  Medicare,  ed- 
ucational programs,  and  antipollution 
laws.  Last  April,  Representative  Phil 
English  (R-Pa.)  launched  a  counter- 
offensive  fueled  in  part  by  more  than 
$375,000  from  PACS.  A  recent  poll  shows 
English  with  a  double-digit  lead. 

The  National  Republican  Congres- 
sional Committee  chipped  in  by  threat- 
ening to  sue  stations  that  air  what  they 
call  the  false  and  malicious  union  com- 
mercials. As  a  result,  19  stations  refused 
the  ads  or  pulled  them  off  the  air. 
MODERATE  MANIA.  But  that's  not  all  par- 
ty leaders  have  done  to  protect  endan- 
gered frosh.  With  a  big  shove  from  the 
congressional  leadership,  the  GOP  has 
worked  hard  to  protect  its  moderates 
from  right-wing  piimary  challengers.  The 
theory:  In  many  Northeast  and  Midwest 
districts,  GOP  moderates  stand  a  better 
chance  in  the  general  election. 

In  the  Sept.  10  New  York  primary, 
top  House  leaders  campaigned  actively 
for  abortion  rights  freshman  Sue  W. 
Kelly,  who  was  being  challenged  from 
the  right  by  former  Representative 
Joseph  J.  DioGuardi.  Gingrich  went  so 
far  as  to  punish  two  antiabortion  House 
conservatives  who  backed  DioGuardi. 
As  a  result,  every  moderate  freshman 
won  renomination,  even  those  who  often 
disagree  with  the  Speaker. 

gop  officials  also  have  attempted  to 
protect  their  majority  by  cutting  loose 
politically  crippled  freshmen.  When  Enid 
Greene  of  Utah  and  Wes  Cooley  of  Ore- 
gon became  enmeshed  in  scandals  in- 
volving personal  finances,  the  leader- 
ship successfully  pressured  them  to  drop 
their  reelection  bids.  Their  Republican 
replacements  now  lead  comfortably. 

Such  tactics  may  help  House  Repub- 
licans weather  a  turbulent  political  sea- 
son. But  even  the  best-laid  plans  can't 
overcome  the  anger  expressed  by  voters 
such  as  Tracy  Smith,  a  20-year-old  wait- 
ress at  the  Countiy  Inn  in  Spring  Hope, 
N.  C.  Smith  will  vote  for  Democrat 
Etheridge,  who  preaches  bipartisan  con- 
ciliation, to  send  a  message  to  Gingrich. 
"He  acts  so  high  and  mighty,"  says 
Smith,  whose  family  is  Republican.  "He 
needs  to  be  knocked  down  a  peg  or 
two."  That's  why  Funderburk,  Martini, 
and  their  colleagues  are  furiously  ma- 
neuvering to  keep  Newt  at  arm's  length. 

By  Richard  S.  Dunham  in  Wilson, 
N.  C,  with  Christina  Del  Valle  in 
Paterson,  N.  J. 


TOBACCO 


BIG  TOBACCO  MAY  B! 
READY  TO  DEAL  I 

Plaintiffs'  lawyers  see  signs  that  makers  want  to  bargai 


The  tobacco  industry  spends  a  lot 
of  time  these  days  reminding  the 
public  that  it  has  no  interest  in 
settling  any  of  the  hundreds  of  law- 
suits filed  against  it.  When  a  proposed 
congressional  pact  surfaced  in  late  Au- 
gust, the  companies  quickly  denied  any 
participation  in  the 
alleged  settlement 
talks.  And  they 
insisted  they  , 
had  no  plans 
to  bargain  with 
opponents  in  the 
future.  Cigarette 
makers  continue 
to  go  out  of  their 
way  to  hammer 
the  point  home. 
After  a  Florida 
judge  handed 
manufacturers 
a  minor  victory 
on  Sept.  16 
by  dismissing 
most  counts  in 
that  state's  suit 
against  them,  R.J. 
Reynolds  Tobacco 
Co.  zapped  out 
the  following  state- 
ment: "This  ruling 
should  clarify  for 
doubters  why  the 
tobacco  industry 
has  taken  the 
firm  position  that 
it  will  not  settle 
litigation  that  has 
no  merit  in  law 
or  fact." 

But  there  are 
signs  that  tobacco 

companies  are  becoming  increasingly  in- 
terested in  striking  a  deal  that  would 
put  their  legal  woes  behind  them.  Sev- 
eral leading  plaintiffs'  attorneys  say  that 
since  mid-August  they  have  received 
phone  calls  from  lawyers,  lobbyists,  and 
politicians  claiming  to  represent  the  in- 
dustry and  trying  to  lay  the  ground- 
work for  a  possible  settlement.  Wash- 


DENIAL 


Philip 
Morris  says  it  is  talking 
to  "no  one  about  [a 
litigation  settlement]" 


ington-based  John  Coale  of  Coale  a 
Susteren  says  he  had  a  20-minutd 
versation  with  an  industry  lobby] 
mid-September  who  wanted  to  1 
whether  he  would  be  willing  to  go  ■ 
with  a  deal  brokered  by  Congress 
PHONE  CALLS.  Such  a  deal,  which 
sides  consider  the  only  plausible  mi 
of  settling  the  tobacco  litis 
would  likely  requirji 
manufacturers  to 
out  billions  for  in; 
smokers  and  teei 
prevention  progi 
In  exchange,  Bij 
,  bacco  would  re< 
immunity  from 
liability,  in  effect 
ding  itself  in  on< 
swoop  of  its 
lawsuits. 

Plaintiffs' 
neys  Eliza 
Cabraser  of 
Francisco's 
Cabraser,  Heir 
&  Bernstein, 
Patrick  J.  Couj 
partner  at  Mil 
Weiss  Ber 
Hynes  &  Lera< 
San  Diego, 
that  they,  or 
ners  at  their  fi 
have  received 
lar  calls, 
lawyers  decline 
identify  the  cal 
saying  only 
none  of  t 
worked  directlj 
cigarette  mam 
turers.  "There 
surfacing  right 
trying  to  test 


a  lot  of  folks 
putting  out  feelers 
waters  for  a  potential  settlement," 
anti-tobacco  attorney  Russ  Henna 
Herman,  Herman,  Katz  &  Cotla 
New  Orleans.  He  says  he  has  also 
approached  by  industiy  representati 
The  standard  pitch,  says  Hern 
goes  like  this:  "I  have  on  occasion 
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According  to  legend,  a  little  child 
had  a  dream  about  the  best  way  to 
harvest  and  prepare  wild  rice.  That 
should  be  knocked  from  the  stalks 
with  blessed  sticks,  then  parched  in 
the  sun  and  danced  on  to  remove  th< 
husks.  The  people  did  this  and  they 
made  it  through  the  winter  with 
enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that  be 
came  the  word  for  rice.  "Menominet 
is  the  name  of  the  tribe,  and  it  mea 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  dream 
of  a  child.  Which  is  just  one  reason  t 
Menominee  have  always  made  it  a  poi 
to  talk  to  their  children.  And  to  listen. 


AMERICAN 

INDIAN 

COLLEGE 
FUND 

Help  save  a  culture  that  could  save  ours 
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American  Indian  College  Fund, 
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A  congressional  pact  might  swap  legal  immunity  fori 
billions  in  smokers'  damages  and  prevention  programs? 


resented  X,  Y,  and  Z  [a  tobacco  compa- 
ny]. I'm  very  interested  in  settling  this 
issue,  and  I  know  they  would  be.  If  I 
can  be  of  assistance  in  bringing  you 
folks  together  or  floating  proposals,  I'm 
more  than  willing  to  do  that."  Such  feel- 
ers, adds  attorney  Coale,  are  the  first 
part  of  "a  real  courtship"  between  the 
two  sides,  "where  you  are  going  to  have 
this  type  of  thing,  and  then  you'll  have 
negotiation  through  intermediators,  and 
then  you'll  have  direct  negotiations." 

The  cigarette  manufactur- 
ers deny  that  they  are 
putting  out  any  settlement 
feelers,  and  say  that  several 
plaintiffs'  lawyers  lied  about 
the  industry's  participation  in 
the  proposed  August  con- 
gressional deal.  Noting  that 
the  anti-tobacco  bar  has  in- 
vested millions  in  suing  the 
industry  and  is  at  best  years 
away  from  recouping  any 
money,  they  argue  that  the 
plaintiffs'  attorneys  are  sim- 
ply trying  to  force  a  settle- 
ment by  drumming  up  sup- 
port for  a  deal  with 
politicians,  the  public,  and  the 
media.  "The  company  is  talk- 
ing to  absolutely  no  one 
about  [a  litigation  settle- 
ment]," says  Philip  Morris 
Cos.  spokesman  Michael  York. 
"We  remain  absolutely  confident  of  our 
position  both  legally  and  factually,  and  I 
can't  think  of  a  case  where  I  don't  think 
we'll  prevail." 

depressed  STOCK.  But  there's  no 
doubt  that  the  companies  have  plenty  of 
incentive  to  settle.  They're  spending 
tens  of  millions  annually  defending 
themselves,  and  analysts  say  that  their 
share  prices  are  depressed  by  at  least 
50%  because  of  the  threat  of  litigation 
and  increased  regulatory  oversight 
(table).  Says  industry  analyst  Jeffrey 
A.  Altman,  a  vice-president  at  major 
tobacco  shareholder  Mutual  Series  Fund 
Inc.  in  Short  Hills,  N.J.:  "In  my  opinion, 
the  companies  have  to  think  about  a 
settlement  very  seriously." 

Evidence  is  mounting  that  that's  just 
what  the  companies  are  doing.  In  early 
September,  Gary  D.  Black,  a  tobacco 
analyst  at  investment  banking  and  mon- 
ey management  firm  Sanford  C.  Bern- 
stein &  Co.,  which  holds  a  large  chunk 
of  Philip  Morris,  wrote  that  "for  the 


first  time  since  we  stalled  covering  this 
group,  we  detect  a  clear  willingness  by 
the  industry  to  bargain."  Because  the 
share  prices  of  tobacco  companies  are 
heavily  discounted,  a  settlement  would 
be  appealing  even  if  the  companies  had 
to  spend  billions  to  achieve  it.  The  mar- 
ket value  of  Philip  Moms  alone  is  dis- 
counted by  $60  billion  because  of  liti- 
gation risk,  estimates  Black.  And  it 
would  not  be  hard  for  the  industry  to 
fund  a  settlement  simply  by  upping 


INCENTIVE  TO  SETTLE? 

How  much  tobacco  companies  might  be  worth  if  they 
eliminated  the  threat  of  all  anti-cigarette  actions 
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prices:  a  25c-per-pack  increase,  Black 
calculates,  would  yield  at  least  $6  billion 
a  year — even  taking  into  account  a  drop 
in  consumption. 

Other  large  institutional  investors  are 
stalling  to  hear  conciliatory  words  from 
the  tobacco  companies  themselves.  Lon 
West,  a  securities  analyst  at  San  Anto- 
nio-based usaa  Investment  Management 
Co.,  a  large  shareholder  in  several  of 
the  companies,  recalls  that  in  private 
meetings  with  attorneys  from  rjr  and 
Philip  Morris  on  Sept.  16  and  17,  they 
told  him  they  would  be  interested  in  a 
global  settlement  in  order  "to  limit  the 
downside  risk,  get  out  from  under  the 
cloud  of  litigation,  and  carry  on  with 
business,"  says  West.  While  those  same 
lawyers  denied  the  existence  of  any  cur- 
rent negotiations,  they  did  discuss  leg- 
islative precedents  for  a  global  settle- 
ment, citing  the  1969  Federal  Coal  Mine 
Health  &  Safety  Act  and  the  1986  Na- 
tional Childhood  Vaccine  Injury  Act  as 
proof  that  a  congressional  grant  of  im- 


munity to  an  industry  is  plausibfl 
cording  to  West. 

The  tobacco  companies  also  I 
made  attempts  to  reach  out  to  tht* 
attorneys  general  who  are  suing  b 
cover  Medicaid  expenses.  North  (it 
na  Attorney  General  Michael  F.  jJj 
says  the  tobacco  companies  have  I 
to  use  his  office  "as  a  vehicle  th.(J 
which  they  can  communicate  wit't 
other  AGs — especially  those  with  « 
they  have  pending  litigation — bel 
it's  just  hard  to  commuJ 
once  the  suit  is  filed."  He^ 
that  the  companies  havl 
asked  him  to  air  any  settlJ 
proposals. 

TEEN  SMOKING.  Nonethfijj 
Easley  says  that  Philip  I 
ris  and  rjr  representative! 
meet  face-to-face  with  I| 
Carolina  state  officials! 
summer  to  craft  a  stJ 
aimed  at  curbing  teen  si 
ing.  Among  other  measi 
the  proposal  called  for! 
manufacturers  to  give  uj 
$100  million  annually  to  elij 
states  to  prevent  youth  si 
ing — double  the  amount  i 
Philip  Morris  and  U.  S.  Td 
co  offered  in  a  comparablei 
eral  proposal  floated  in  ,j 
Easley  says  the  industry  J 
inally  hoped  to  use  his  pk 
fend  off  states  considering  Medi 
suits.  When  the  tobacco  companies 
the  Food  &  Drug  Administrate 
stave  off  new  teen-smoking  rules, 
dropped  their  support  for  the  s 
proposal. 

The  one  thing  everybody  can  a; 
on  is  that  hammering  out  a  deal  w 
be  a  Herculean  feat.  Before  forking 
billions  to  its  adversaries,  the  Lidu 
would  insist  on  a  global  settlement 
would  insulate  it  from  any  further 
gation.  That  alone  would  take  an  ac 
Congress,  which  could  easily  ehokt 
the  divisive  politics  of  tobacco.  M 
over,  a  deal  would  require  the  appri 
of  plaintiffs'  lawyers,  the  fda,  state 
torneys  general,  and  health  activi 
But  compared  with  all-out  war  for 
next  few  years.  Big  Tobacco  just  i 
decide  that  negotiating  is  a  risk  tha 
worth  taking. 

By  Mike  France,  with  Lori 
giorno,  i)i  New  York  and  with  Da 
Greising  in  Atlanta 


Why  should  you  have  a  defensive 

investment  in  your 
portfolio  today?" 


"Ask  me." 


The  Contrarian  Fund ™ 


Paul  Stephens'  global  investment  strategy 
seeks  to  protect  your  investment  while 
growing  your  investment.  He  currently 
uses  shorts  and  put  options  to  take  a 
defensive  approach  to  the  U.S. 
market.  The  major  part  of  Paul's 
portfolio,  though,  is  invested 
overseas  for  long-term  growth 
of  capital  in  out-of-favor 
industries  and  new 
investment  themes.  For 
more  information  about 
Paul's  investment 
strategy  and  The 
Contrarian  Fund,  please 
call  today. 


1-800-766-3863 

ext.378 

or  http://www.rsim.com 


ROBERTSON 
STEPHENS  & 
COMPANY 


Paul  Stephens 

Contrarian  Fund 
Portfolio  Manager 


27.03% 

One -Year  Total  Return 

6/30/95  -  6/30/96 


24.53% 

Year-to-date  Total  Return 
as  of  8/31/96 


17.0 


Average  Annual  Return  Since  Inception 
6/30/93  -  6/30/96 


formance  data  quoted  represents  past  performance, 
should  realize  that  investment  return  and  principal 
e  will  fluctuate  so  that  shares,  when  redeemed,  may 
be  worth  more  or  less  than  their  original  cost. 


•nore  information,  including  management  fees,  expenses,  and  the  special  risks  associated  with  short  selling,  index  options,  and  international  investing  (e.g.,  cur- 
y  fluctuations,  differences  in  accounting  practices,  and  economic  and  political  instability),  call  Robertson,  Stephens  &  Company  LLC,  distributor,  tor  a  prospec- 
Please  read  it  carefully  before  investing. 


Bringing    the    Fund  Manager 


You 


Science  &  Technology 


RESEARCH 


DIE  YOUNG- 
AT  AN  OLD  AGE 

The  race  is  on  to  find  longevity  genes 


■  n  1513,  the  explorer  Juan  Ponce  de 
I  Leon  arrived  in  Florida  in  search  of 
I  the  Fountain  of  Youth.  Today,  sci- 
I  entists  are  still  looking  for  antidotes 
to  aging — not  in  Florida  but  in  the  dna 
of  such  humble  organisms  as  yeast, 
worms,  and  fruit  flies.  There  they  have 
found  at  least  a  dozen  longevity  genes 
that  can  dramatically  increase  life  span. 
Scientists  hope  to  find  corresponding 
genes  in  human  beings  that  could  be 
manipulated  to  help  people  live  longer, 
healthier  lives.  "We  want  to  have  people 
die  young — at  an  old  age,"  says  S. 
Michal  Jazwinski  of  the  Louisiana  State 
University  School  of  Medicine  in  New 
Orleans. 

Although  still  at  an  early  stage,  re- 
search on  longevity  genes  is  moving 
quickly.  The  National  Institute  on  Aging 
(ma)  has  launched  a  program  with  a 
dozen  or  so  laboratories  to  search  for 
longevity  genes.  Three  companies  are 
also  pursuing  these  alluring  genes — bet- 
ting they  will  help  prevent  diseases  of 
aging  and  increase  life  span  (table).  Ag- 
ing research  is  now  changing  from  "a 
field  where  there's  a  lot  of  theory  to 
one  where  there's  a  lot  of  fact,"  says 
Joseph  P.  Brown,  cko  and  founder  of 
LifeSpan  Biosciences  Inc.,  a  startup  in 
Seattle. 

Even  so,  many  challenges  remain. 
Human  aging  is  an  extremely  compli- 
cated biological  process.  There  is  no  sin- 
gle gene  that  switches  on  to  cause  white 
hair  and  wrinkles.  Instead,  cells  in  every 


tissue  of  the  body 
gradually  stop  func- 
tioning at  peak  lev- 
els. Some  of  the  de- 
cline is  controlled  by 
genes.  But  environ- 
mental stresses  like 
a  high-fat  diet  or  sun 
exposure  also  play  a 
role.  Older  cells  be- 
come less  able  to  re- 
pair damaged  dna, 
and  they  malfunction 
in  other  ways. 

A  big  obstacle  in 
aging  research  is  that 
humans  and  many  experimental  animals 
take  too  long  to  get  old.  So  researchers 
have  turned  to  yeast,  worms,  and  fruit 
flies,  which  share  a  surprising  number  of 
genes  with  humans  but  have  life  spans 
measured  in  weeks  or  months. 
RESISTANCE  TO  STRESS.  The  work  in 
simple  organisms  offers  a  "stripped- 
down  version  of  aging,"  says  Jazwinski. 
Here,  scientists  can  peer  into  individual 
cells  to  see  what  is  influencing  aging.  In 
yeast,  for  example,  researchers  have 
discovered  a  half-dozen  genes  that  di- 
rectly affect  longevity.  When  the  gene 
called  lag-1  is  eliminated,  yeast  strains 
live  up  to  100%  longer  than  average. 
Jazwinski  cloned  and  patented  lag-i  two 
years  ago.  He  has  yet  to  determine  its 
function,  but  he  has  found  a  counter- 
part in  human  cells.  LSU  licensed  the 
LAG-1  gene  to  Jouvence  Pharmaceuti- 


THE  YEAST  CONNECTION 

Simple  organisms,  says  LSU's  Jazwinski,  offer 
"stripped-down  version  of  aging'' 


cals  Inc.  in  San  Diego,  where  Jazvi 
is  a  scientific  adviser. 

Microscopic  worms,  specifically 
nematode,  have  also  proven  to  be  a 
source  of  longevity  genes.  Nema 
larvae  can  undergo  a  developmJ 
"time  out":  a  sort  of  hibernation  i 
there  is  overcrowding  or  a  shortaj 
food.  During  this  state — which  can 
up  to  60  days — the  laiva  doesn't  fed 
age.  When  the  genes  that  govern! 
hibernation  are  "tweaked"  during 
worm's  adult  life,  it  can  live  1 
longer.  Some  of  these  larval  genes 
increase  longevity  by  conferring  a 
resistance  to  stresses  such  as  heat] 
chemicals — both  of  which  can  dan 
dna  and  decrease  life  span. 

Shutting  off  one  such  nematode  d 
called  AGE-l,  causes  an  increased] 
duction  of  enzymes  that  mop  up 


WHO'S  WHO 
IN  THE  HUNT 


These  three  companies  are  searching  for  the  genetic  equivalent  of  the  Fountain  of 
Youth — longevity  genes  that  could  stave  off  agi 


JOUVENCE  PHARMACEUTICALS 
SAN  DIEGO 


Using  longevity  genes  from  yeast,  worms,  fruit  flies,  and  mice  to  identify  huma: 
genes  and  eventually  dings  that  can  slow  aging  and  prevent  related  diseases. 


GERON 

MENLO  PARK,  CALIF. 


Works  with  senescent  or  old  human  cells  to  discover  which  genes  are  activated  a' 
the  end  of  a  cell's  life.  Often  these  genes  have  detrimental  effects  and  may  lead  tc 
aging-related  problems  such  as  muscle  deterioration  and  Alzheimer's  disease.  Geror 
is  searching  for  drugs  that  can  prevent  this  damage. 


LIFESPAN  BIOSCIENCES 
SEATTLE,  WASH. 


Uses  thousands  of  tissue  samples  and  cells  from  skin  and  other  organs  to  search  foi 
genes  involved  in  aging.  Goal  is  also  dings  that  will  slow  aging-related  problems. 
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The  DocuTech  Production  Series 

delivers  high-speed  digital  scanning 
and  imaging,  electronic  "cut  and 

paste,"  high  offset-quality   I 

laser  printing  as  well  as  <Om 
popular  finishing  options. 
The  DocuPrint  Publishing  ^^^^ 
Series  offers  high-speed,  network 
connected  laser  printers  for  PDL  doc- 
uments including  highlight  color. 


Open  Document  Services  assures 
every  customer  that  certified  vendors 
are  committed  to  plug-and-play 

P document  solutions  that 
integrate  readily  with  your 
current  technology.  To  learn 
more  about  our  end-to-ehd  printing 
solutions,  call  1-800-ASK-XEROX, 
ext.  207.  Or  just  drop  in  on  our 
Web  site  at  http://www.xerox.com. 


The 
document 

COMPANY 


Do  You  Have  The  Right  Mix 
Of  Stocks,  Bonds, 
And  Cash  Reserves? 

Find  out  through  our  four-step  investing  plan.  Discover  how  your  objectives, 
time  horizon,  risk  tolerance,  and  financial  situation  help  to  determine  how 
your  assets  should  be  divided  among  stocks, 
bonds,  and  cash  reserves.  Then  learn  how  to 
carry  out  your  strategy.  The  Vanguard 
Investment  Planner,  part  of  our  new  Plain 
Talk  Library  series,  is  a  valuable,  practical 
guide  to  investing. 

Call  1-800-523-1799 

Or  visit  us  on  America  Online 
at  Keyword:  Vanguard. 
Or  at  http://www.vaiiKuard.com 

Vanguard  Funds  are  offered  only  by  prospectus, 
which  includes  complete  information  on  advisory 
Ires,  distribution  charges  and  other  expenses. 
Please  read  it  carefully  before  investing. 
©Vanguard  Marketing  Corp..  Distributor 

TH^EUisuardGROUP 


The  1997  Business  Week  Pocket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to 
DEPT.  BC37,  RO.  Box  1597,  Fort  Lee,  NJ  07024  U.SA  Enclose  separate  sheet 
with  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
U.K.  residents  please  add  V.A.T.  Full  refund  if  not 
completely  satisfied  with  materials  and  workmanship. 


l  ISA  Credit  card  holders  mav  call 

TOLL-FREE  800-247-2570 

In  Iowa  800-362-2860.  Ask  Operator  18  for  Dept  BC37 
We  honor  AmEx/Diners/Visa/MasterCard 

For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040.  or  fax  to  201-461-5 


byproducts  of  cell  metabolism.  Til 
creases  the  nematode's  life  span  ^>jmm 
Fruit  flies,  known  to  sciential 
drosophila,  also  are  providing  elujbi 
aging.  Fifteen  years  ago,  scientist^M 
populations  of  fruit  flies  that  liveH 
as  long  as  their  normal  brethren.  jjLM 
W.  Curtsinger,  a  biology  profesaH 
the  University  of  Minnesota,HJ 
screened  some  1,200  drosophila  Kg 
looking  for  the  so-called  MethuBB 
genes  responsible  for  the  longe^H 
He  has  found  one  that  seems  to  eM 
life  span  by  one-third — and  he  hasBSj 
tified  counterparts  in  other  orgaruM 
REACTIVATION.  Despite  the  spate  dM 
coveries  in  simple  organisms,  itflS 
takes  a  leap  of  faith  to  relate  fmdiiWj 
fruit  Hies  to  humans.  With  that  in  _| 
another  cadre  of  researchers  is  huH 
for  aging  genes  in  human  cells,  am 
strategy  is  to  compare  old  and  uH 
cells  from  various  tissues,  lookinBB 
genetic  differences. 

Geron  Corp..  in  Menlo  Park,  CaM 
focusing  on  senescent  human  caH 
those  that  have  reached  the  end  ofH 
useful  life  span.  Instead  of  dying,  sUI 
cent  cells  "remain  viable  and  havH 
normal  behavior,"  says  Calvin  B.  H|H 
Geron's  chief  scientific  officer,  rsm 
genes  active  during  embryo  devH 
ment  are  reactivated;  other  geneM 
repairing  dna  or  fending  off  gejH 
damage  are  turned  off.  Take  skin  H 
The  stress  of  sun  exposure  makes  tea 
old  and  tired.  Some,  instead  of  dH 
behave  erratically — increasing  prrJH 
tion  of  enzymes  that  cause  skin  to  W 
There's  also  a  reduction  in  collagen™ 
other  structural  components  that  rjfl 
tain  thickness  and  help  wounds  heH 

One  focus  of  research  at  GeronH 
search  for  drugs  that  could  turn  oft 
rant  genes  in  old  cells.  Heart  disir 
and  skin  aging  are  Geron's  first  tarB 
LifeSpan  Biosciences  is  searching!' 
longevity  genes  in  a  bank  of  "sem. 
hundred  thousand"  tissue  samples,  1 
ceo  Brown.  Both  groups  watch  for  m 
from  the  research  on  simple  organin 
"The  work  is  synergistic,"  saysft 
Anna  McCormick,  head  of  the  longM 
gene  program  at  nia. 

In  the  end,  many  researchers  beWj 
humans  are  unlikely  to  exceed  « 
maximum  life  span  of  about  120  ym 
Rather,  the  goal  of  this  research  is  tl 
crease  individual  longevity  and  to  d» 
diseases  associated  with  aging.  "IJ 
dream  we  have  is  that  someone  retffl 
at  age  65  and  looks  forward  to  anal 
30  years  of  healthy  life,"  says  BrowJ 
yeast  and  worms  are  any  guide,  a 
dream  may  someday  come  true. 
By  Naomi  Freundlich  in  New  M 


There's  Only  One  Place  On  Thi< 
List  Where  We  Come  Up  Short 

The  List  Price. 

1997  Lincoln  Continental  s37,950 


Lincoln  Continental      Cadillac  Seville  SLS 


Engine 

100,000-mile  Scheduled  Tune-up  Interval' 

Anti-lock  Brakes  (ABS) 

All-Speed  Traction  Control 

Auto  Load-leveling  Suspension 

Power  Driver/Front  Passenger  Seats 

Remote  Keyless  Entry  System 

Solar  Tint  Glass 

Automatic  On'Of  f  Headlamps 

Dual  Power  Healed  Outside  Mirrors 

Dual  Power  Front  Seat  Reclineis 

Auto-dimming  Inside  Mirror 

Dual  Illuminated  Visor  Mirrors 

Automatic  Parking  Biake  Release 

Computer-managed  Suspension 

Leather  Seating  Surfaces 

5-passenger  Seating  with  Center  Console 

Anti-thett  Alarm  System 

Driver/Passenger  Power  Lumbar 

Virtual  image  Instrument  Cluster 

Particulate  Air  Filtration  System 

12-function  Memory  Profile  System 

Memorv  Dnver  Seat 

Memory  Mirrors 

Easy  Entry/Exit  Driver  Seat 

Driver  Selectable  Steering  Ellort 

Driver  Selectable  Suspension 

Reverse  Tilt-down  Outside  Mirrors 

Rear  Seat  Center  Shoulde.  Safety  Belt 

Concealed  Radio  Antenna 

Electronic  Compass 


4  6L  DOHC  InTech  V-8 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
slAMUKD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 


4.6L  DOHC  Northstar  V-8 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 
STANDARD 


Manufacturer's  Suggested  Retail  Price 

$37,950 

$40,660 

Equipment  Standard  on  Lincoln  Continental  ant 
Optional  on  Cadillac  Seville  SLS 

Options  Price- 

Leather  Seating  Surfaces 
Driver/Passenger  Power  Lumbar 
Sport  Interior  with  Console 
$1,223 

Manufacturer's  Suggested  Retail  Price, 
Comparably  Equipped 

$37,950 

$41,883 

Buy  a  Lincoln  Continental  and  Save 

$3,933 

Bisol  .in  MSRP  .nmplrt-.  I  .  umpjubK  equipped 


LINCOLN 

W  hat    A    Luxury    Car    Should  Be 


ivelopments  to  Watch 


D  BY  PETER  COY 


90-YEAR-OLD  IDEA  GETS  INTO  GEAR 


NCEPT  FOR  AUTO 
emissions  that  dates 
.  to  1899  looks  as  if  it 
finally  reach  wide- 
ad  use.  London-based 
ish  Technology  Group 
tensing  Torotrak,  a  so- 
sd  infinitely  variable 
smission,  to  a  growing 
iber  of  carmakers, 
iding  Ford  and  Toyota. 
Drotrak  is  a  step  be- 
i  "continuously  variable 
smissions,"  such  as 
,e  from  Honda  Motor 


and  Van  Doorne's  Trans- 
missie  of  the  Netherlands. 
The  Van  Doorne  version  is 
used  by  Ford,  Fiat,  Rover, 
and  Nissan.  Continuously 
variable  transmissions  use 
adjustable  pulleys  to  alter 
the  ratio  between  the  turn- 
ing of  the  engine  shaft  and 
the  turning  of  the  car 
wheels. 

In  contrast,  Torotrak 
uses  pairs  of  disks  with 
curved  tracks,  one  connect- 
ed to  the  engine  and  one  to 


the  drive  axle.  The  disks 
are  separated  by  three 
rollers.  The  rollers  tilt  be- 
tween disks  to  change 
gears.  Torotrak  has  fewer 
parts  than  a  continuously 
variable  transmission  and 
doesn't  require  a  clutch.  It 
uses  15%  less  fuel  than  a 
manual  geai'box. 

Ford  could  be  the  first 
auto  manufacturer  to  use 
the  Torotrak  transmission. 
It  is  considering  putting  it 
in  its  midsize  Mondeo 
world  car  by  the  turn  of 
the  century.      Julie  Flynn 


NGES  THAT 
KUP 

5TRICITY 


NE   A   SUBSTANCE  SO 

s  that  a  piece  the  size 
;rape  has  more  surface 
than  two  basketball 
s.  That's  carbon  aero- 
a  feathery-light  sub- 
e  resembling  a  black 
'e  made  of  pure  carbon, 
lot  just  a  laboratory 
sity.  Two  companies 
to  harness  carbon  aero- 
ssearch  by  the  Energy 
|s  Lawrence  Liver- 
National  Laboratory 
lake  charge-storing 
:es  called  aerocapaci- 
;hat  could  be  used  in 
;s  ranging  from 
lar  phones  to 
;rical  utility 

pacitors  store 
ficity  by  hold- 
ositive  charges 
me  surface  and 
tive  charges  on  an 
•  surface  that  is  close  to 
it  not  touching.  With 
vast  surface  area,  ca- 
ors  made  from  aerogels 
lots  more  surface  to 
:  charge  on.  Aerocapaci- 
contain  less  than  a  fifth 
le  energy  of  an  equal- 
battery,  but  they  can 
arge  the  energy  they  do 


have  extremely  rapidly.  That 
means  capacitors  could  fill 
the  peak  power  requirements 
of,  say,  a  cellular  phone,  leav- 
ing a  battery  to  handle  the 
base  load. 

A  three-year-old  Liver- 
more  spinoff,  PolyStor  Corp. 
of  Dublin,  Calif.,  plans  to  be- 
gin sample  shipments  of  aa- 
sized  aerocapacitors  by  the 


end  of  the  year.  GenCorp 
Inc.'s  Aerojet  unit  in  Sacra- 
mento, which  has  a  license 
from  Livermore  for  higher- 
voltage  gear,  is  toying  with 
the  idea  of  using  aerocapaci- 
tors to  soak  up  braking 
energy  from  trains.  The  aero- 
capacitors could  then  dis- 
charge the  energy  to  help  the 
trains  reaccelerate. 


HEADSETS  TO  HUSH  THE  HOSPITAL  NOISE 

PREEMIES  WEARING  HEADPHONES?  IT  COULD  HAPPEN. 

Doctors  are  researching  whether 
noise-canceling  headsets  that 
quiet  engine  roar  on  air- 
.  planes  might  help  knock 
out  background  noise  in 
hospital  wards,  including 
neonatal  units.  Noise  from 
ventilators,  fans,  air  condi- 
tioners, and  other  machinery 
^  in  hospitals  can  set  patients 
*^  on  edge — and  might  even 
damage  their  hearing.  Certain 
drugs,  including  some  treatments  for 
cancer  and  high  blood  pressure,  lower  the 
threshold  of  sound  that  causes  heai-ing  loss. 
Dr.  Richard  J.  Berens,  a  pediatric  anesthesiologist  at 
the  Medical  College  of  Wisconsin,  tested  noise-canceling 
earphones  supplied  by  Milwaukee-based  Koss  Corp.  on 
80  nurses  and  other  staff  members  in  adult  and  pedi- 
atric intensive  care  units.  Some  of  the  volunteers  re- 
ceived earphones  that  worked,  and  some  got  intention- 
ally disabled  sets.  Berens  says  the  ones  with  working 
sets  reported  significantly  less  noise.  The  next  step  is 
to  try  the  sets  on  patients.  □ 


CLEAN  FOOD, 
ZAPPED  WITH 
GAS  AND  LIGHT 


WEAPONS    AGAINST  THE 

bacteria  that  cause  food  poi- 
soning are  steadily  improv- 
ing. In  September,  Pure  Pulse 
Technologies  of  San  Diego 
won  Food  &  Drug  Adminis- 
tration approval  for  a  scheme 
to  fight  bacteria,  molds,  and 
yeasts  with  brief  pulses  of 
bright  light.  PurePulse,  a 
unit  of  Maxwell  Technolo- 
gies Inc.,  is  discussing  the 
technique  with  several  large 
food-processing  companies. 

In  Israel,  meanwhile,  sci- 
entists at  the  Techhion-Israel 
Institute  of  Technology  say 
they  can  kill  salmonella  on 
eggs  by  blasting  them  with 
low  concentrations  of  ozone 
gas.  According  to  a  report 
published  in  the  Israeli  jour- 
nal HaSade,  the  approach 
doesn't  affect  the  eggs.  And 
in  half  an  hour  or  less,  all 
traces  of  ozone  break  down 
to  form  ambient  oxygen.  Is- 
raelis are  negotiating  licens- 
ing deals  in  the  U.  S.,  China, 
and  Japan. 

While  acknowledging  that 
ozone  is  cheap  and  lethal  to 
microorganisms,  researchers 
at  the  U.  S.  Agriculture  Dept. 
say  it  won't  eliminate  the 
need  for  washing.  "When 
people  get  a  table  egg,  they 
expect  it  to  look  clean,"  says 
David  Swayne,  a  laboratory 
director  at  the  usda's  Agri- 
cultural Research  Service. 
The  bigger  problem,  which 
no  one  has  cracked  yet,  is 
how  to  eliminate  bacteria  that 
grow  inside  the  egg  as  it  is 
forming.  Neil  Gross 
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THESE  MUTUALS  AREN'T  JUST 
FOR  FAT  CATS  ANYMORE 


Mutual  funds  used  to 
be  divided  into  two 
categories:  ones  that 
accepted  institutional  money 
and  ones  the  little  guys  could 
invest  in.  But  that's  chang- 
ing. Funds  once  available 
only  to  insurance  companies, 
pension  funds,  and  other  in- 
stitutional money  managers 
are  opening  their  doors  to 
retail  customers  through 
discount-brokerage  firms. 
"The  rate  of  investment 
growth  by  individuals  is 
hard  to  ignore,"  says  James 
Schmid,  a  partner  at  Miller 
Anderson  Sherrard  (mas),  an 
institutional  fund  group  owned 
by  Morgan  Stanley. 

While  a  small  group  of  in- 
stitutional funds  has  always 
allowed  individual  investors, 
the  number  is  growing.  Of 
the  estimated  700  institu- 
tional choices,  more  than  100 
now  welcome  retail  in- 
vestors. That's  up  from  only 
a  handful  two  years  ago,  ac- 
cording to  Morningstar,  the 
Chicago-based  mutual-fund 
research  company.  Just  in 
the  past  few  months,  Rainier, 
Von  Tontobel,  and  Fremont 
funds  have  all  joined  the  re- 
tail ranks. 

In  the  past,  institutional 
funds  locked  out  retail  clients 
by  keeping  minimum  pur- 
chase requirements  a  $1  mil- 
lion or  more. 
Now,  because 
of  new  sell- 
ing agreements  with  discount 
brokerages,  initial  purchase 
amounts  have  dropped, 
sometimes  to  as  low  as 
$1,000. 

LOW  OVERHEAD.  Individual 

investors,  who  have  grown 
more  sophisticated  over  the 
past  five  years,  have  been 
attracted  to  the  institutional 
funds'  higher  returns.  With 
the  exception  of  small-corn- 


INVESTING 


pany  funds,  institutional 
equity  funds  post  better  re- 
sults than  their  retail  equiv- 
alents be- 
cause they 
have  lower 
expenses.  "It's  not  that  insti- 
tutional money  managers  do  a 
better  job  investing,"  explains 
Jeff  Kelley,  senior  editor  of 
Morningstar  Investor,  a  mu- 
tual-fund newsletter.  "It's  just 
that  the  institutional  funds 
are  cheaper,  and  that's  money 
that  goes  into  the  investors' 
pockets  instead  of  back  to  the 
fund  company." 

From  1991  through  June, 


1996,  the  typical  institutional 
and  retail  U.  S.  diversified 
equity  fund  would  have  per- 
formed similarly,  not  includ- 
ing expenses.  But  because  of 
the  institutional  funds'  low- 
er fees,  they  posted  an  ex- 
tra $816,  or  8%,  on  a  $10,000 
initial  investment,  according 
to  Morningstar. 

The  expense  ratio  of  the 
average  U.  S.  equity  fund  is 
1.2%  of  assets,  compared 
with  0.93%  for  the  average 
institutional  fund.  "As  it 
compounds  each  year,  the  27- 
basis-point  advantage  goes 
straight  to  the  bottom  line," 


says  Kelley.  Retail  fur 
more  expensive  becaus 
have  higher  administ 
costs  and  marketing  fe 
must  process  more 
and-sell  transactions 
customers. 

Of  the  100  instil 
funds   open   to  reta 
vestors,  many  more 
funds  than  bond  fun( 
available.    That's  b( 
bond-fund  performar 
more  sensitive  to  the 
costs  of  servicing  anc 
keting  to  large  numb 
retail  customers.  And 
funds,  especially  sma 
and  midcap  growth  func 
peal  more  to  individual 
Surprisingly,  the  eo 
an  institutional-equity 
often  don't  go  up  wl 
opens  its  doors.  Discoun 
kerages,  such  as  CI 
Schwab,  Jack  White,  an 
terhouse  Securities,  do 
necessary  back-office 
and  charge  either  the 
tutional-fund  account 
nualized  fee  of  25  to 
sis  points  or  the 
client  a  transactic 
for    the  pure 
"We  didn't  wa 
build  the  infras 
ture  to  suppor 
retail  client, 
the  discount 
kerages  mak 
easy  and  inexpe 
to  service  them," 
mas  partner  Schm 
Institutional  fundi 
increase  advert 
larketing  efforts, 
thus  expenses,  when  the 
base   widens.  "While 
funds  are  available  to 
viduals,  we  are  not  coin 
them,"  says  a  spokespe 
for  pimco  Advisors,  a  mu 
fund  family  with  an  ex 
sive  institutional  portfol 
Lower  costs  and  hij 
returns  aren't  the  only 
vantages.  Another  benel 
focused  investment  style 
stitutional  managers  usi 
stay  fully  invested  and 
well-defined  strategies,  a\ 
ing  niches  such  as  soc 
conscious  investing  or 
ronmentally  friendly  sto 
They  focus  on  how 
funds  compare  with  a 


■ 


avestment  style 
than  against  a 
universe,  such  as 
andard  &  Poor's 
>ck  index  or  the 
1  2000.  Take,  for 
le,  the  high-per- 
g  Quantitative 
Numeric  Fund, 
invests  only  in 
ompany  stocks.  It 
3d  19.46%  for  the 
years  ending  on 


Big  Funds  That  Welcome  Small  Investors 


lumber  of  retail 
on  the  other 
suffer  from  what 
)wn  as  "style  drift." 
*ers  of  these  funds 
;r  from  the  mission 
in  the  annual  report 
)spectus.  Whether  the 
e  is  in  risk  level  or  in- 
g  style — say,  from  val- 
growth  stocks — it's  dif- 
fer an  investor  to  keep 


FUND 

3-YR 
RETURN* 

MINIMUM 
PURCHASE 

EXPENSE 
RATIO 

QUANTITATIVE  GROUP  NUMERIC 

19.46% 

$5,000 

1.36% 

MAS  FUNDS  VALUE  PORTFOLIO 

17.22 

2,500 

0.60 

MAS  FUNDS  MID  CAP  GROWTH  PORTFOLIO 

16.64 

2,500 

0.61 

MAS  FUNDS  SMALL  CAP  VALUE  PORTFOLIO 

15.54 

2,500 

0.87 

PIMCO  EQUITY  ADV.  CADENCE  CAPITAL  APP. 

14.65 

1,000 

0.70 

PIMCO  EQUITY  ADV.  NFJ  DIVERSIFIED  LOW  P/E 

14.07 

1,000 

0.70 

PIMCO  EQUITY  ADV.  CADENCE  MID  CAP  GROWTH 

13.92 

1,000 

0.70 

UAM  SIRACH  SPECIAL  EQUITY  PORTFOLIO 

13.35 

1,000 

0.85 

*As  of  8/31/96  NA=Not  Applicable 

DATA-  MORNINGSTAR  INC. 

quest  Schwab's  free 
guide  to  mutual-fund 
performance.  Most  insti- 
tutional funds  open  to 
individuals  are  listed  in 


tabs.  Most  important,  that 
"drift"  wreaks  havoc  on  the 
balance  of  a  portfolio,  espe- 
cially if  the  investor  chose 
the  fund  for  its  strategy. 

Finding  institutional  funds 
and  their  performance 
records  can  be  tricky.  One 
option  is  to  call  a  discount 


brokerage.  Unfortunately, 
customer  representatives 
don't  always  know  that  insti- 
tutional funds  are  open,  so 
you  may  have  to  push  them 
to  investigate.  You  can  also 
call  800  435-4000  or  tap  into 
http://www.Schwab.com  on 
the  World  Wide  Web  to  re- 


1,100  funds,  along  with 
their  returns.  You  don't 
have  to  be  a  Schwab 
customer  to  receive  the 
information. 

You  can  also  proceed 
the  old-fashioned  way. 
Fee-only  financial  advi- 
sors have  had  access  to 
these  funds  for  years. 
You'd  have  to  pay  the 
typical  fee  of  1%  of  assets, 
but  any  front-  or  back-end 
loads  would  be  waived.  This 
new  universe  of  funds  won't 
supplant  the  extensively  ad- 
vertised retail  funds.  But 
they  do  give  you  an  entree 
into  the  same  league  as  the 
big  guys.         Toddi  Gutner 


>IDE-D00R  ENTRANCE 
A  TOP  FUND  CROUP 


you've  thought  about 
ivesting  in  any  of 
Ichael  Price's  five  Mu- 
Series  Funds,  here's 
thing  that  might  make 
open  your  checkbook 
Pending  an  Oct.  25 
polder  vote,  these  top- 
irming  mutual  funds, 
l  are  sold  to  in- 
rs  without  sales 
yes,  will  become 
of  the  Franklin 
i  group,  which 
s  loads  as  high 
75%  on  its  eq- 
funds. 

5  investing  in  a 
lal  Series  fund 
p  the  Nov.  1 
;er,  you'll  retain 
ight  to  continue 
sting  without 
paying  a  load. 


switch  from  Mutual  Series 
funds  into  any  of  the  Franklin 
funds  at  no  cost.  The  mini- 
mum initial  investment  for 
Mutual  Beacon  and  Mutual 
Shares  is  $5,000.  For  the  oth- 
ers, it's  $1,000.  To  get  a 
prospectus,  call  800  553-3014. 
Although  primarily  a  bond- 


Window  of  Opportunity 


Invest  in  any  of  these  no-load  funds  before  Nov.  1... 

3-YEAR  TOTAL  RETURN* 


nents  in  other 
lal  Series  funds, 
starting  next 
you'll  receive 
her  valuable 
:  the  ability  to 


MUTUAL  DISCOVERY 

19.2% 

MUTUAL  QUALIFIED 

15.4 

MUTUAL  BEACON 

15.3 

MUTUAL  SHARES 

15.1 

MUTUAL  EUROPEAN 

NA 

...and  in  six  months,  you  can  move  your  money  to 

any  of  Franklin's  115  funds  without  sales  charge. 

FRANKLIN  GLOBAL  HEALTH  CARE  1 

30.6% 

FRANKLIN  SMALL  CAP  GROWTH 

25.7 

TEMPLET0N  GROWTH  1 

12.6 

FRANKLIN/TEMPLETON  GERMAN  GOVT.  BOND 

10.0 

[EMI  LETON  DEVELOPING  MARKETS  1 

9.3 

*  Average  annual,  as  of  &31/96  NA=Not  applicable 

DATA:  MORNINGSTAR  INC 

fund  manager,  Franklin  offers 
a  number  of  noteworthy  eq- 
uity funds,  such  as  Franklin 
Global  Health  Care  and 
Franklin  Small  Cap  Growth 
I.  It  also  owns  the  top- 
drawer  Templeton  funds, 
which  specialize  in  overseas 
investing. 

BACKFIRE?  Recent  returns  on 
the  Templeton  funds  pale 
next  to  those  on  Price's 
funds,  but  international  mar- 
kets have  been  lackluster  for 
most  of  that  time.  Compared 
with  all  funds  investing 
abroad,  Templeton 
returns  generally 
have  been  in  the  top 
25%.  In  fact,  Tem- 
pleton Developing 
Markets  I  is  in  the 
top  1%  of  all  diver- 
sified emerging-mar- 
kets funds  for  the 
three  years  ending 
Aug.  31. 

This  switch  isn't 
risk-free.  Investing 
now  to  save  a  load 
later  may  backfire  if 
the  Price  fund  in 


money  sinks  and  the 
Franklin  fund  you 
want  to  buy  rises. 
But  the  opposite 
could  happen  as 
well,  and  then  you'll 


have  more  money  to  move 
into  a  Franklin  or  Temple- 
ton fund. 

Of  course,  if  you're  going 
to  hand  your  money  over  to 
a  mutual-fund  manager,  Price 
is  about  as  good  as  they 
come — and  the  funds  are 
worthwhile  even  if  you  never 
make  the  switch  to  Franklin. 
His  funds  make  money 
through  an  eclectic  mix  of 
"value"  stocks,  debt  instru- 
ments, and  securities  of 
bankrupt  companies.  Morn- 
ingstar  gives  four  of  Price's 
funds  five  stars,  its  highest 
rating.  The  fifth,  Mutual  Eu- 
ropean, only  opened  for  busi- 
ness earlier  this  year  and 
isn't  rated  yet. 

Some  fund  watchers  wor- 
ry that  Price,  who  will 
collect  $610  million  in  cash 
and  stock  for  selling  his 
company  to  Franklin,  might 
slack  off  or  lose  his  edge.  But 
under  the  terms  of  the  deal, 
Price  has  to  invest  $150  mil- 
lion in  the  funds,  and  he 
stands  to  earn  a  $195  million 
bonus  if  the  funds  meet  cer- 
tain performance  goals  over 
the  next  five  years.  Price  still 
has  a  considerable  incentive 
to  work  hard  for  sharehold- 
ers— you  might  say  several 
hundred  million  dollars 
worth.      Jeffrey  Laderman 
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FROM  NISSAN, 
A  LITTLE  LESS 


INFINITI 


When  Nissan  Motor 
usa  introduced  its 
Infiniti  brand  in  the 
U.  S.  in  1989,  its  flag- 

ship  Q45  sedan  was  a  depar- 
ture from  what  Americans 
were  accustomed  to  in  luxu- 
ry cars.  There 
was  no  signature 
grille;  instead,  a  solid  black 
plaque  with  an  arabesque 
design  fronted  the  car.  The 
wood  touches  found  in  most 
other  high-priced  models 
were  absent  from  the  cabin. 
And  instead  of  the  usual  dig- 
ital clock,  Infiniti  substitut- 
ed a  gorgeous  gold  jeweled 
timepiece  that  anchored  the 
instrument  panel. 

Over  the  years,  Infiniti 
has  moved  closer  to  the  lux- 
ury-car norm.  In  199.'!,  the 
Q45  got  a  grille,  wood  trim 
on  the  center  console,  and 
more  chrome  around  the  tail- 
lights.  And  now,  as  Nissan 
replaces  the  Q45  with  an  all- 
new  version,  even  the  old- 
fashioned  clock  has  given 
way  to  one  of  the  digital  va- 
riety. That's  not  to  say  this 
still  isn't  a  great  car — it  is. 
But  it  has  lost  much  of  the 
personality  that  set  it  apart 
from  the  competition. 

To  accomplish  the  latest 
remake,  Nissan  adapted  the 
Cima,  one  of  its  Japanese- 
market  luxury  cars  that  is 
substantially  cheaper  than 
the  new  Q45's  predecessor. 


AUTOS 


That  has  enabled  Infiniti  to 
maintain  the  same  sticker  as 
the  1996  Q45.  Infiniti  had 
lowered  the  price  in  June  by 
more  than  $5,000,  from 
$53,520  to  $47,900,  in  a  move 
to  get  rid  of  rebates  and 
subsidized  leases.  The  '97 
version  is  also  equipped  with 
a  traction-con- 
trol system  that 
used  to  be  a  pricey  $1,950 
option. 

FULLY  LOADED.  Even  though 
the  car  costs  less,  you  won't 
feel  as  if  anything  has  been 
left  out.  The  new  "Q"  has 
much  of  the  same  luxury 
amenities  as  its  competitors, 
such  as  the  $52,900  Lexus 
LS400  or  the  $49,900  Mer- 
cedes E420.  The  10-way  pow- 
er seats  have  memory  set- 
tings for  two  drivers.  There's 
an  antitheft  system  with 
keyless  remote  control  entry. 
Dual  sun  visors  screen  both 
the  front  and  side.  A  sun- 
roof and  leather  seats — soft- 
er than  those  in  the  previous 


model — come  standard.  Ash- 
tray and  cupholder  covers 
glide,  rather  than  snap,  open. 
And  this  time,  there's  simu- 
lated wood  trim  everywhere. 

Infiniti  has  added  a  few 
new  touches  as  well.  Built 
into  the  driver's  sun  visor  is 
a  three-button  radio  trans- 
mitter that  can  be  pro- 
grammed to  open  driveway 
gates  or  garage  doors.  Tiny 
spotlights  illuminate  the  cen- 
ter console  and  the  window 
switches  on  the  front  doors 
at  night.  Best  of  all,  rear- 
seat  legroom  has  increased 
dramatically,  by  nearly  four 
inches.  All  told,  interior  vol- 
ume has  grown  by  2.2  cubic 
feet,  exactly  the  amount 
carved  out  of  the  trunk. 
About  the  only  options  are 
heated  front  seats  and  a 
trunk-mounted  six-CD  chang- 
er. And  even  those  are  in- 
cluded, along  with  a  stiffer 
suspension  and  rear  spoiler, 
on  the  Q45's  touring  model, 
which  costs  $2,000  more. 

The  car,  however,  does  not 
include  some  features  that 
have  become  standard  equip- 
ment on  most  luxury  auto- 
mobiles. For  one  thing,  all 
power  shuts  down  when  the 
ignition  is  switched  off.  If 


THE  NEW  045:  Legroor 
increased  draniatieallj 
but  some  charming  qui 
have  gone  by  the  waysf 

you've  forgotten  to  ro 
the  power  windows, 
have  to  restart  the  I 
There  is  only  one 
odometer  instead  of  the 
al  two.  And  by  now,  md 
the  cars  in  this  upscale  I 
have  separate  air-eondj 
ing  controls  for  driver 
passenger. 

SILKY  SMOOTH.  On  the 

however,  it's  the  same  . 
solid  Q45  that  it  ever 
maybe  a  tad  softer  and 
eter.  Even  though  In 
has  replaced  the  4.5  lite 
engine  with  a  slightly  s 
er  4.1  liter  version,  the  j 
lighter — so  you  won't 
notice  the  difference.  TI 
miliar  "whoosh"  of  pi 
you  get  when  you  pre! 
accelerator  is  still  there 
transmission  is  still 
smooth.  And  while 
would  not  call  the  han 
exactly  nimble — after  all 
is  a  two-ton  machine — it 
good  as  it  gets  in  a  big 
What's  more,  the  smalle 
gine  yields  better  fuel 
omy:  23  miles  per  gallo 
the  open  road  and  18 
in  the  city,  1  mpg  b< 
than  the  previous  mode 
The  new  Q45  is  undc 
edly  a  more  refined,  mor 
phisticated  automobile 
will  probably  appeal 
larger  audience.  But  if  1 
ry  can  be  called  generic, 
san  has  found  it.  It 
stripped  away  all  the  qi 
nuances  that  car  enthus 
love.  Like  my  favorite  1 
clock.        Larry  Armst 


WORTH  NOTING 


■  FINANCIAL  SERIES.  The  federal  govern- 
ment, in  partnership  with  Metropolitan 
Life  Insurance,  is  offering  a  series  cf  free 
pamphlets  on  personal  finance.  To  receive 
a  sampling  that  includes  Planning  for 
College,  Starting  a  Business,  and  Plan- 
ning Your  Estate,  along  with  a  list  of  all 
14  of  the  "Life  Advice"  publications,  write 
to  the  Consumer  Information  Center, 
Dept.  62,  Pueblo,  Colo.,  81009. 


■  CHECK  them  OUT.  Before  handing  ovt 
your  life  savings  to  an  investment  advis 
CPA,  real  estate  agent,  or  other  licensed 
financial  professional,  you  can  check  anj 
disciplinary  records  through  a  new  tele 
phone  service  sponsored  by  the  Nations 
Council  of  Individual  Investors  and  the 
National  Fraud  Exchange.  Financial  Ac 
sor  Alert  charges  $39  for  a  search.  Call 
800  822-0416,  ext.  45. 
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Our  own 
growth  funds. 

Our  best 
performers. 


Strategist  Growth  Trends  &aa  tai: 
from  American  Express     4''+  i  J 

Strategist  Growth  Fund  ri  i  a. 

from  American  Express  $  '  l\J 

S&P  500  $36,793- 


Strategist  Growth  Trends  Fund  and  the  Strategist  Growth  Fund 
From  American  Express  Financial  Direct 
BBKHHHBnMMH  have  delivered  the  same  important  advan- 
I  long-term  performance.  Or  course,  past  performance  is  no 
'antee  of  future  results. 


can  get  started  with  as  little  as  $2,000.  Licensed  financial 
sultants  are  ready  to  discuss  the  Strategist  Funds,  plus  no-load 
ds  from  other  well-known  families,  mone\  market  funds, 
Sunt  brokerage,  and  more.  Whatever  you  request,  you'll  receive 
exceptional  service  you  expect  from  American  Express. 


AMERICAN  | 
I  EXPRESS 


® 


Financial 
Direct 


For  a  prospectus  on  American  Express 
growth  mutual  funds  with  no  loads  or 
transaction  fees,  call 

1800AXP-7002 

2   9  7  -  7  0  0  2 


%,  19.2%,  and  14.  l'/(  are  the  /-,  v,  nut/  10-ycur  merage  annual  lota!  returns  for  the  periods  ending  6/30/96  for  the  Strategist  ( >rowih  Fund  27.7%,  17.7%,  and  15.4% 
e  average  annual  total  returns  for  the  Strategist  ( Growth  Trends  Fund  for  the  same  poinds,  lliese  returns  include  changes  in  principal  value,  reinvested  dividends  and  capi- 
ns  distributiMK.  Investment  return  and  principal  value  will  ran  andshares  ma)  beworth  more  or  less  at  redemption  than  at  anginal  purchase  Strategist  Growth  Fund  invests 
its  in  Growth  Portfolio,  of  (  hmvth  Trust.  ( .'mil ill  Portfolio's  predecessor  fund,  IDS  ( )rowth  Fund,  has  been  in  existence  since  March,  /972.  Strategist  ( Growth  Trends  Fund 
s  its  assets  in  Growth  trends  Portfolio  oj  Growth  Fmst.  Grouih  Trends  Portfolios  predecessor  fund,  IDS  New  Dimensions  I  und,  has  been  in  existence  since  July,  1968.  All 
mance  shown  is  based  hi  part  on  the  historical  performance  oj  eat  h  predei  i  ssoi  fund,  u  Inch  invest  its  assets  in  <  <rowth  Portfolio ot  1  >rou  th  lien. Is  Portfolio  \ll  perfi  trmance 
uepresents  performance  of  each  predecessor  fund  prior  to  3/20/95  and  of  each  predecessor  fund's  Class.  \  shares  from  3/20/95  through  6/30/96,  adjusted  to  reflect  the  absence 
s  charges.  Tiie  historical  performance  has  not  been  adjusted  for  am  difference  between  the  estimated  fees  and  expenses  of  the  funds  and  the  historical  lees  and  expenses  of  the 
lessor  funds.  *Chart  represents  growth  of  a  hypothetical  $10,000  investment  in  the  predecessor  funds,  IDS  Growth  and  IDS  New  Dimensions.  Assumes  reinvestment  of  cap- 
ins  and  income.  Stocks  that  make  up  the  SfrP  500  Index  may  not  necessarily  be  tlie  same  as  those  in  which  the  funds portfolio  invest  The  Si~P  Son  is  not  an  investment 
e.  Standard  and  Poor's  and  S&P  are  registered  trademarks  of  the  McGraw-l  Fill  Companies,  Inc.  For  more  complete  information,  including  charges  and  expenses,  please-  call 
rrospectus.  Read  it  carefully  before  you  invest  or  send  money  . \mericau  Express  Seirice  Corporation,  Distributor 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  20 
CHICAGO.  IL  6061  1 


Telecommunications  Products 


We've  solved  your 
inter-connecting  puzzle. 

Avoid  the  twists  and  turns  by 
choosing  the  ulitmate  in 
Enhanced  Fax/Voice  Solutions 

TRY  THIS  DEMO: 

Info,  via  fax:  847/923-3030 
Doc.  No.  889828 


Fax/acts\ 


Mr  riVlYfivf 


Copio  International  ltd. 
Wheaton,  Illinois 
60187 


Telecommunications  Services 


TELECONFERENCING  AsLowAS 


The  Best  Rates  In  The  Country! 


ft-r     sm  #  VI  -J  — 

*      am  v  a  *s  

m  /  v*  _w  * 


Reserve  Your  Next  Conference  Call  By  Calling 


1-800-778-MEET 

http  '  www  eagle  net 


Business  Opportunities 


$650,000+  Annually 
From  Home 


S650K  -  S2M  possible  annually  from 
$8,000  investment  Break-through 
product  &  company  structure  909!  profit 
margin,  no  presentations,  no  travel,  no 
MLM.  S75K  first  3  months.  Partial 
financing  available  2  minute  message 

1-800-432-0018  x2776 
Freedom  Associates 


Communications 

"  Motorola 

Authorized  Dealer 

The  accurate,  private  and 
easy  way  to  send  messages 
to  all  alphanumeric  pagers, 
"vera,  and  PCS. 


WORDSENDER 


For  Best  Price  and 
Immediate  Delivery 
(800)  469-9266 


Business  Opportunities 


INCORPORATION 


FREE  Information 

All  50  States  and  Offshore 

Reliable  Service  and  Lou  Prices 


Corporate  Creations® 

http:/Avv.  w.corpcreations.co  m 


rporut 

800-672-9110  •  Fax  305-672-9110 


TRADEMARK 


"millions 
of  unserviced 
patients  exist 
nationwide." 


"A  Doctor's  Income  Detecting 
Hospital  Bill  Mistakes?" 


Studies  reveal  that  91f  <  of  all  hospital  bilK  contain 
huge  overcharges.  That's  why  my  11-year  busi- 
ness is  such  a  "win/win"  opportunity:  patients  and 
their  insurers  pav  us  50c  of  ever)  S 1 ,00  we  recov  - 
er in  overcharges  Now.  since  I 
miliums  of  unserv  iced 
patients  exist  nationwide  - 
many  fm  in?  a  famine  in 
overcharges  -  we're  sharing 
our  system  with  affiliates 
wanting  a  doctor's  income  You  don't  need  a 
technical  background  -  just  the  savvy  to  spot  a 
vital  new  American  service.  SI 0,000  investment 
required   Fur  a  tree  report  and  headstari  on  the 
perfect  home  business,  call  today  1  -8(XV700-7t)89 
or  ( 702  >  47 1  -  i  280.  8:00  -  5  00  pm  PST  • 


Business  Opportunities 


g  CBSl 


We'll  send  you  this  computer  to 
run  your  own  business  at  home! 

Computer  Business  Services,  Inc.  needs  indi- 
viduals to  run  computers  part  time  from  their 
homes.  No  experience  necessary — we  train.  It 
you  buy  our  software  and  training  material,  we 
will  include  a  computer,  color  monitor  and 
printer — or  a  discount  it  you  already 
have  a  computer. 

Call  tor  free  cassettes  and 


>r  literature: 

1-800-343-8014,  ext.  4362 


Internet  Services 


•  WWW  Product  Showcase  • 
c  o 
Q  Are  You  Serious  About  q 

6    the  World  Wide  Web!  0. 

E         r»->n  c-n\  Ac-r  oon-7 


the  World  Wide  Web! 
Call  619-457-3307 

<  _,  Creating 

.  Vtual  internet  Sites  ! 

rv      dvantage  Thatworki  q 


•  Multimedia  «OnLine  Sales  • 


Low  Cost 
Expert  Web 
Design 

IUS 

Specializing  in 
Resorts  &  Golf 
www.xenus.com  800.336.5533 


WEB  SITE 
CREATION  &  HOSTING 

Full  Web  Site  Creation  Package 
Virtual  Domain  Hosting  from  $19.95 

No  Setup  fee 
No  Charge  for  Domain  Registration 

1-800-466-4262 
Email:  info@xm.com 
http://www.xm.com 


Business  Opportunities 


CAREER 
BURNOUT? 


Maintain  present  profession! 
Earn  Serious  Money,  part-time  basis' 
NO  FINANCIAL  RISK' 
FREE  training  by  professional 
consultants' 
1-800-353-3312  (24hrinf<» 


CONSULTANTS/TRAINERS 


International  firm  expanding  in 
US  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensive 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB106 
lOOKachel  Blvd.,#150-E 

Reading,  PA  19607 
(800)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


International  Markil 


INTERESTED  IN  EN 
THE  JAPANESE  MA 


We  Can  Introdurj! 
Your  Products* 
To  More  Than  28,4 
Selected  Engineers/Del 
in  Japan  througB 
Direct  Mail  in  Japai| 
Inquiries  to: 
Honda  Business  Systems 
Fax  Japan  (81)  45-41 1-50| 
CATCH  US  ON  THE  INTERIM 
http:  « \\  w.yk.rim.or.jp/1 


Franchising 


CUSTOM  STORAGE  SYfl 

Closet  •  Garage  •  Home  Office  •  Entertain! 

No  1  rated  in  USA  Large  exclusive  temiones.  I 
Complete  training  4  on-going  support 

Call  David  Louy.  VP 
(310)  516-7000    FAX  (310)  538-2676 


I 


Franchise 

your  busineit 

Call  for  information  about S 
"Franchise  Your  Business"  semiB 
or  information  on  franchising 

rTcincorp 't 


1-800-FRANCHISE  (1 -800-372-'* 


Business  Services 


i:UI;HliMdJi]; 


20.000  ACADEMIC  TOPICS  AVAIL/ 

Send  $2  for  the  280  page  catalo 
Custom -written  reports  also  avails 
RESEARCH  ASSISTANCE 
ll  322  Idaho  Ave ,  #206BF 
los  Angeles.  CA  90025 
TOLL  FREE  HOTLINE:  800-351 

w  310-477  8226 


FREE 

Personal  Check 

uuli  the  purchase  of  600 

3-To-A-Pagc  Business  Che 

 29 95 


Sf-H 


Bu)  direel  from  the  manufacmi 
Call  lor  a  free  brochure  and 
fax  ordering  instructions 

l-800-239-40£ 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Education/Instruction 


rn  Your  Degree  At  Home! 

.or  a  profitable  new  career  in  Accounting  or  Business  Management 

Schools  «i\fs  you  a  comprehensive  curriculum,  top-notch  faculh 
ability  of  studying  at  home.  Using  our  time-saving  services, 
i  have  an  Associate  of  Applied  Science  Degree  in  onK  two 
,ou  have  a  high  school  diploma  or  GED  and  you'd  like  a  free 
El  today... 


Schools 


1-800-321-4634,  Ext.  2077 


aneclicut  Avenue.  NW,  Washington.  DC  20008 


ST  IN  YOU 


ur  VALUE  Is  What  You  Know 

id  BS*s  and  Masters  in  Business  and 

:enng  Through  Distance  Learning 


cm 


lrthema  Street.  North  Hills.  CA  91343 
:ata!og  Call  1-800-782-2422 
Site:  http:  //www.cnuas.edu 


versity  Degrees 


red  Self  Paced  Home  Study 
ite  Bachelors  Masters  Doctors 

s  in:  Business  Admin  Public  Admin 
^are  Admin,  Human  Resources, 
,  Int'i  Business,  Tecti  Mgmt,  Law, 
ll,  Psychology,  Computer  Science. 
http://www.scups.edu 
mail:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
ithern  California  University 
or  Professional  Studies 
17  St-BW,  Santa  Ana,  CA  92705 


\  by  Distance  Learning 

tish  university  offers  accredited  MBA;  no 
i  or  GMAT  needed.  Chosen  by  Economist 
e  Unit  as  one  of  world's  best  MBA  programs 

WTT  UNIVERSITY  I  (800)  MBA-0707 
erican  Distributor  I  :|»  Ask  tor  ext.  20 
Ckton  St,  Suite  2,  El  Cerrito,  CA  94530 
sdiate  FaxBack  literature:  from  your 
line's  phone,  call  (510)  486-8900. 


FREE  VIDEO 


XTERNAL  DEGREES 

BA/BS  MS/MBA  PhD/JD 
dit  for  work. /life  exp  •  Accredited 
(800)  444-8569  (24  hrs.) 

LaSalle  University 

it.  569  Mandeville,  LA  70470-4000 


omputer  Equipment 


EWLETT-PACKARD 

Buy-Sell-Trade 

serjet  ColorPro 
skjet  Draft  Pro 

iggedWnter  Draft/Master 
sctrostatic  Plotters  DesignJet 
I  Workstations  and  Vectras  also  available 
d  Dasher  &  Associates 

second  Ave  ,  S  Birmingham,  AL  35222 
ne:  205/591-4747  Fax:  205/591-1108 
8-4833  •   E-mail  salesSaasher.com 


Menswear/Fashion 


men's  wide  shoes 


EEE-EEEEEE,  SIZES  5-13 

•  High  quality 

•  150  styles 

•  Free  catalog 
1-800-992  WIDE 


HITCHCOCK  SHOES.  INC. 

Dept.  55R  Hingham,  MA  02043 


In  Short.  The  Best 
Boxer  Shorts  Ever. 

Finest  quality,  100% 
cotton  fabrics,  including 
Sea  Island  cotton*  Boxei 
shorts  you  can't  buy  m  stores 
For  exclusive  catalog: 

Green  Pond 

Jl  33  Maple  Dr.,  Atlanta,  OA  30305.  1-800-82 7  POND 


Corporate  Gifts 


(7 


&ine  dhis 

is  your  corporate  and 

promotional  gifts 
specialist.  Great  prices. 
^(800)  515-1  1 .12  ^} 

Buildings/Structures 


50  x  100  X  12 
$13,478 


Build  it  yourself  and  save  Musi  \  5,000  sites,  all  bolt-togethei  ALL 
STEEL  BUILDINGS.  Call  today  lot  a  price  quote  and  a  brochure. 

HERITAGE  BUILDING  SYSTEMS 
800-643-5555 


Culinary  Tools 


Savings  from 
PROFESSIONAL  CUTLERY  DIRECT 


The  Wusthof-Trident 

Classic  6"  Cook's 
$76.00  $48.50 

phi  SAH 


FREE  catalog. 

Incredible  selection 
ol  fine  culinary  tools. 
Knives,  cookware  &  more 


Professional  Cutlery  Direct 
(800)  859-6994,  Dept.  BW6A 

email:  BW6A@p-c-d.com 


Travel/Vacations 


^Small  Ships,  Big  Adventure" 

&  Ciuise  Ponamo,  Belize,  Virgin  Islonds,  Trinidad, 
&  J  Aruba-Curacao  in  Winter.  Summer  in  the 
■jjiggLi  P  i ne  rjanol,  Newfoundland,  Novo  Scotia, 
—  Gieot  Lakes,  Mid-America  i  more. 
Free  Brochure  800-556-7450 


American  Canadian  Caribbean  Line 


Ac.  Unspoiled 

T  CARIBBEAN  T 

Discover  small  family  owned  island 
hotels,  Inns,  chalets,  beach  cottages, 
guest  houses,  villas.  Bargain  to  deluxe. 
Lowest  air  fares  nationwide.  Please  call 
today  for  our  new,  free  132  page  catalog. 

-uBtmwr  1-800-333.0392  aVa 

www.smallhotels.com  AVAV 


Corporate  Gifts 


Logo  Tattoos 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!!! 
or  2000  Tattoos,  Just  $299.00!! 

plus  $7.00  S&H  (CA  add  7.25%  sales  la>) 

Customized!  Full  Color!  2"X2"! 


Send  your  sized,  color  logo,  or  artwork ,  along  with 
a  check,  company  P.O.  or  Visa  /  MC  #  to: 

Calico  Temporary  Tattoos 
315  Plantatioo  Way  •  Vacaville,  Ca  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 
Allow  4-6  weeks  for  delivery 


Fine  Art 


SALVADOR  DALI 


"Drawers  of  Memory" 

1964  Original  Lithograph 
Pencil  Signed  by  Salvador  Dali 

Collect  Rare,  Authentic  Prints, 
Drawings,  and  Paintings 

From  the  #1  Source  for  Salvador  Dali 

SELVERSTATE  FINE  ART 
Free  Catalog 
800-999-DALI  (3254) 

Outside  U  S.  call  310-798-1360 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Receive  Our  FREE  Moil 
Order  Catalogue  Now! 

212  pgs.  of  Top  Brand 
Names  in 

Audio9  Video 
Computers  •Portables 

Home  Office 
Music  Video  &  More 
All  at  Discount 

BN096  Prites! 

Order  Toll  Free  24  Hours  A  Day,  7  Days  A  Week 

1-800-221-8180 


Corporate  Gifts 


Get  your  customers' 
attention  this  season. 

Send  them  your  underwear, 


iM'illi'  d/'  /. I'T" 
http://wvvw.promorriarT.corn/bw 

.  afghans,  boxer  shorts,  crystal, 
and  a  few  thousand  other  imprintable 
business  gifts 

Win  31,000  In  Iree  merchandise. 
Visit  nnp7/www.promomart.com/bw  lor  details 


INSTRUMENTS       FOR  PROFESSIONALS 


siness  Week  Index 


PUCTION  INDEX 

1 

PRODUCTION  INDICATORS 

ige  from  last  week:  0.2% 
lge  from  last  year:  5.9% 


PRODUCTION  INOEX 

Sept.  14=133 
1992=100 


May 
1996 


Sept 
1996 


t.  Jan. 
5  1996 
ndex  is  a  4-week  moving  average 

oduction  index  increased  during  the  week  ended  Sept.  14.  the  first  gam 
weeks.  Before  calculation  of  the  four-week  moving  average,  the  index 
134.7,  from  134.  In  the  latest  week,  increases  in  the  seasonally 

id  output  of  trucks,  steel,  and  lumber  as  well  as  ra 1 1 -freight  traffic 

declines  in  auto,  coal,  and  electric  power  production. 

ading  index  will  be  unavailable  for  an  indefinite  period  of  time. 

iclion  index  copyright  1996  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

K  PRICES  (9/20)  S&P  500 

587.02 

680.54 

17.7 

ORATE  BOND  YIELD,  Aaa  (9/20) 

7.80% 

7.87% 

4.8 

STRIAL  MATERIALS  PRICES  (9/20) 

109.2 

110.3 

-3.2 

HESS  FAILURES  (9/13) 

NA 

NA 

NA 

ESTATE  LOANS  (9/11)  billions 

$526.7 

$525. 2r 

5.5 

iY  SUPPLY,  M2  (9/9)  billions 

NA 

NA 

NA 

AL  CLAIMS,  UNEMPLOYMENT  (9/14)  thous. 

329 

331r 

-11.1 

;es:  Standard  &  Poor's,  Moody's.  Journal  of  Commerce  (index:  1990=100),  Dun 
Istreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept 

JEREST  RATES 

LATEST 
WEEK 

iRAL  FUNDS  (9/24)  5.28% 

WEEK 
AGO 

5.02% 

YEAR 
AGO 

5.80% 

MERCIAL  PAPER  (9/25)  3-month 

5.48 

5.52 

5  71-., 

TIFICATES  OF  DEPOSIT  (9/25)  3  month 

5.44 

5.53 

5.78 

D  MORTGAGE  (9/20)  30-year 

8.33 

7.82 

JSTABLE  MORTGAGE  (9/20)  one  year 

6.04 

6.14 

5.80 

IE  (9/24) 

8.25 

8.25 

8.75 

les:   Federal  Reserve.  HSH  Associates,  Bloomberg 

Financial 

Markets 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (9/21)  thous.  of  net  tons 

1 ,942 

;  98  /  tt 

-0.8 

flU 1 Uo    i  . 

139,238 

130,388r# 

5.3 

I  KUbKo  (9/2 1 )  units 

121,810 

125,988r# 

3.8 

Ct  CPTDIP  DflUICD  /run  \       n            c             4.,  u 

cLtblnlli  rUWtn  (9/21)  millions  of  kilowatt-hrs 

62,096 

67,649# 

0.8 

CRUDE-OIL  REFINING  (9/21)  thous.  of  bbl./day 

14,518 

14,490# 

1.5 

COAL  (9/14)  thous.  of  net  tons 

21,444# 

21,309 

2.4 

LUMBER  (9/14)  millions  of  ft. 

502. 6# 

405.9 

5.8 

RAIL  FREIGHT  (9/14)  billions  of  ton-miles 

26.0# 

24.0 

-5.1 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.,  WWPAl,  SFPA2.  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (9/25)  $/troy  oz. 

382.400 

383.000 

-0.3 

STEEL  SCRAP  (9/24)  #1  heavy,  $/ton 

136.00 

136.50 

-5.2 

COPPER  (9/20)  e/lb. 

92.8 

92.3 

-31.6 

ALUMINUM  (9/20)  e/lb. 

66.5 

68.0 

-18.9 

COTTON  (9/21)  strict  low  middling  1-1/16  in.,  e/lb.  75.04 

75.46 

-18.9 

OIL  (9/24)  $/bbl. 

24.67 

23.53 

42  4 

CRB  FOODSTUFFS  INDEX  (9/24)  1967=100 

264.22 

265.05 

11.2 

CRB  RAW  INDUSTRIALS  INDEX  (9/24)  1957=100  339 .79 

342.77 

1.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/25) 

LATEST 
WEEK 

110.38 

WEEK 
AGO 

1 09  09 

YEAR 
AGO 

98.25 

GERMAN  MARK  (9/25) 

1.51 

1.51 

1.42 

BRITISH  POUND  (9/25) 

1.56 

1.56 

1.58 

FRENCH  FRANC  (9/25) 

5.11 

5.14 

4.90 

ITALIAN  LIRA  9 

1514.0 

1523.5  1611.6 

CANADIAN  DOLLAR  (9/25) 

1.37 

1.37 

1.35 

MEXICAN  PESO 

7.525 

7.483 

6  385 

except  for  British  pound  in  dollars 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ment    l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


iONAL  INCOME 

lay,  Sept.  30,  8:30  a.m.EDT*  Person- 
:ome  likely  increased  by  a  solid  0.5% 
gust,  while  consumer  spending  proba- 
ise  0.4%.  Those  are  the  median  fore- 
of  economists  polled  by  mms  Interna- 
I,  one  of  The  McGraw-Hill  Companies, 
ncome  gain  is  suggested  by  rises  in 
ly  pay  and  jobs  in  August.  In  July, 
ie  edged  up  just  0.1%,  while  spend- 
dvanced  0.2%. 

HOME  SALES 

lay,  Sept.  30,  10  a.m.EDT  ►  New 
:s  likely  sold  at  an  annual  rate  of 
300  in  August,  after  a  surprising  7.9% 
,  to  a  783,000  rate,  in  July. 


LEADING  INDICATORS 

Tuesday,  Oct.  1,  8:30  a.m.EDT*-  The  mms 
survey  expects  that  the  Conference  Board's 
index  of  leading  indicators  rose  0.2%  in 
August,  the  seventh  straight  gain.  The 
index  also  advanced  0.2%  in  July. 

NAPM  SURVEY 

Tuesday,  Oct.  1,  10  a.m.EDT  ►  The  Nation- 
al Association  of  Purchasing  Management's 
business  index  likely  stood  at  53%  in  Sep- 
tember, up  from  52.6%  in  August. 

CONSTRUCTION  SPENDING 

Wednesday,  Oct.  2,  10  a.m.EDT  ►  Spending 
on  construction  projects  probably  rose 
0.5%  in  August,  after  falling  1.4%  in  July. 


FACTORY  INVENTORIES 

Thursday,  Oct.  3,  10  a.m.EDT  ►  Factory 
inventories  likely  grew  by  0.2%  in  August, 
the  same  small  gain  as  in  July. 

EMPLOYMENT 

Friday,  Oct.  4,  8:30  a.m.EDT*  The  mms 
median  forecast  calls  for  a  gain  of  182,000 
nonfarm  jobs  in  September.  That's  down 
from  250,000  in  August,  but  that  total  was 
pumped  up  by  a  large  gam  in  teaching 
positions.  The  unemployment  rate  is  fore- 
cast to  jump  back  to  5.3%,  up  from  5.1% 
in  August.  And  the  average  nonfarm  hourly 
wage  probably  rose  0.3%  in  September.  If 
so,  yearly  pay  growth  would  slip  down  to 
3.3%,  from  August's  rapid  3.6%  pace. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A&E  Television  Networks  44 
ABB  Asea  Brown  Boven  50 
ABC  (CCB)  39 
AirTouch  Communications 
(ATI)  50 

America  Online  (AMER)  12 
Ameritech  (AIT)  50 
AMG  Data  Services  132 
Andersen  Consulting  42 
Apple  Computer  (AAPL)  39 
Arctic  Alaska  Fisheries  46 
Arnzen  Parry  &  Wentz  140 
AT&T  (T)  31,34,100,122, 
130,170 

Atlas  Ventures  100 
B 


Bayerische  Vereinsbank  50 
BBC  44 
Belgacom  50 
Bell  Atlantic  (BEL)  122 
BellSouth  (BLS)  50 
Bernstein  (Sanford  C.)  152 
Big  B  (BIGB)  46 
Blackstone  Capital  Group  40 
Boatmen's  Bancshares 
(BOAT)  132 

British  Technology  Group  159 
Burnett  (Leo)  58 


Campbell's  Soup  (CPB)  132 
Capital  One  Financial 
(COF)  142 

Capstead  Mortgage  132 
Carr  (W.I.)  60 
Casio  (CSDS)  22 
CBS  (CBS)  39 
Celio  50 

CGM  Realty  Fund  132 
Chart  Industries  132 
Checkfree  (CKFR)  132 
Chicago  Bulls  108 
Chrysler  (C)  34,  50,  52 
Cinergi  Productions  46 
Circle  Line  64 
Circus  Circus  (CIR)  142 
Citicorp  (CCD  132 
Coale  &  Van  Sustern  152 
Coca-Cola  (KO)  46,132 
Columbia  Records  100 
Compaq  Computer  (CPQ)  22 
CompScnpt  (CPRX)  142 
Concentric  Networks  34 
Conference  Board  26,  31, 
167 

Connect  122 
Coopers  &  Lybrand  100 
Coors  Brewing  (ACCOB)  39, 
170 

Country  Inn  144 
Cox  Communications 
(COX)  44 


DanoneGroupe  46 
Dean  Witter  (DWD)  26 
Dell  Computer  (DELL)  132 
Delta  Consulting  122 
Deutsche  Telekom  42, 100 
Dial  (DL)  46 

Diamond  Shamrock  (DRM)  46 
Discovery 

Communications  44 
Dow  Chemical  (DOW)  39,170 
Dow  Jones  132 
Dreyfus  Aggressive  Fund  1 32 
DRI/McGraw-Hill  (MHP)  26 
Dun  &  Bradstreet  100 


Eastman  Kodak  (EK)  122 
Electronic  Data  Systems 

(EDS)  42,132 
Embassy  Suites  6 
Energy  Industries  116 
Envirodyne  Industries 

(EDYNQ)  116 
Equity  Corp. International 

(ECU)  40 

Eutelis  Consult  100 
EV  Marathon  Gold  &  Natural 
Resources  Fund  132 


Fiat(FIA)  159 

Fidelity  Advisor  Emerging 

Markets  Income  T  132 
Fidelity  Investments  50 
Fidelity  Magellan  Fund  132 
Fidelity  New  Markets  Income 

Fund  132 
Firefly  Network  100 
First  Capital  Life 

Insurance  140 
First  Union  (FTU)  142 
Ford(F)  46,52,108,159 
Fox  (NWS)  39 
France  Telecom  42, 100 
Franklin  Fund  161 
Franklin  Global  Health  Care 

Fund  161 

Franklin  Small  Cap  Growth 
Fund  161 
Fremont  160 


Gap  (GPS)  50 
Gartner  Group  (GART)  34 
GE  Capital  Services  50 
GenCorp  159 
General  Atomics  42 
General  Electric  (GE)  39, 50, 
122 

General  Motors  (GM)  39, 52 
Geron  154 

Gintel  ERISA  Fund  132 
Gtntel  Fund  1 32 


GT  Global  Consumer  Products 
&  Services  Fund  B  132 

H 


Harbour  &  Associates  52 
Harley  Davidson  (HDD  170 
Heftner  Funeral  Homes  & 
Crematory  40 
Heidnck  &  Struggles  122 
Herman  Herman  Katz  &  Cotlar 
152 

Hewitt  Associates  39 
Hewlett-Packard  (HWP)  22, 
34, 39 

Higgins  Associates  132 
Home  Shopping  Network 
(HSN)  64 

Honda  (HMC)  100, 159 
Houlihan's  Restaurant 

Group  116 
Hughes  Electronics 

(GMH)  122 
Hyatt  6 


IBM  (IBM)  22,  34,  39,  58, 
122, 130 

ICO  Global 

Communications  58 
In-Stat  46 
ING  Barings  108 
IPG  58 
IH  (ITT)  142 


Janus  Equity-Income 
Fund  132 

John  Hancock  Regional  Bank 
BFund  132 

Jouvence 

Pharmaceuticals  154 


Kagan  Telecom 
Associates  122 
Kellogg  (K)  44,  58 
Knowledge  Adventure  100 
Koss(KOSS)  159 

L 


Lawrence  (LT)  142 
Lazard  Freres  116 
Legg  Mason  Value  Trust  132 
Lehner  International  8 
Levi  Strauss  39, 170 
Liberty  Media  44 
Lieff  Cabraser  Heimann  & 
Bernstein  152 
Lifespan  Biosciences  154 
Loewen  Group  40 
Lucent  Technologies  (LU)  1 22 

M 


Management  Horizons  44 
Marriott  International  (MAR)  6 
MasterCard  100 


Maxwell  Technologies  159 
Mazda  108 
McCaw  Cellular 

Communications  122 
McDonald's  (MCD)  116 
McGraw-Hill  (MHP)  167 
MCI(MCIC)  100,122,130 
Mercedes-Benz  (DAI)  52 
Merck  (MRK)  132 
Merrill  Lynch  (MER)  100,116, 

122 

Merrill  Lynch  Phoenix 

Fund  116 
Metropolitan  Life 

Insurance  140, 162 
MFS  Communications  122 
MGM  39 

Micron  Technology  (MU)  46 
Microsoft  (MSFT)  22,34,36, 
170 

Milberg  Weiss  Bershad  Hynes 
&  Lerach  152 

Miller  Anderson  Sherrard  160 

Miller  Brewing  44 

MMS  International  (MHP)  167 

Molten  108 

Monroe  108 

Montgomery  Securities  46 
Morgan  (J.P)  (JPM)  32, 122 
Morgan  Stanley  (MS)  50,122, 
160 

Morningstar  132, 160 
Mutual  Beacon  Fund  161 
Mutual  Series  Fund  152 
Mutual  Shares  Fund  161 

N 


National  Geographic 

Television  44 
NationsBank  (NB)  132 
Nature  Company  44 
Navio  34 
NBA  12 
NCR  122 
Netcom  On-Line 

Communication 

Services  122 
Netscape  Communications 

(NSCP)  34 
Nike  (NKE)  44,132 
Nintendo  34 
Nissan  159,162 
Norex  America  116 
Nynex(NYN)  122 

O 


Ogilvy  &  Mather  58 
Omnicom  (OMC)  12 
Omnicom  Group  58 
On  Command  122 
Oracle  (ORCL)  34,  39 

P 


Pacific  Telesis  (PAC)  122 
PaineWebber  (PWJ)  140 
Panmure  Gordon  58 


Pension  &  Investments 
Research  Consultants  58 

Pew  Research  Center  49 

Philip  Morris  (MO)  152 

Phu  Ben  Tea  Joint 
Venture  136 

PimCo  Advisors  160 

Pioneering  Management  116 

PolyStor  159 

President  Casinos  64 

Probe  Research  122 

Procter  &  Gamble  (PG)  50 

Prudential  Insurance  140 

PSInet  130 


Quantitative  Group  Numeric 
Fund  160 


RJ.  Reynolds  Tobacco 

(RN)  152 
Rainier  160 
Random  House  22 
RecomMentor  100 
Regional  Financial 

Associates  26 
Reuters  37, 100 
Revco (RXR)  46 
Ritz-Carlton  6 
Robertson  Stephens  46 
Rockwood  Growth  Fund  132 
Rose  Hills  40 
Rover  159 


Sainsbury  (J.)  50 
Saks  Fifth  Avenue  (SKS)  8 
Salomon  Brothers  (SB)  60 
SBC  Communications 
(SBC)  122 

Schwab  (Charles)  160,170 
Science  Applications 

International  42 
Service  Corp.  International 

(SRV)  40 
Signal  122 

Signet  Banking  (SBK)  142 
Skopbank  6 
SMH  Swatch  52 
Smith  Barney  122 
Softbank  100 
Sony(SNE)  34,39 
Specialty  Equipment 

(SPEQ)  116 
Sprint  (FON)  34 
Standard  &  Poor's  (MHP)  122, 

132 

Strong  High  Yield  Municipal 
Bond  Fund  132 
Sumitomo  Bank  108 
Sun  Microsystems  (SUNW)  34 

T 


Tampa  Bay  Buccaneers  116 
TD  Securities  40 
Tele-Communications 
(TCOM)  44 


Thompson  (J.  Walteil 


BIS" 


Thomson  50 
3M  (MMM)  34 
Ticketmaster  6 
TimeWarnerfTWX) 
Toyota  (TOYOY)  52, 
Trek  Bicycles  8 
Twentieth  Century  Fi 
Tyson  Foods  (TYSNA). 

U 


UBS  Securities  122 
Ultramar  (ULR)  46 
Unify  46, 62 
United  Corporations 
UPS  50 

USAA  Investment 
Management  152 
U.S.  Enrichment  6  ' 
U.S.  Tobacco  152 
USX-U.S.  Steel  (X)  3' 


[tl 


Van  Doorne's  Transmit"- 
Vanguard/Windsor  Fu 
Van  Wagoner  Emergi 

Growth  Fund  132 
Van  Wagoner  Micro-C^s 

Fund  132 
VDO  Kienzle  52 
Vietnam  Frontiei  FundP 
Volkswagen  52 
VonTontobel  160 

W  

Walt  Disney  (DIS)  39, 
Washington  Mutual  Imj 

Fund  132 
Waterhouse  Securities  ■($ 
Westinghouse  (WX)  3S| 
Wheat  First  Butcher 

Singer  142 
White  (Jack)  160 
Widmann  Siff  40 
Williams  Mackay  Jordai 
WorldCom  122 
World  Yacht  64 
WPP  Group  (WPPGY)  51 

X 


Xerox  (XRX)  38 
Y 


Yahoo!  (YHOO)  100 
Yankee  Group  44 
Young  &  Rubicam  58 

Z 


Zapata  (ZOS)  116 
Ziff-Davis  100 
Zona  Reseaich  34 
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STOCKS 

Sept.  Mar. 


Sept.  19-25 


BONDS 

Sept.  Mar. 


Sept.    Sept.  19-25 


THE  DOLLAR 

Sept.     Mar.  Sept. 


Sept.  18-25 


685.83 


1464.8 


J.P.M 

»rgan 

1-week  change 

+0.6% 


52-week  chang 

-3.5% 


1-week  change 

+  1.0% 


52-week  chang 

+4.3% 


1-week  change 

+0.2% 


TANALYSIS 


%  change 


|  CKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

'  S  INDUSTRIALS 

5877.4 

0.0 

23.4 

90-DAY  TREASURY  BILL  YIELD 

5.04% 

5.25% 

5.41  % 

COMPANIES  (S&P  MidCap  Index) 

240.8 

1.1 

12.9 

30-YEAR  TREASURY  BOND  YIELD 

6.92% 

7.01% 

6.58% 

MPANIES  (Russell  200G) 

343.7 

0.6 

12.4 

S&P  500  DIVIDEND  YIELD 

2.11% 

2.12% 

2.34% 

AMIES  (Russell  3000) 

390.2 

0.8 

16.9 

S&P  500  PRICE/EARNINGS  RATIO 

19.7 

19.5 

16.8 

1  STOCKS 

Latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

ween 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

648.9 
56.0% 
0.53 
1.27 

647.2 
58.0  %r 
0.53  r 
1.27 

Positive 
Neutral 
Negative 
Positive 

FINANCIAL  TIMES  100) 
IKKEI  INDEX) 
(TSE  COMPOSITE) 

3935.7 
21,350.7 
5322.6 

-0.5 
0.9 
1.0 

12.9 
16.9 
18.3 

SSTRY  GROUPS 

BLOOMBERG  FINANCIAL  MARKETS 

iNTH  LEADERS 

% 

1-month 

change 
12-month 

Strongest  stock  in  group 

%  change 
1-month  12-month 

Price 

5 

13.7 

90.8 

STRIDE  RITE 

22.6 

-17.4 

9V2 

CONDUCTORS 

13.0 

-7.5 

NATIONAL  SEMICONDUCTOR 

33.1 

-28.3 

20  ly 

SAL  PRODUCTS  AND  SUPPLIES 

10.6 

19.0 

BOSTON  SCIENTIFIC 

22.2 

38.2 

56  lk 

'UTER  SYSTEMS 

9.7 

23.1 

DATA  GENERAL 

24  7 

38.8 

137/8 

HUNICATIONS  EQUIPMENT 

9.4 

25.5 

3COM 

28.7 

18.0 

56% 

)NTH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

% 

1-month 

change 

12-month 

Price 

INUM 

-7.1 

0.7 

ALCOA 

-8.2 

10.1 

581/:' 

L  AND  GLASS  CONTAINERS 

-7.0 

15.3 

CROWN  CORK  &  SEAL 

-7.9 

25.1 

45V2 

IALTY  APPAREL  RETAILERS 

-6.0 

47.6 

CHARMING  SHOPPES 

-14.7 

15.1 

63A6 

MOBILES 

-5.8 

2.7 

FORD  MOTOR 

-7.4 

0.8 

31V4 

l-DISTANCE  TELECOMMUNICATIONS 

-5.4 

-11.6 

WORLDCOM 

-25.1 

20.2 

193/4 

AL  FUNDS 


MORNINGSTAR  INC 


RS 

LAGGARDS 

iek  total  return 

% 

Four-week  total  return 

% 

ERTSON  STEPHENS  INFORMATION  AGE 

15.9 

CAPPIELLO-RUSHMORE  GOLD 

-7.7 

IGEUR  AGGRESSIVE  GROWTH  A 

15.1 

RYDEX  PRECIOUS  METALS 

-5.3 

■UARD  HORIZON  CAPITAL  OPPORTUNITY 

13.7 

VAN  ECK  GOLD/RESOURCES  A 

-5.3 

k  total  return 

% 

52-week  total  return 

% 

IMARK  SMALL  CAP  EQUITY  A 

67.3 

STEADMAN  TECHNOLOGY  GROWTH 

-44.9 

PRECIOUS  METALS 

55.2 

MATTHEWS  KOREA 

-27.0 

LOBAL  CONSUMER  PROD.  &  SVCS.  ADV. 

54.5 

UNITED  SERVICES  GOLD  SHARES 

-22.2 

S&P  500  Wmm  Average  fund 
4-week  total  return  52-week  total  return 


iATIVE  PORTFOLIOS 


amounts  represent  the 
t  value  of  $10,000 
d  one  year  ago 
1  portfolio 

itages  indicate 
iy  total  returns 


U.S.  stocks 

$12,066 

+0.39% 


0 

Foreign  stocks 
$11,194 

-0.01% 


llll 


UJ 


Money  market  fund 

$10,520 

+0.11% 


Treasury  bonds 

$10,168 

+0.21% 


Gold 

$9,839 

+0.05% 


on  this  page  are  as  of  market  close  Wednesday,  Sept.  25,  1996,  unless  otherwise  indi- 
idustry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as 


of  market  close  Sept.  24.  Mutual  fund  returns  are  as  of  Sept.  20.  Relative  portfolios  are  val- 
ued as  of  Sept.  24.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


THE  RIGHT  CALL 
AT  GREENSPAN  S  FED 

Don't  misinterpret  Federal  Reserve  Chairman  Alan 
Greenspan.  He's  not  tiirning  soft  on  inflation.  On  the  con- 
trary. Greenspan's  decision  at  the  recent  Federal  Open  Mar- 
ket Committee  meeting  not  to  raise  short-term  interest  rates 
is  perfectly  consistent  with  his  New  Economy  view  that 
high  technology  and  global  markets  allow  the  U.  S.  to  aim  for 
faster  growth  without  triggering  serious  inflation.  It  is  con- 
sistent with  his  sense  that  official  government  statistics  over- 
state inflation.  And  it  is  consistent  with  Greenspan's  feeling 
that  the  U.  S.  can  let  unemployment  fall  to  around  5%  with- 
out automatically  stoking  inflationary  fires  (page  37). 

We  don't  believe  Greenspan's  decision  was  simply  a  response 
to  the  extraordinary  politics  surrounding  the  Sept.  24  fomc 
meeting,  either.  There  was  an  unprecedented  leak  to  the  press 
revealing  that  8  of  12  Fed  regional  presidents  had  already 
asked  the  board  of  governors  to  raise  key  interest  rates.  The  fbi 
is  investigating.  Did  Greenspan  seek  to  discipline  the  insur- 
gents? We  doubt  it. 

The  numbers  alone  provide  him  with  enough  justification  to 
keep  monetary  policy  steady.  Economic  growth  is  already 
slowing.  After  a  sizzling  4.8%  rise  in  the  second  quarter,  the 
third  may  come  in  closer  to  2.5%,  and  the  fourth  at  2%. 
Commodity  prices  are  softening,  corporate  earnings  reports 
are  coming  in  weaker,  and  gold  remains  below  $400  per 
ounce.  Wages  and  unit  labor  costs  are  up  some,  but  pricing 
power  remains  weak.  Companies  are  cutting  costs  or  earnings. 

The  New  Economy  view  holds  that  greater  business  in- 
vestment, higher  productivity,  and  global  competition  allow  for 
faster  growth  without  serious  inflation.  Most  chief  execu- 
tives who  live  in  the  real  world  are  New  Economy  converts. 
Alan  Greenspan's  decision  not  to  raise  short-term  rates  is 
helping  them  compete  and  prosper.  Hawkish  Fed  regional 
presidents  terrified  of  growth  need  a  reality  check. 

THE  PROBLEMS 

AT  AT&T  

These  are  troubling  times  for  at&t.  Given  the  enormous 
technological  and  regulatory  changes  sweeping  through 
the  telecom  industry,  it  would  have  been  well  nigh  impossible  for 
the  company  to  escape  wrenching  turmoil,  at&t  Chairman 
Robert  E.  Allen  has  responded  to  the  forces  of  change  with  a 
blizzard  of  corporate  strategies.  He  has  tried  downsizing,  chiving 
into  new  markets,  buying  new  businesses,  restaffing,  and  even 
doing  a  "trivestiture"  of  the  company,  spinning  off  the  phone 
equipment  and  computer  businesses  to  allow  at&t  to  focus  on 
telecommunications.  Yet  despite  his  best  intentions,  it 
isn't  working.  During  Allen's  eight-year  reign,  the  stock  has 
performed  well  below  the  s&p  500  index,  and  it  is  currently  trad- 


ing near  its  52-week  low.  It's  time  for  the  board  of  direct 
admit  that  AT&T's  problems  are  beyond  the  grasp  of  curreij 
agement.  It  should  take  direct  and  full  responsibility  form 
ing  in  fresh  outside  talent  of  the  highest  caliber.  Even  Altai 
mits  that  his  succession  has  become  the  key  management 
at  the  company.  It's  an  issue  that  should  be  resolved  quickji  i 
before  Allen's  scheduled  retirement  in  the  year  2000. 

at&t  needs  the  talents  of  people  who  can  manage  im< 
manding  strategy  for  the  converging  voice,  data,  andjatfe 
communications  of  the  21st  century.  Already,  people  are  ilfcm 
calls  and  faxes  over  the  Internet  without  paying  long-dm 
charges.  If  at&t  can  capture  a  decent  share  of  the  $500  BW 
voice-data-video  market,  it  will  prosper  even  as  the  eflfo 
continues  of  its  position  in  the  $76  billion  U.  S.  long-d™ 
market  (page  122). 

AT&T's  board  of  directors  must  prepare  the  company  1?  tft 
next  phase  of  the  technological  revolution  by  findir  t': 
strongest  possible  outside  management.  Pronto. 

GAY  RIGHTS, 
CORPORATE  STYLE 

What  do  IBM,  Harley  Davidson,  Charles  Schwab, 
Brewing,  Dow  Chemical,  Walt  Disney,  Microsoft,! 
Warner,  and  several  hundred  other  American  companies^' 
in  common?  They  all  extend  medical  benefits  to  same-se:cou 
pies.  In  an  effort  to  recruit  the  best  talent  in  their  compai. 
industries,  they  offer  the  same  compensation  to  people  dli 
the  same  work.  Fairness  and  equity  are  two  values  we  sljpig 
ly  support,  and  we  applaud  Corporate  America  for  its  co'raj?' 
in  extending  them  to  its  entire  community.  IBM  gets  sseu 
credit.  It  decided  to  extend  benefits  to  same-sex  couples  jia 
Congress  was  defeating  a  bill  prohibiting  employmen  dis 
crimination  on  the  basis  of  sexual  orientation  (page  39). 

Cost  is  a  major  concern  for  companies  extending  beneis  u 
gay  partners.  They  fear  higher  medical  expenses  because  of-jfl- 
So  far,  it  hasn't  turned  out  that  way.  The  lifetime  cost  of  dp 
for  someone  with  hiv  comes  to  about  $119,000  per  patieift 
cording  to  Hewitt  Associates,  a  consulting  firm.  That  is  offft) 
gay  partners  having  far  fewer  babies,  which  is  one  of  thefc 
costly  health-care  expenses. 

In  fact,  the  sign-up  rate  for  same-sex  benefits  is  extiie 
ly  low — only  1%  to  2%  of  all  potential  beneficiaries,  p 
same-sex  couples  have  dual  incomes  and  each  has  his  oie: 
own  insurance.  Then  there  are  those  who  do  not  wiijti 
identify  themselves,  regardless  of  available  benefits. 

Certainly  there  are  problems.  How  does  one  establish} 
two  people  are  a  couple  without  a  marriage  certificate?  to 
institutions  accept  a  Certificate  of  Domestic  Partner^ 
which  certifies  that  two  people  of  the  same  sex  share  ban ; 
counts,  rent,  and  credit  cards.  Others  accept  a  notawt 
statement  attesting  to  joint  ownership  and  other  informj  0 
Corporate  America  is  doing  the  right  thing  in  being* 
and  equitable  to  all  of  its  workforce.  It's  time  for  WashingU  I 
get  with  the  program. 
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Efe  sailed 

hrou£h  law  school. 


igated  his  way  to  a  successful  career.  Now  thanks  to  the  financial  skills  of 
New  England  representative,  4k    he's  ready  to  launch  that  charter  service  he 


ays  wanted. 


X)ess  is  fleeting.  Unless,  of  course,  you  continually  find  ways  to  harbor  it  safely.  At  The  New  England,  we've 
jn  showing  people  the  way  through  exceptional  insurance  and  financial  advice  for  over  160  years.  They're  attract- 
to  us  not  just  because  we're  a  financially  strong  company  that  sells  insurance  and  investments,  but  because  we 
dy  what  makes  each  of  them  an  individual  success,  and  then  provide  financial  expertise  and  advise  accordingly, 
consistently  getting  you  the  answers  you  need  to  make  the  right  decisions,  we  also  succeed. 

Planning  for  your  success. 


ail  us  at:  asktneiatne.com  or  visit  our  home  page:  http://www.tne.com 


DThe  New  England 
Insurance  and  Investment 

A  MetLife  Affiliate 


England  Life  Insurance  Co..  Boston,  MA.  Securities  products  offered  through  New  England  Securities  Corp.,  Boston.  MA. 
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From  the  first  moment  you  get  into  the  all-new  Camry,  life  behind  the  wheel  will  bei 


to  a  choice  of  more  powerful  engines   i'^HHPf2  an<*  a  refined  suspension,  the  new  Camry 

W 

in  more  locations  to  help  reduce  noise  and  make  it  even  quieter.  A  reinforced  passenger  cii, 
bags  |  to  ne^P  Protect  and  reassure.  While  available  traction  control  and  a  standard 

of  improvements  and  refinements  that  make  the  new  Camry  even  smoother,  quieter  aru 


Because  what  has  been  called  "The  best  car  built  in  America 


etter.  Than, 


;ponsive.  Advanced  technology  sound-absorbing  composites  are  strategically  placed 


designed  to  help  disperse  the  energy  of  an  impact  and  combines  with  dual  air 


ke  System**  help  in  avoiding  the  unforeseen.  All  of  which  are  just  some  of  the  hundreds 


I. 


'tCXOENiLW/tW  Better  Than  Ever.  TOYOTA 


I  love  what  you  do  for  me 


3  Moment  At  A  Time 
nts. 


Premiere  In  Monte  Carlo 


M  I  L  A  N 

HIGH-PERFORMANCE 
MODELS  IN  A  SLIM  DESIGN 


MONTECO 

THE  ULTRALIGHT  CHOICE 
FOR  BUSINESS  ON  THE  GO 


MONTE  CARLO 

MULTIMEDIA  TOOLS 

FOR  THE  ROAD  OR  OFFICE 


tium 


Designed  for 


Microsoft' 
Windows  95 


Milan  Monte  Carlo  and  Montego  are  trademarks  of  Fujitsu  PC  Corporation  and  Fu;itsu  and  the  Fujitsu  logo  are  trademarks  of  Fujitsu  Ltd  The  Intel  innde 
Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  Microsoft.  Windows,  and  the  Windows  lego  are  registered  trademarks  of  Microsoft 
Corporation  All  other  trademarks  or  registered  trademarks  are  property  of  their  respective  companies  91996  Fujitsu  PC  Corporation  All  nghts  reserved 


jwer  to  present.  In  color,  in  stereo,  with  sharp  text  and  with  video.  This  is  the  Monte  Carlo "' 
3ok  from  Fujitsu.  It  is  a  multimedia  notebook  with  a  six-speed  CD-ROM  and  full  16-bit 
sound  with  Sound  Blaster  - compatible  audio.  The  Monte  Carlo  notebook  delivers  the 

full  power  of  a  desktop  in  a  fraction  of  the  size.  Operating  with 

up  to  a  133MHz  Intel  Pentium"  processor  and  16MB  expandable  EDO  RAM  that  is  built  on 
32-bit  PCI  bus  architecture,  the  Monte  Carlo  notebook  produces  processing  speeds  guaranteed  to 
impress.  It  features  a  large  12.1"  SVGA  active-matrix  color  display 
and  MPEG  1  support.  At  every  point,  Fujitsu  has  maximized  multimedia 
performance  by  using  premium  components.  The  reason  is  simple. 
With  operations  in  more  than  100  countries,  Fujitsu  is  a  global  leader  in  a 
wide  range  of  information  technologies,  including  PCs,  enterprise 
systems,  communications,  software  and  services.  Fujitsu  has  earned  this 
position,  and  $36  billion  in  annual  revenue,  by  focusing  closely  on 
the  user  and  exceeding  expectations.  Each  Fujitsu  notebook  is  supported 
by  this  philosophy — in  the  use  of  quality  components,  in  precision  manufacturing,  and  in  design 
that  maximizes  mobile  comfort.  Its  standards  of  service  and  support  are  equally  far-reaching, 
/lonte  Carlo  notebook  is  backed  by  a  three-year  limited  warranty,  including 
3ur,  7-day,  toll-free  technical  assistance.  Ultimately,  on  whichever  stage  your 
ess  chooses,  the  Monte  Carlo  notebook  delivers  a  premiere  performance. 


133MHZ.  120MH2  OR  100MHZ  INTEL  PENTIUM  PROCESSOR 
8MB  OR  16MB  EXPANDABLE  EDO  RAM 
UP  TO  12.1"  SVGA  ACTIVE-MATRIX  COLOR  DISPLAY 
16B  OR  810MB  HARD  DRIVE 

IRDA-COMPLI  ANT  PORT  FOR  WIRELESS  DATA  TRANSFER 
TWO  TYPE  II  OR  ONE  TYPE  III  PCMCIA  SLOT 


1-888-4-ON-THE-GOext.2001 

us  at  www.fujitsu-pc.com  or  call  QuikFacts  fax  on  demand:  1-800-936-5209 
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THE  PRINCE  AND 
THE  MUNCHKINS 

WHY    IS   PRINCE  ALWALEED 

following  the  Yellow  Brick 
Road?  The  billionaire  Saudi 
Arabian  noble  is  involved  in  a 
plan  to  build  a  $440  million 
theme  park  in  Kansas  City, 
Kan.,  called  the  Wonderful 
World  of  Oz. 

That's  a  departure  from 
the  prince's  investment  phi- 
losophy: to  buy  into  well- 
known,  if  undervalued,  ven- 
tures. Examples  are  the  Four 
Seasons  hotel  chain,  Saks 
Fifth  Avenue,  and  Citicorp. 
On  Sept.  25,  he  and  Olympus 


TALK  SHOW  ((There's  not  a  lot  of  emotion.  It  shows  we:* 
reach  an  agreement  without  strike  deadlines." 

— Chrysler  Chairman  Robert  Eaton,  after  cordial  talks  with  e 
United  Auto  Workers  that  resulted  in  a  labor  pact 


ENTERING  OZ:  Alwaleed 

Real  Estate  bought  Boston's 
famed  Copley  Plaza  Hotel  for 
$72  million.  ' 

So  it's  unclear  what  the 
prince's  attraction  is  to  a 
theme  park  that  hasn't  been 
built.  Pressed  for  details,  all 
he  says  is:  "It's  moving 
ahead,  but  very  slowly."  The 


park,  based  on  the  classic 
movie  The  Wizard  of  Oz,  was 
originally  slated  to  open 
in  1997;  that  has  been  de- 
layed to  2000. 

Before  the  prince's  ar- 
rival, the  developers'  five- 
year  quest  for  capital  had 
suffered  because,  for  one 
thing,  the  55-acre  pro- 
posed park  is  not  near  a 
popular  tourist  destina- 
tion. The  prince  has  agreed 
to  put  up  a  substantial,  undis- 
closed piece  of  the  equity  fi- 
nancing (which  is  half  of  the 
project's  cost),  say  people 
close  to  the  deal.  His  money 
will  come  in  phases,  hinging 
on  the  developers'  meeting 
performance  tests — municipal 
approvals,  for  instance.  Lisa 
Sanders  and  John  Rossant 


PAPER  PLAYS 


WIRED'S  TANGLED  IPO 


WIRED  VENTURES 

is  back  on  the 
Street  with  an  ini- 
tial stock  offering. 
The  money-losing 
publisher  of  Wired 
magazine  and  the 
online  HotWired 
service,  however, 
presents  a  prospec- 
tus that  sounds  like 
a  cry  for  help. 

Distress  signals  abound. 
The  latest  offering  is  smaller 
than  the  one  pulled  this  sum- 
mer ($66.5  million  vs.  $75.9 


The  co 


million).  Wired  now 
values  itself  at  $251 
million  (at  $12  per 
share),  almost  half 
what  it  did  in  June. 
The  prospectus 
shows  that  Wired, 
which  has  never 
turned  a  profit,  lost 
some  $15  million  on 
operations  in  just 
-  the  first  half  of  '96. 
That's  more  than  in  the  pre- 
vious three  years  combined 
and  doesn't  count  an  extra 
$20.5  million  in  losses  from  a 


write-off  of  some  r&d  costs. 

Wired  says  it  needs  the 
$66.5  million  in  equity  capital 
for  new  products,  since  more 
than  90%  of  revenue  now 
comes  from  the  magazine. 
The  track  record  isn't  reas- 
suring. For  instance,  its  TV 
program,  The  Netizen,  was  to 
debut  last  summer  on  MSNBC 
but  has  been  shelved  for  now. 
The  prospectus  says  the  fresh 
equity  will  meet  Wired's  de- 
velopment needs  through 
1997,  then  it  will  need  more 
capital.  Wired,  in  registration, 
declined  to  comment.  On  the 
plus  side,  its  stellar  brand 
name  may  yet  boost  its  for- 
tunes.   Andrew  Ross  Sorkin 


WILD  BLUE  YONDER 

RICHARD  BRANSO; 
AIR  STRIKE 

COLORFUL  as  al\m 
Virgin  Atlantic  Airway* 
Richard  Branson  is  oil 
shoot  down  the  propos< 
liance  between  British  S 
ways  and  American  Aim 
The  slogan  "No  Way  baA  jj 
painted  on  his  15  jetlis 
Branson  says  he  has  i\ 
$1.5  million,  out  of  $15  nl 
budgeted,  for  ads  and  l  l 
ists  aimed  at  getting  Bi 
and  U.S.  regulators  to  k 
deal.  Other  earners  are 
that,  too,  if  less  flamboy  f 
In  recent  British  ne\; 


FIGHTING  WORDS:  Virgii, 

per  ads,  which  may  con 
America,  Branson  asked 
ers  to  play  a  game  mate 
ba  ceo  Robert  Ayling: 
American  ceo  Robert  (f 
dall  with  a  list  of  darr 
quotes.  One  from  1982s 
Crandall  suggesting  to  a 
that  they  raise  fares  in  I 
dem  20%.  (American  dism 
the  ad  as  raising  "old  issil 
The  winner  got  two  rj 
trips  to  N.Y.   Wendy  Ze? 


LITIGATION  NATION 

THE  LONG  AND 
WINDING  WHOOPS' 

THE    MONSTER  "WHOOPS" 

bond-default  case  has  the  legal 
half-life  of  uranium.  Believe  it 
or  not,-  after  13  years,  the 
thing  is  still  in  litigation. 

Back  in  1983,  the  Washing- 
ton Public  Power  Supply  Sys- 
tem defaulted  on  $2.25  billion 
in  paper,  meant  to  finance  five 
nuclear  plants  in  the  North- 
west. Hurt  by  soaring  con- 
struction  costs  (only  one  plant 


ever  fired  up)  and  growing 
fear  of  nukes,  wpps  became 
one  of  history's  biggest  dead- 
beats.  The  main  litiga- 
tion against  it  finally       r-s,  0, 
got  settled  in  1992,' 
when  $850  million 
was  ordered  di- 
vided among 
roughly  27,000 
bondholders. 

Now,  bondhold- 
ers are  battling  the 
Internal  Rev- 
enue Service, 
which  taxed  the 
interest  on  the 


$687  million  held  in  escrow 
for  the  case  and  invested  in 
Treasury  bonds.  The  feds, 
^_  who  collected  $29  mil- 

lion,  say  the  inter- 
est on  treasuries 
^[V  is  taxable.  But 
h  jj^  the  bondholders' 
lawyers  argue 
for  tax-free 
treatment  be- 
cause wpps 
obligations  were 
municipal  bonds. 
Says  Edward 
Grossmann,  a 
partner  in  Bern- 


stein,  Litowitz,  Berge 
Grossmann:    "The  m 
should  be  refunded."  j 
matter  is  pending  legally, 
a  likely  end  far  off. 

So  the  bondholi 
lawyers,  who  have  air 
snagged  some  $53  mi 
in  fees,  will  do  even  be 
They  argue  they're  under, 
given  the  case's  le: 
and  complexity.  Says  Ric 
Lehmann,  president 
the  Bond  Investors  Ass 
watchdog  group:  "This  is1 
of  the  greatest  legal  h< 
pots  ever."   Seanna  Brm 
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AN  ICED-TEA  TYCOON  FEELS  A  CHILL 


SNAPPLE  CORPS: 

Golden,  and  Marsh  in  '93 

?N APPLE  CO-FOUNDER 

Leonard  Marsh  has  a  prob- 
lem with  Quaker  Oats.  The 
food  giant,  which  bought  his 


beverage  line  in  1994. 
doesn't  want  his  advice 
about  reviving  sagging 
Snapple.  He  has  been  a 
Quaker  Oats  consultant 
for  two  years,  but  "no 
one  calls."  says  Marsh 
from  his  Long  Island  of- 
fice. The  gig  ends  in  De- 
cember, and  Quaker  has 
not  mentioned  renewing. 

Quaker  paid  (some 
say  overpaid)  S1.7  billion 
for  Snapple.  just  after  the 
brand  began  to  slide.  Its 
woes  have  only  worsened 
since.  One  big  error  Quak- 
er's distribution  system  tried 
to  combine  Snapple's  direct- 
to-store  operation  with  the 


warehouse-delivery  method 
of  Quaker's  Gatorade.  Marsh 
says  he'd  like  to  help  fix  dis- 
tribution, but  won't  elaborate. 

Still.  Snapple's  fate  is  acad- 
emic to  Marsh.  63.  and  co- 
founders  Arnold  Greenberg. 
64.  and  Hyman  Golden.  73. 
Each  bagged  S50  miDion  when 


financier  Thomas  Lee  b 
6M  of  Snapple  in  1992. 1 
er  bought  out  the  trio'J 
maining  shares — each  gotl 
million  plus — and  Lee.f 
though  Marsh  feels  bored  I 
ly,  he's  enjoying  his  we 
traveling  the  world,  often] 
his  two  pals.     Lisa  Scu 
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CAR  TALK 

NASCAR  LICENSES  A 
HOT  ONE:  ITS  NAME 

is  a  Southern  in- 
stitution that,  like 
country  music,  has 
moved  into  the 
mainstream.  So 
now  NASCAR,  the 
sanctioning  body, 
wants  to  capitalize 
by  licensing  auto 

It  has  just  struck  a  deal 
with  Unocal  to  slap  its  name 
on  motor  oil.  to  be  called  76 
nascar  High  Performance. 
And  the  group,  which  won't 
say  what  its  cut  is.  says  it  is 
close  to  signing  up  makers  of 
car  parts — a  booming  busi- 
ness since  people  are  keep- 
ing autos  longer.  The  licens- 
ing concept  was  a  hit  in  an 
early  test  outing.  Last  year. 

i 

R ; 

Brute  Stop,  which  reaped  -51 
million  in  sales,  twice  what 
the  company  expected. 

The  popularity  of  races 
held  by  NASCAR,  which  rakes 
in  -S2  billion  yearly  from  TV 
rights,  gate  receipts,  and 
memorabilia  sales,  is  surging. 


In  1995.  5.3  million  people  at- 
tended the  31  NASCAR  "Win- 
ston Cup  races,  more  than 
triple  19Sl's  showing. 

Besides  auto  parts,  new 
plans  include  a 
theme  cafe  in 
Myrtle  Beach. 
S.  C.  with  more 
cafes  to  come 
I  next  year.  And 
two  memorabil- 
ia shops  just 
opened  in  At- 
ts  peel  out    lanta  and  Win- 

  ston-Salem.  N.  C. 

Recently.  NASCAR  even  en- 
dorsed a  cologne.  BUI  Carey 


l-WAY  PATROL 

WHY  BOOTLEGGERS 
MAY  BE  SALIVATING 

DAVID  BOWIE  HAS  RELEASED 

a  song  via  the  Net  with 
sound  far  surpassing  previ- 
ous cybertunes.  But  the  mu- 
sic industry  fears  such  efforts 
invite  massive  bootlegging. 

Piracy  has  long  plagued 
the  S24  billion-per-year  mu- 
sic biz.  The  Recording  Indus- 
try Association  of  America 
says  it  loses  -52  billion  yearly 
to  illegal  tape  and  CD  copies. 
"Next    is    the  Internet." 


BOWIE:  . 


1 1 


THE  PAY  OUTLOOK 

As  inflation  has  tapered  off.  so  have  salary  increases. 
But  most  workers  will  get  a  raise  in  1997  on  par  with  '96's. 
To  ease  any  disgruntlement,  more  employers  are  handing 
out  performance-linked  bonuses. 


groans  an  riaa  spokesw< 
The    industry  fears 
crooks  will  download 
recordings  for  custome 
a  bootleg  rate.  (The 
download  is  free,  but 
as  a  trial  run  for  pay 
download  ventures  later 
Word  is  out  on  Bo 
Telling  Lies.  N2K.  the 
Web  site  outfit  that  pot 
song  online,  counts  100;' 
downloads  since  its  Sep 
debut.  Bowie,  who  eouldn 
reached,  agreed  to  a  N( 
release,  since  it  keeps  the 
ing  star  "cutting  edge,"  £ 
his  label.  Virgin  Recor 
massive  54-megabyte  file, 
song  is  pitch-perfect,  in 
trast  to  other  Net 
muddy  quality.  Do\ 
can  take  over  seven 
with  a  28.8  modem  but : 
modems  and  digital  com 
sion  should  eventually  cm 
to  minutes,     Roy  Fart 
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AMD  chips  help  carry  half 
of  all  cellular  phone  calls  in 
Europe.  Chips  that  help  make 
international  communication  - 
of  voice  and  data  -  faster, 
simpler  and  clearer.  Telephone 
networks,  however,  are  just  one 
way  AMD  helps  you  stay  con- 
nected globally.  Today,  our  chips 
help  carry  80%  of  all  Internet 
traffic.  So  whether  by  voice-mail 
or  e-mail,  AMD  helps  keep 
your  ever-changing  schedule 
on-schedule.  Visit  our  website 
or  call  1-800-222-9323. 


AMD  Flash  Memory  chips 
consume  very  little  power  yet  deliver 
the  rugged  performance 
today's  cell  phones  demand. 
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Value  M  IG RATION  IS  PACKED  WITH  THE  CRITICAL 
concepts  of  business  value  creation. 

There's  a  practical  course  of  action  here 
that  every  ceo  must  follow." 

-  Scott  D.  Cook 
Chairman,  Intuit,  Inc. 
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LG  Electronics 

The  future  is  making  sense 


>n  children  won  t  distinguish  between  .earning  and  p.aying.  As  a  leader  in  rnu.timedi 
hno.ogy.  we  I.  be  there  when  he  wants  to  piay.  And  .earn.  That  s  entertamment. 

conductors  *  Computers  '  Office  Automation  'Multimedia  *  Advanced  Audio/Visual  Equipment  *  Home  Appliances 


PRESENTING  A 
STRAIGHTFORWARD, 
NO-NONSENSE 
COMPARISON  OF 
MESSAGING 
PLATFORMS  FROM, 
WELL,  LET  S  SEE  IF 
YOU  CAN  GUESS. 


RETURN  ON  INVESTMENT 

MICROSOFT 
EXCHANGE 

LOTUS 
NOTES8 

Initial  Outlay 

$763 

$547 

Admin.  Costs 

219 

214 

Time  Investment 

4,836 

3,991 

Total  Cost 

5,818 

4,752 

Annual  ROI 

123 

968 

Source:  Qualitative  Cost/Value  Analysis  of  Client/Server  Messaging, 
Creative  Networks  Inc.  5/23/96 

OUT-OF-THE-BOX 
CAPABILITY 

MICROSOFT 
EXCHANGE 

LOTUS 
NOTES 

Security 

Add-on 

Built-in 

Internet/Web 

Add-on 

Built-in 

Standards-X.400,  SMTP 

Add-on 

Built-in 

Calendaring  &  Scheduling 

Add-on 

Built-in 

Full-Text  Search 

Add-on 

Built-in 

Object  Viewers 

Add-on 

Built-in 

"News"  Group 

Not  Available 

Built-in 

Source:  Microsoft  Website  and  Lotus  Website  8/12/96 


For  more  information  (and 
a  clue  as  to  who  paid  for 
this  ad)  visit  our  website 
at  www.lotus.com/compare. 


Readers  Report 


HELPING  MOM  AND  POP 

CONQUER  THE  UNIVERSE  

I  fully  agree  that  small  companies 
need  all  the  help  they  can  get  to  com- 
pete in  the  international  marketplace 
("Small-business  exporters  get  a  boost 
from  Bill,"  Washington  Outlook,  Sept. 
9).  The  Export-Import  Bank  is  pleased 
to  be  working  with  White  House  ad- 
viser Ira  Magaziner  to  promote  small- 
business  exports. 

For  the  past  three  years,  Ex-Im 
Bank  and  the  Small  Business  Adminis- 
tration (sba)  have  been  working  jointly 
and  through  the  Administration's  Trade 
Promotion  Coordinating  Committee.  Ex- 
port Assistance  Centers  have  been 
opened  across  the  country,  where  small 
businesses  can  access  the  services  of  all 
trade-related  federal  agencies. 

At  Ex-Im  Bank,  80%  of  our  transac- 
tions support  small  companies.  Nearly 
21%  of  the  bank's  authorizations  in  fiscal 
1995  was  for  small  business.  Our  guar- 
antees of  working  capital  loans  for  small 
and  midsize  companies  hit  record  highs 
last  year.  And  they  are  up  by  a  third 
for  the  first  half  of  this  year. 

Ex-Im  and  sba  harmonized  our  work- 
ing capital  guarantee  programs,  which 
now  use  the  same  application  form.  We 
are  delighted  with  our  success  so  far 
in  bringing  many  more  small  companies 
into  the  global  trade  arena. 

Maria  L.  Haley 
Director 
Export-Import  Bank 
Washington 

EARL'S  RIGHT 
WITH  THE  WORLD 

A  recent  article  discussed  the  con- 
victions in  Massachusetts  of  two  offi- 
cers of  Kurzweil  Applied  Intelligence 
Inc.  for  fraud  ("Anatomy  of  a  fraud," 
Finance,  Sept.  16).  In  the  artwork  ac- 
companying that  article,  there  is  a  ref- 
erence to  David  Earl,  another  officer, 
and  to  the  fact  that  he  was  indicted  as 
well.  Unfortunately,  the  article  did  not 
reflect  that  Mr.  Earl  was  acquitted  on 
all  charges.  In  essence,  the  jury  found 


CORRECTIONS  &  CLARIFICATIONS 

"Balancing  Work  and  Family"  (Cover  Story, 
Sept.  16)  included  incorrect  figures  for  the' 
typical  costs  to  employers  of  child-care  and 
elder-care  referral  services.  They  are  $2  to 
$3  per  month. 


that  Mr.  Earl  had  not  done  anything 
improper. 

Just  as  important,  I  would  point  out 
that  even  under  the  government's  in- 
dictment, there  were  never  any  allega- 
tions that  Earl  personally  profited  from 
any  of  the  events  transpiring  at  the 
company,  nor  that  he  ever  forged  any 
document  or  knew  of  such  forgeries. 

I  appreciate  the  opportunity  to  clari- 
fy the  record  to  reflect  Mr.  Earl's  inno- 
cence in  this  matter. 

Evan  Slavitt 
Hinckley,  Allen  &  Snyder 
Boston 

A  HALF-EMPTY 

WAREHOUSE  OF  WOES?  

It  is  unfortunate  that  business  week 
packaged  an  essentially  balanced  story 
under  a  misleading  headline,  "A  ware- 
house full  of  woes  at  Fleming"  (The 
Corporation,  Sept.  23),  and  chose  not 
to  include  several  important  steps  that 
Fleming  Cos.  has  taken  to  succeed. 

For  example,  many  of  the  retail  cus- 
tomers using  our  new  marketing  pro- 
gram are  seeing  dramatic,  positive  re- 
sults. The  article  implies  that  few 
retailers  are  embracing  the  program 
and  that  we  have  stopped  all  reengi- 
neeiing  efforts,  which  is  simply  not  true. 

This  year,  we  have  made  improve- 
ments to  our  marketing  plan  and  sup- 
port systems  and  realigned  our  opera- 
tions. Our  company  has  made  great 
strides  in  reengineering.  These  efforts 
are  helping  improve  the  quality  and  ef- 
ficiency of  food  marketing  and  distribu- 
tion for  customers  across  the  country. 

TransfoiTning  our  company  is  a  work 
in  progress,  and  it  goes  far  beyond  most 
familiar  definitions  of  reengineering.  I 
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am  confident  our  team  at  Fleming  h 
to  the  challenge. 

Robert  E.  Stiiii 
Chairman  andH 
Fleming  nh 
Oklahoma  mi 

DON'T  TOUCH 

THAT  LEMONADE,  JUNIOR  1 

In  "A  little  booze  for  the  kiddiO 
(Marketing,  Sept.  23),  you  included  jgi 
Dogs  Lemon  Brew  among  what  I 
termed  "Alcopops  pitched  to  yourH 
drinkers."  The  product  doesn't  fit! 
description. 

Two  Dogs  was  the  first  alcoholic  m 
erage  brewed  from  lemons,  as  you  pS 
erly  pointed  out.  Duncan  MacGillivH 
the  Australian  who  created  it,  hal 
strictly  adult  beverage  in  mind  ffl 
the  start.  The  product  has  a  sophH 
cated  taste — not  the  sweet,  fizzy  cfK 
acter  that  might  be  more  appealinji 
underage  drinkers. 

No  one  under  21  should  drink  In 
Dogs  or  any  other  alcoholic  beveraH 
No  exceptions. 

Seymour  lis 
Managing  DirejS 
Two  Dogs  Brewing  ■ 
New  MB 

I  was  saddened  to  read  your  artft 
pointing  out  that  certain  companies  H 
going  to  add  a  little  alcohol  to  lemons* 
No  amount  of  money  justifies  this  pM 
uct.  What  kind  of  companies  are  braH 
enough  to  employ  this  tactic  to  hi 
children? 

Ruth  Hezzelwli 
St.  Paul,  Mfai 
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Asset  Management 


300  billion 


with 


When  you  have  be 
that  kind  of  money,  you  have  to  perform 
better  than  others. 


AXA  ranks  as  the  third  largest  insurer  with 
$300  billion  in  assets  under  management. 
That's  more  than  600  times  the  amount  of 
just  20  years  ago.  Much  of  this  growth  has 
come  from  The  Equitable  -  our  U.S.  member 
-  whose  outstanding  investment  capabilities 
cover  almost  every  asset  category.  Also 
over  the  same  time,  AXA  has  multiplied  its 
revenues  1 80  times  and  its  total  net  income 
220  times.  Whether  working  for  our  clients, 
or  managing  our  own  operations,  performance 
is  AXAs  priority.  So  its  clear  we  mean  business 
when  we  say : 


Go  ahead 


ou  can  rely  on  us 


INSURANCE  &  INVESTMENT 


WITH  OUR  U.S.  MEMBER, 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

FINISH  PHOTOS 
LIKE  THE  PROS 


New  technology  lets 
you  edit  images 
without  gobbling  up 
hard-disk  space 

Most  of  the  photo- 
graphs in  this  maga- 
zine begin  life  as  or- 
dinary film  in  conventional 
cameras.  A  computer  scans 
the  image  to  convert  it  to  a 
digital  file,  which  can  then  be 
edited  to  resize  or  enhance 
the  image.  It's  a  process  that 
has  becoming  increasingly  fa- 
miliar at  home,  too.  So  why 
are  the  pros'  results  vastly 
better  than  anything  you  can 
achieve? 

The  big  reason,  other 
than  the  skill  of  the  photog- 
raphers, is  the  expensive, 
high-resolution  scanners 
used.  Even  if  you  could 
borrow  a  professional 
scanner,  the  resulting 
files  would  be  so  big 
that  they  would  choke 
your  computer  unless  it 
had  many  megabytes  of  l| 
memory  and  gigabytes  of 
disk  storage. 

fast  WORK.  A  new  technolo- 
gy available  this  fall  should 
give  consumers  a  chance  to 
turn  their  photos  into  high- 
resolution  digital  images 
without  a  heavy  investment 
in  hardware.  The  key  is  a 
new  way  of  storing  images 
as  digital  files  called  Flash- 
Pix. The  developer  are  East- 
man Kodak,  Microsoft, 
Hewlett-Packard,  and  start- 
up Live  Picture.  FlashPix 
economically  loads  only  as 
much  of  the  file  as  you  need, 
but  any  changes  you  make, 
including  cropping,  correcting 
color,  and  getting  rid  of  red- 
eye, will  be  applied  to  the  full 
high-resolution  image  stored 


on  your  hard  drive.  Two  Win- 
dows 95  programs  due  in  late 
October,  Picturelt!  ($69)  from 
Microsoft  and  LivePix  ($99) 
from  Live  Picture  (test  ver- 
sion downloadable  from 
www.livepix.com)  use  Flash- 
Pix to  allow  lightning-fast 
editing. 

First  you  need  a  way  to 
get  the  high-quality  pictures 
into  your  computer.  Con- 
sumer digital  cameras  don't 
provide  sharp  images,  and 
scanning  in  a  conventional 


photo  means  a  loss  of  quality. 
But  stalling  on  Nov.  1,  a  new 
Kodak  service  will  make  top- 
notch  copies  of  a  24-shot  roll 
of  color  film  on  a  FlashPix 
CD  for  about  $20.  Fortunately, 
you  can  leave  all  the  pictures 
but  the  ones  you  are  actively 
editing  on  the  CD;  a  FlashPix 
version  of  a  35mm  shot  takes 
up  about  1.5  megabytes  and 
grows  as  changes  are  made. 

Picturelt!  and  LivePix  are 
both  aimed  at  snap  shooters 


rather  than  serious  photog- 
raphers. Both  focus  heavily 
on  ease  of  use,  offering  a 
very  limited  range  of  special 
effects  and  editing  tech- 
niques. You  can't,  for  exam- 
ple, change  contrast  and 
brightness  in  just  part  of  a 
picture.  But  you  can  easily 
simulate  a  fancy  mounting  or 
put  your  picture  into  a  cus- 
tom calendar. 

Picturelt!  uses  lots  of  step- 
by-step  instructions,  which 
are  helpful  at  first  but  ulti- 
mately a  bit  stifling.  For  ex- 
ample, both  programs  offer  a 
"magic  wand"  that  lets  you 
cut  out  any  section  of  a  pic- 
ture. Initially,  I  found  the 
hand-holding  offered  by  Pic- 
turelt! to  be  helpful,  but  be- 
fore long,  LivePix'  free-form 
wand  seemed  both  easier  and 
more  accurate. 
POSTER  PRINTS.  Once  you've 
finished  a  picture  you  can,  of 
coui^se,  print  it  out  with  a  col- 
or inkjet  printer  (BW — Sept. 
23).  But  good  as  such  print- 
ers are,  they  can't  do  justice 
to  a  LivePix  image.  Another 
Kodak  service  available  in 
November  will  let  you  E-mail 
a  LivePix  file  and  get  back 
photograph-quality 
print,  probably  for 
about  $10  for  an  8- 
inch-by-10-inch  im- 
age. FlashPix  pic- 
tures can  be  blown 
up  much  bigger 
than  most  digital 
images.  Kinko's,  in 
a  deal  with  hp,  will 
print  out  poster-size 
FlashPix  images  for  $15 
or  so  a  square  foot  on  hp 
DesignJet  printers.  FlashPix 
also  are  ideal  for  the  World 
Wide  Web.  A  low-resolution 
version  would  pop  up  quickly 
in  your  browser,  but  if  you 
wanted  to  print  the  picture, 
you  could  download  the  high- 
res  file. 

Additional  software,  new 
services,  and  digital  cameras 
using  FlashPix  are  on  the 
way,  and  I  suspect  it  will 
quickly  become  the  dominant 
format  in  amateur  digital 
photography.  A  hot  market 
is  about  to  get  even  hotter. 
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SNAPSHOTS 
DIGITIZING  AT  HOME  . . . 

FlashPix  makes  it  easier  to  a 
produce  quality  pictures  on  s 
your  PC.  But  what  it  you  just* 
want  to  E-mail  a  snapshot  1 
friends  or  put  a  picture  of 
Susie  on  the  invitation  to  he1' 
birthday  party?  The  EasyPhct 
Drive  for  Windows  from  Storf 
Primax  (415  691-6600)  is  oft 
of  the  easiest  and  cheapest,- 


tools  to  help.  The  $200 
EasyPnoto,  identical  to  a  un| 
included  on  some  Hewlett-  I 
Packard  Pavilion  computers!; 
sits  in  a  bay  like  a  cd-rom  1 
drive  and  scans  snapshots  | 
to  5  inches  by  7  inches.  Qua 
ity,  though  not  up  to  FlashP| 
standards,  is  acceptable  fol 
most  uses.  Adding  the  scan! 
ner  and  an  adapter  card  is  | 
straightforward. 

...  OR  VIA  THE  WEB 

If  you  just  want  to  give  digi 
photography  a  whirl,  you 
might  try  PictureVision's 
PhotoNet  service  (www. 
photonet.com).  Partici patin, 
photofinishers,  including  Ko 
ica  and  Wolf  Camera  &  Vide 
process  your  film  and  digiti 
the  images.  You  get  an  I.D. 
number  that  you  use  to 
retrieve  images  from  Photo- 
Net's  Web  site.  Downloading 
takes  about  a  minute  a  sho 
with  a  28.8-baud  modem.  T 
pictures,  in  standard  JPEG  f< 
mat,  can  be  viewed  or  edite 
with  a  number  of  software 
programs.  Wolf  charges  $6 
put  a  24-exposure  roll  onlin 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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'S  IN  CONTROL? 

Politics  and  the  Sensible  Center 

chard  Darman 

n&  Schuster.  384pp.  $25 


ICK  DARMAN 

riLL  DOESN'T  GET  IT 


7"ou  probably  didn't  know  this,  but 
it  was  Ted  Williams  who  per- 
.  suaded  George  Bush  to  abandon 
388  campaign  pledge  never  to  raise 
Well,  not  Teddy  Ballgame  alone, 
'residents  Richard  Nixon,  Gerald 
,  and  Jimmy  Carter  all  privately 
ed  Bush  that  he  might  never  get  a 
et  deal  without  a  tax  hike.  Just 
e  an  opening-day  outing  at  Balti- 
's  old  stadium,  Bush 
jr  Williams  suggested 
lick,  candid  retreat, 
i  Newt  Gingrich  gave 
the  Big  Wink  just  be- 
he  reneged  on  "Read 
ips:  no  new  taxes" — 
entral  promise  of  his 
dential  race, 
at,  at  least,  is  the  ver- 
proffered  by  Richard 
)arman — a  midlevel 
e  House  aide  to 
Id  Reagan  who  rose 
he  ranks  to  become 
Is  budget  director, 
lan  was,  so  to  speak,  present  at 
reation  of  the  fiscal  crisis  of  the 
.  and  '90s.  And  despite  his  efforts 
idget  chief  to  untangle  the  mess, 
early  deficit  was  $200  billion  high- 
len  he  left  government  than  when 
it  there.  This  from  a  man  who  said 
39  that  if  all  he  did  was  balance  the 
et  during  his  tenure,  "we  won't 
done  much." 

Who's  In  Control?,  Darman  pro- 
his  inside  view  of  the  past  15 
of  budget  politics.  In  it,  he  settles 
f  scores.  And  he  tries  to  explain 
fiscal  policy  failed  so  dismally  dur- 
le  Reagan  and  Bush  years, 
rhaps  the  prime  target  of  Darman's 
is  Gingrich,  who  feuded  with  the 
st  director  over  fiscal  politics  in 
and  succeeded  in  blowing  up  the 
1  version  of  the  Bush  tax-and- 
ling  package  that  year.  Darman 


portrays  the  Speaker-to-be  as  an  un- 
principled, nakedly  ambitious  pol  whose 
dreams  exceed  even  the  Presidency  of 
the  U.  S.  Gingrich,  writes  Darman,  was 
"intoxicated  by  his  own  vision  of  shifting 
power"  and  "might  actually  envision 
himself,  one  day ...  as  a  kind  of  mod- 
em-media-made world  ruler." 

The  blame  game  that  Darman  plays 
is  a  bit  unbecoming.  He  fingers  perfidi- 
ous pols,  double-crossing 
journalists,  and  overly  en- 
thusiastic speechwriters 
for  the  budget  mess  of  the 
past  15  years.  For  in- 
stance, he  recounts  that 
the  fateful  "Read  my  lips" 
line  was  put  into  Bush's 
convention  acceptance 
speech  by  writer  Peggy 
Noonan.  It  was  kept,  says 
Darman,  at  the  behest  of 
campaign  media  guru 
Roger  E.  Ailes  and  other 
political  aides  who  felt  it 
would  make  Bush  seem 
firm  and  direct.  Hardly  a  hint  from  Dar- 
man that  Bush  himself  had  some  re- 
sponsibility for  the  promise. 

When  the  ex-budget  director  shoul- 
ders a  bit  of  the  blame  himself,  his  mea 
culpa  seems  only  perfunctory  self-dep- 
recation. Darman  says  he  opposed  the 
fine,  but  adds:  "I  was  indulging  in  the 
fantasy  of  governing  without  attending 
to  the  prior  imperative  of  winning."  And 
he  quickly  notes  that  while  Noonan  "had 
worked  for  me  in  the  Reagan  White 
House,"  by  the  time  she  penned  the  in- 
famous promise,  "she  no  longer  worked 
for  me.  She  worked  directly  with  the 
Vice-President."  As  is  too  often  said  in 
the  passive  voice  of  Washington-speak: 
"Mistakes  were  made." 

Still,  the  biggest  disappointment  is 
Darman's  attempt  at  the  broad  political 
analysis  that  would  fulfill  the  promise  of 
the  book's  title.  In  his  heyday,  Darman's 
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A  diverse  workforce  is 
the  new  vision  for  success. 
Build  your  corporate  image 
by  supporting  diversity  and 
positioning  your  company 
before  6  million  business 
decision-makers. 
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Beyond  news.  Intelligence. 


A  Division  ofTkMcGrmv-HittCompanies 


You've  seen  it  a  thousand  times,  someone  gets  a  piece 
of  timely  information  and  then  quickly  turns  it  into  a 
powerful  advantage.  Now  it  s  your  turn.  INTRODUCING 
AIRMEDIA  LIVE.  IT'S  NEW.  IT'S  WIRELESS.  We  continu- 
ously broadcast  the  best  of  the  Internet  directly  to  your 
PC,  without  your  needing  to  be  on-line  or  tying  up  a 
phone  line.  AirMedia  Live  Internet  Broadcast  Network 
delivers  breaking  headline  stories  from  sources 
like  Knight-Ridder  and  Reuters,  the  latest  stock 
market  updates  from  financial  sites 
including  Quote.com  and  up-to-the- 
minute  sports  scores  from  services  like 
The  Sports  Network  and  SportsLine.  AirMedia 
Live  never  sleeps— you  get  E-Mail  alerts,  weather 
forecasts,  entertainment  reviews  and 
more.  Beamed  right  into  your  computer. 
DISCONNECT  AND  STAY  INFORMED. 
After  you've  signed  up,  just  go  about 
your  usual  hectic,  "got  no  time  to 
search  the  net"  day  and  leave  the  work 
to  us.  We'll  broadcast  audio  and  visual 
alerts  which  fly  in  wirelessly  hot  off  the 
Internet:  and  appear  above  whatever 
application  you're  using.  Click  on  one 
of  these  alert  icons  and  now  you've  got 
your  finger  on  the  pulse  of  the  web. 
DON'T  SEARCH,  BE  SOUGHT.  So  how  do  you  get  your 
hands  on  this  revolutionary  service?  Simple.  Install  a 
Globai  Village  NewsCatcher  that  includes  our  award 
winning  multimedia  software.  After  all,  knowing  first 
has  its  rewards,  but  only  if  you  act  quickly. 

Visit  us  at  www.airmedia.com  or  call  1-800-AIR-MEDIA. 


NewsCatcher  from  Global  Village  Communication.  Featuring  the  AirMedia  Live  Internet  Broadcast  Network.  Now  available  in  a  computer  store  near  you 


Quote  and  Information  Kit 

6£  InsuronceQuote  Services  offers  free  help  choosing  life 
insurance.  You  provide  basic  information,  and 
InsuranceQuote  compiles  a  detailed  description  of  five 
of  the  lowest-priced,  safest  policies.^' 
— Business  Week 

We  checked  out. ..five  independent  quote  services... 
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insights  were  always  provocativeM 
often  on  the  mark.  In  private,  he  haja; 
uncanny  ability  to  step  back  frourH 
role  in  a  particular  dispute  and  clJku 
analyze  its  long-term  consequences-tan  i 
matter  how  unfavorable  they  mfei 
have  been  for  Reagan  or  Bush. 

But  this  effort  to  reach  for  the  dp-i 
er  meaning  for  American  democradJon 
the  fiscal  politics  of  the  1980s  and  Us; 
falls  flat.  Darman  still  doesn't  get  it  i 

He  concedes  that  within  days  on 
1988  election,  he  and  others  in  the  mr 
Administration  were  looking  for  wajB 
back  away  from  Bush's  no-tax  ya- 
While  the  President  disliked  defiBj 
Darman  concedes  that  Bush  had  lpe 
interest  in  actually  cutting  federal  p- 
grams.  And,  of  course,  he  had  pronM 
not  to  raise  taxes.  So  how  would  ■ 
Administration  get  there  from  hm 
Well,  writes  Darman,  it  required  Jp-i 
forming  "an  awkward  two-step." 

But  this  was  no  ordinary  polrfla) 
shuffle.  By  abandoning  the  pledge,  Bm 
left  a  large  portion  of  American  vom 
with  the  uneasy  feeling  they  had  qH 
lied  to.  To  Darman,  this  wasn't  betraii, 
it  was  merely  poor  management,  "m 
subsequent  violation  of  trust  waH 
problem,"  Darman  blandly  conceds. 
And  finessing  the  lie  was  merely  «• 
other  problem  to  be  managed,  'ip 
White  House  advisers  knew  that  Bl 
would  turn  his  back  on  his  proms, 
Darman  admits.  Their  task  was  to  dit 
in  a  way  that  did  the  least  amounl 
harm  to  his  reelection  chances. 

Thus,  to  Darman,  the  ultimate  di* 
sion  to  abandon  the  promise  backrad 
simply  because  it  was  poorly  execim 
"The  mistake  we  made  was  tactia" 
he  explains.  "It  was  a  matter  of  tirng 
and  presentation.  We  never  should  hre 
allowed  the  press  release  to  go  a 
when  we  did."  It  was,  according  to  le 
old  Harvard  business  school  grad,  jro 
another  case  study  gone  awry. 

Darman,  the  Robert  McNamaraif 
fiscal  policy,  misses  the  point.  The  pie 
of  "Read  my  lips"  can't  be  caleulaki 
just  in  deficit  dollars.  Instead,  it  mjl 
be  measured  in  the  deepening  cynical 
of  the  American  public.  Having  b« 
lied  to  again  and  again,  is  it  any  wH 
der  that  voters  have  lost  faith  in  gfj 
eminent?  Voters  didn't  turn  their  b;k 
on  Bush  in  1992  because  he  raised  tnP 
taxes.  They  abandoned  him  because je 
deceived  them.  Darman,  of  courf, 
knows  that.  But  like  McNamara  P 
Vietnam,  he  just  can't  bring  himselaj 
say  it  in  public. 

BY  HOWARD  GLECKMN 

Gleckman  covers  fiscal  policy  fry 
Washi)igton. 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


TIME  TO  CUT  GOVERNMENT 
A  SMALLER  SLICE  OF  THE  PIE 


BURDEN: 

With  about 
one  dollar 
in  three 
passing 
through 
government 
hands,  the 
economy  loses 
a  lot  of  juice 


- 


Does  government  have  an  optimum 
size?  Yes.  declare  economists  Richard 
W.  Rahn.  Harrison  W.  Fox.  and  Lynn 
H.  Fox  in  a  recent  study  for  the  Yemon  K. 
Krieble  Foundation.  Looking  at  data  for  57 
countries  over  a  43-year  period  and  citing  a 
number  of  other  studies,  the  economists  con- 
clude that  in  the  U.  S.  today,  government 
spending  as  a  percentage  of  gross  domestic- 
product  is  much  too  large  to  maximize  eco- 
nomic growth. 

There  are  two  reasons  why.  The  first  is 
that  government  uses  resources  less  produc- 
tively and  efficiently  than  the  private  sector. 
With  about  one  dollar  in  three  passing 
through  government  hands,  the  economy  los- 
es a  lot  of  juice.  The  second  reason  is  that 
fewer  resources  are  brought  to  market  be- 
cause of  the  tax  and  regulatory  burden  that 
extracts  such  a  large  share  of  gdp  from  pro- 
ducers. 

Rahn.  Fox.  and  Fox  find  that  a  country 
pays  a  stiff  premium  in  terms  of  reduced  eco- 
nomic growth  once  government  expenditure 
exceeds  10%  to  15%  of  gdp.  With  total  gov- 
ernment expenditures  at  about  32%  of  gdp 
today,  a  substantial  reduction  in  government's 
claims  is  required  for  the  economy  to  reach 
its  growth  potential. 

Some  will  demur,  arguing  that  the  study's 
conclusion  implies  that  the  government  is  far 
too  large.  However,  by  historical  standards,  a 
government's  claim  to  15%  of  gdp  is  high.  A 
decade  after  the  end  of  World  War  I.  in  the 
U.  S..  total  government  spending  (state,  lo- 
cal, and  federal)  was  less  than  10%  of  the 
gross  national  product.  Of  this  amount,  only 
about  2.5%  was  federal  spending — about  the 
same  as  in  1910. 

forked  TONGUE.  The  real  issues  is:  Why  trust 
government  with  even  10%  of  gdp?  This  ques- 
tion should  not  startle  anyone.  Even  demo- 
cratic governments  fail  to  trust  the  people 
in  whose  names  they  govern  and  lie  about  the 
most  fundamental  matters.  For  example,  it 
has  recently  come  to  light  from  the  testimony 
of  former  Soviet-bloc  intelligence  officials  and 
the  release  of  formerly  classified  records  that 
the  U.  S.  government  has  lied  since  the  days 
of  President  Eisenhower  about  the  grim  fate 
of  our  pows  in  Xorth  Korea  and  Yietnam. 
Xo  one  would  buy  a  used  car  from  a  politi- 
cian: it  makes  even  less  sense  to  trust  our 
health,  education,  and  retirement  to  a  gov- 
ernment that  won't  come  clean  about  the  fate 


of  the  soldiers  whom  it  sends  off  to  war. 

European  governments  trust  their  peo; 
even  less  and  thereby  warrant  less  t: 
themselves.  They  have  been  caught  ste 
the  sovereignty  of  their  nations  by  ve 
the  power  of  law  in  the  European  Co: 
sion.  which  consists  of  unelected  bureau 
The  political  union  of  European  nations  is 
ing  achieved  by  deception.  Political  le; 
claimed  that  the  aim  was  a  common 
ket — an  economic  union — and  "there  is 
question  of  any  erosion  of  essential  nati 
sovereignty."  to  quote  the  British  gov 
ment's  official  White  Paper. 
CONTINENTAL  DRIFT.  Sir  James  Goldsmith 
exploded  this  fiction.  In  recent  speeches] 
quotes  the  architects  of  the  European  U 
showing  that  their  explicit  aim  from  the 
ginning  was  political  fusion.  Jean  Monnet, 
movement's  patron  saint,  set  out  the  p. 
European  nations  could  be  turned  into  one 
perstate  without  the  various  nationalities 
demanding  what  was  happening.  This  re 
would  be  accomplished  by  successive  st 
described  as  having  only  economic  purp< 
These  steps  would  lead  to  a  single  currei 
and.  thereby,  to  a  single  economic  policy. 
Monnet  put  it:  "This  fusion  would  compel  W\ 
tions  to  fuse  their  sovereignty  into  that  c  TjTj 
single  European  state." 

Goldsmith  quotes  former  French  Fore 
Minister  Claude  Cheysson  saying  that  '  flyl 
European  Union  achieved  through  the  Ma  ^ 
tricht  agreement  could  not  have  be 
achieved  through  democratic  means.  He  ci 
former  British  Prime  Minister  Sir  Edw; 
Heath's  admission.  17  years  after  he  had 
sured  the  British  people  there  would  be 
sacrifice  of  sovereignty,  that  the  real  intent 
all  along  was  the  political  union  of  Euro 
According  to  Goldsmith,  former  French  Pri 
Minister  Raymond  Barre  was  perplexed! 
the  idea  that  the  French  people  should  1 
consulted:  "I  never  have  understood  why  pa 
he  opinion  about  European  ideas  should  3 
taken  into  account." 

Xo  one  would  trust  10%  of  his  money  tm 
broker,  investment  adviser,  or  mutual-ful 
manager  who  had  a  history  of  deceiving 
clients.  Why  trust  even  larger  sums  to  g( 
emments  that  he  about  something  as  basic 
national  sovereignty?  Even  the  10%  to  15% 
gdp  that  Rahn.  Fox.  and  Fox  are  content 
leave  in  government's  hands  is  more  th 
government  can  be  trusted  with. 


To  do  that  requires  consumer-focused  tech- 
nology solutions  -  the  most  important  of  which 
are  Relationship  Management  Systems. 

These  systems  enable  all  the  data  generated 
by  customer  transactions  to  be  collected  and 
analyzed. 

One  benefit  of  this  is  that  the  behavior  patterns 
of  customers  who  have  left  can  be  analyzed  -  and 
those  patterns  identified  when  they  develop  in 
existing  customers.  Those  customers  can  then  be 
targeted  with  the  products  and  services  which  they 
may  have  been  planning  to  buy  elsewhere. 

Nobody  is  better  equipped  than  NCR  to  supply 
this  technology  because  it's  always  been  our 
philosophy  to  approach  projects  from  the 
consumer's  perspective.  In  doing  so,  we've  gained 
a  unique  and  unrivaled  understanding  of 
consumer  behavior.  So,  when  consumers  are 
making  life  harder  for  banks,  we  can  apply  the 
solutions  necessary  for  banks  to  make  life  easier 
for  consumers. 

One  way  in  which  this  expertise  will  grow  is 
at  the  NCR  Financial  Services  Knowledge  Lab  in 


There  was  a  time  when  people  stayed  with  their  bank  London.  It's  a  dedicated  research  facility  where, 

for  life.  along  with  our  customers  and  other  commercial  and 

Then  banking  entered  the  Age  Of  The  Consumer  and  academic  partners,  we  will   constantly  develop  new 

now  people  can  switch  banks  at  will  or  give  their  business  insights  into  the  hearts  and  minds  of  financial  consumers, 
to  the  vast  array  of  new  financial  service  suppliers.  To  predict   the  future  with   NCR,  email   us  at: 

Those  customers  are  more  likely  to  remain  loyal  if  they  banking.solutions@unitedkingdom.ncr.com  or  visit  our 

are  offered  the  right  product,  at  the  right  time,  and  web  site:  www.ncr.knowledgelab.com 

through  the  right  channels.  NCR.  Banking  Solutions  in  the  Age  Of  The  Consumer. 
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Economic  Trends 


BY  GENE  KORETZ 

BEHIND  SURGING 
U.S.  ILLEGITIMACY 

The  demise  of  shotgun  marriages 

The  statistics  are  stark.  Since  the 
mid-1960s,  the  share  of  vrhite  chil- 
dren born  out  of  wedlock  has  soared 
sixfold,  to  nearly  20%.  and  the  black  il- 
legitimacy rate  has  tripled,  to  66%. 
These  trends  are  a  major  contributor 
to  the  high  rate  of  poverty"  and  related 
social  ills  that  plague  the  nation. 

Can  they  be  reversed?  Some  social 
critics  argue  that  coming  welfare  cuts 
will  deter  poor  single  women  from  hav- 
ing babies.  But  a  new  study  by  George 

THE  RISING  TIDE  OF 
OUT-OF-WEDLOCK  BIRTHS 


I96>    1S7D-     lS7b-     1980-    1»-  MSB- 
'S     74       TS       W  '89 
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A.  Akerlof  of  the  University  of  Califor- 
nia at  Berkeley  and  Janet  Yelleru  cur- 
rently a  member  of  the  Federal  Re- 
serve's board  of  governors,  suggests 
that  such  cuts  are  likely  to  have  little 
impact  on  illegitimacy  and  could  well 
make  things  worse. 

The  two  economists  reject  current 
theories  that  attribute  the  rise  in  out-of- 
wedlock  births  to  overly  generous  wel- 
fare benefits  and  the  poor  job  prospects 
of  less  educated  young  black  men.  They 
note,  for  example,  that  iuegitimaey  rose 
most  sharply  in  the  1970s  and  19S0s. 
just  as  real  welfare  benefits  were  falling. 
And  marriage  rates  among  better  edu- 
cated young  black  men  have  also  de- 
clined substantially. 

Rather.  Akerlof  and  YeHen  argue  that 
a  technology  shock — the  availability  of 
the  pill  and  the  legalization  of  abortion 
in  the  late  1960s  and  early  1970s — weak- 
ened the  bargaining  leverage  of  unmar- 
ried young  women  in  their  sexual  rela- 
tions. Before  these  changes,  young 
women  engaging  in  premarital  sex  were 
able  to  extract  promises  of  marriage 
2  :r.  their  partners  ir.  the  ever.:  that  a 
premancv  ensued.  Now.  however,  both 


women  and  men  could  engage  in  sex 
without  fear  that  a  child  might  result. 

The  upshot  was  a  fall  in  fertility — and 
paradoxically  a  rise  in  out-of-wedlock 
births.  Here's  why:  The  sexual  freedom 
embraced  by  many  single  women  left 
others  who  were  opposed  to  contracep- 
tives and  abortions  (or  were  ignorant 
of  their  use)  with  no  bargaining  power 
in  their  relations  with  young  men.  And 
once  pregnant,  they  could  hardly  use  a 
condition  that  could  be  terminated  as 
an  argument  for  marriage. 

In  other  words,  write  Akerlof  and 
YeHen.  the  implicit  male-female  contract 
over  sex  was  changed  in  a  way  that 
spurred  illegitimacy.  Specifically,  the  in- 
cidence of  shotgun  marriages  declined 
sharply.  Whereas  52^  of  babies  con- 
ceived out  of  wedlock  were  born  to  mar- 
ried couples  in  the  early  1960s,  the 
share  fell  to  just  27%  in  the  early  1990s. 

Thus,  given  changing  sexual  and  so- 
cial norms,  the  authors  doubt  that  cut- 
ting welfare  benefits  will  reduce  illegit- 
imacy very  much.  A  better  strategy, 
they  say.  would  be  to  provide  single 
women  with  easier  access  to  birth-con- 
trol information  and  devices.  And  to 
force  fathers  to  support  their  out-of- 
wedlock  offspring.  That  would  at  least 
give  men  a  strong  economic  incentive  to 
avoid  fathering  such  children. 


DO  WAGES  PISH 
LP  PRICES? 

Studies  say  it's  the  other  way  'round 

It's  just  possible  that  the  Federal  Re- 
serve's recent  decision  to  forgo  an  in- 
terest-rate hike  was  influenced  by  two 
articles  published  by  regional  Fed  banks 
early  this  year.  The  articles  focused  on 
the  relationship  between  wages  and  sub- 
sequent inflation — the  very  issue  that 
reportedly  inspired  a  number  of  the 
Fed's  regional  bank  presidents  to  press 
for  monetary  tightening. 

The  first  article,  pubhshed  by  the  San 
Francisco  Fed.  reported  that  price 
changes  appear  to  predict  future  wages, 
"while  wage  changes  do  not  have  much 
effect  on  prices."  The  second,  by  the 
Dallas  Fed.  found  that  inflation  tends 
to  precede  wage  growth,  not  vice  versa. 

Ironically,  the  authors  of  both  studies 
used  their  findings  to  argue  that  recent 
slow  wage  growth  didn't  mean  that  in- 
flation would  stay  low.  (Since  then, 
wages  have  picked  up  a  bit.)  But  obvi- 
ously the  reverse  also  applies:  Recent 
faster  wage  growth  doesnt  necessarily 
mean  that  inflation  will  accelerate. 


AN  INFLATION 
ALARM  RINGS 

Producer  prices  seem  set  to  ris , 

The  financial  markets  may 
ceive  a  jok.  Based  on  his  o 
vance  survey  of  price  trends. 
Ratajczak  of  Georgia  State  U 
predicts  that  the  producer  price 
for  September  will  show  a  0.4% 
More  important,  he  predicts 
core  ppi.  which  excludes  food  and 
gy  prices,  will  also  jump  0.4%. 

Ratajczak  attributes  part  of 
nation  surge  to  seasonal  ad  jus 
auto  prices,  which  declined  less 
usual  because  of  early  discounti 
August.  Overall,  inflation  at  the 
ducer  level  seems  to  be  intensi 
only  "very  gradually."  StilL  the 
tember  reading  "should  be  eno^ 
dissipate  any  doubts  that  the  Fed! 
act  to  raise  rates  in  November.*" 


THE  WORLD  ISN" 
THEIR  OYSTER  YT 
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ultinaticnals  thrive  most 


A  SLOBAlfZATW 
SC0REC4RD 


The  popular  view  that  muMnat 
corporations  are  gradually  as 
ing  control  of  the  global  econon 
highly  exaggerated,  report  econa 
Robert  E.  Lipsey.  Magnus  Blomst 
and  Eric  D.  Ramstetter  in  a  Nal 
Bureau  of  Economic  Research  wo 
paper.  They  find  that  multinatk 
both  big  and  small,  accounted  for  n 
ly  22%  of  the  world's  output  in  IX 
about  the  same  as  they  did  at  the 
t^^— — 

To  be  sure,  for- 
?:z~  affiliates' 
share  of  world 
economic  output 
has  risen  slightly 
over  the  years 
(mainly  in  the  in- 
dustrial sector). 
But  only  a  third 
of  the  production 
of  multinationals — 
and  less  than  a 
q uar.er  of  the  out- 
put of  U.  S.  and 
Japanese  multina- 
tionals—  takes 
place  outside  of 
their  home  countries 


The  vast  maj 
ty  of  world  production."  conclude 
authors,  "is  still  carried  out  by  natic 
producers  within  their  own  borders. 


)ur  Business  Is  Helping  Y)urs 
See  More  Clearly 
Than  The  Competition. 

Both  you  and  your  competition 
have  similar  goals  in  sight.  And 
who  gets  there  first  will  depend 
on  who  has  a  sharper  vision  of 
the  future. 

GE  Capital  Services  can  help 
you  provide  your  customers  with 
more  value-giving  you  the 
competitive  edge.  Like  helping  a 
major  auto  company  develop  a 
nationwide  leasing  program 
in  60  days,  which  involved  the  successful  training  of  54  dealers.  Or  helping  a  membership  warehouse 
'  achieve  growth  through  sales  while  allowing  commercial  customers  to  buy  on  credit  for  the  first  time. 
At  GE  Capital  Services,  were  26  diversified  businesses.  Each  one  is  dedicated  to  developing  and  delivering 
lucts  and  services  that  help  you  see  opportunities  before  the  competition.  Give  us  a  call  at  1-800-243-2222. 
'  see  what  the  competition  cant. 

W  GE  Capital  Services 

Our  Business  Is  Helping  Yours' 

AMERICOM  •  AUTO  FINANCIAL  SERVICES  •  AVIATION  SERVICES  •  COMMERCIAL  EQUIPMENT  FINANCING  •  COMMERCIAL  FINANCE 
COMMERCIAL  REAL  ESTATE  FINANCING  AND  SERVICES  •  CONSOLIDATED  FINANCIAL  INSURANCE  •  CONSUMER  FINANCIAL  SERVICES 
EMPLOYERS  REINSURANCE  CORPORATION  •  EOUITY  CAPITAL  GROUP  •  FINANCIAL  GUARANTY  INSURANCE  COMPANY  •  FLEET  SERVICES 
GE  CAPITAL  HAWAII  •  GENSTAR  •  GLOBAL  CONSUMER  FINANCE  •  GLOBAL  PROJECT  &  STRUCTURED  FINANCE  •  GNA  •  MODULAR  SPACE 
MORTGAGE  INSURANCE  •  MORTGAGE  SERVICES  •  PENSKE  TRUCK  LEASING  •  RAILCAR  SERVICES  •  RETAILER  FINANCIAL  SERVICES 
TECHNOLOGY  MANAGEMENT  SERVICES  •  TIP/TRANSPORT  INTERNATIONAL  POOL  •  VENDOR  FINANCIAL  SERVICES 
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rIAT  LAZY  SUMMER 

3ULD  MEAN  A  LIVELY  WINTER 

nsumers  may  be  socking  it  away  for  a  happy  holiday 


us.  ECONOMY 


SPENDING  SLOWS. 
UT  INCOME  SPURTS 


■  REAL  CONSUMER 

SPENDING 
B  REAL  AFTERTAX  INCOME 


Consumer  confidence  jumps. 
Durable  goods  orders  plunge, 
home  sales  surge.  The  purchasing  managers'  index 
For  two  months  now,  the  economic  data  have 
oed  from  one  extreme  to  the  other.  The  results 
i  been  volatile  markets,  tentative  policymakers, 
a  debate  among  economists  that  just  won't  die:  Is 
economy  slowing  enough  to  quell  worries  about 
tion  and  interest  rates,  or  isn't  it? 
le  answer,  at  least  for  the  third  quarter,  is  becom- 
:lear.  Economic  growth  slowed,  perhaps  sharply, 
gross  domestic  product  won't  be  reported  until 
30,  but  it  appears  to  have  struggled  to  grow  2%, 
wing  the  second  quarter's  4.7%  surge. 

Dissecting  the  monthly  data 
reveals  this  picture  of  the 
third  quarter:  Consumer 
spending,  about  two-thirds  of 
gross  domestic  product,  rose 
at  an  annual  rate  of  only 
about  1%.  A  drop  in  outlays 
for  residential  building  appears 
to  have  offset  a  gain  in  busi- 
ness construction.  Federal 
government  outlays  probably 
fell,  after  their  shutdown-dis- 
id  second-quarter  jump.  And  the  trade  deficit  was 
j  drain.  All  in  all,  final  demand  slowed  significantly. 

1  the  plus  side  of  GDP,  there  isn't  much.  Capital 
iding  for  equipment  appears  to  have  advanced 
it  in  line  with  the  second  quarter's  moderate  pace. 
>ably  the  biggest  contributor  to  third-quarter  GDP 
a  significant  pickup  in  inventory  growth. 

EVEN  IF  THIRD-QUARTER  GROWTH  was  poky, 

fnore  important  question  is  whether  the  slowdown 
continue  into  the  fourth  quarter.  And  when  looking 
le  autumn  quarter,  consider  some  things  that  aren't 
rident  in  the  GDP  math. 

rst  of  all,  tight  labor  markets  and  expanding  pay- 
are  generating  wage  gains  in  excess  of  inflation  for 
irst  time  in  a  decade.  As  a  result,  real  aftertax  in- 

2  in  the  third  quarter  likely  rose  at  the  fastest 
terly  rate  in  more  than  two  years  (chart). 

icond,  because  of  increased  job  security  and  rising 
hasing  power,  home  buying  is  still  in  vogue.  Sales 
aw  single-family  homes  rose  to  a  ten-year  high  in 
ust  as  higher  mortgage  rates  failed  to  dent  afford- 
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ability  (chart).  The  stubborn  strength  in  housing,  the 
most  rate-sensitive  sector,  suggests  that  the  third- 
quarter  dip  in  GDP  growth  has  nothing  to  do  with  this 
year's  runup  in  long-term  interest  rates. 

Third,  the  economy  has  never  slowed  in  a  lasting- 
way  without  a  slowdown  in  manufacturing.  But  third- 
quarter  industrial  production  rose  strongly.  Through 
August,  new  orders  were  well  above  their  second- 
quarter  level,  and  unfiDed  orders  are  rising.  Finally,  add 
to  this  the  news  that  the  index  of  leading  indicators 
rose  for  the  seventh  month  in  a  row  in  August  to  a 
new  high.  All  this  argues  that  real  GDP  could  easily 
bounce  back  above  3%  in  the  fourth  quarter. 

NO  SECTOR  SEEMS  MORE  POISED  for  a  fourth 

quarter  rebound  than  consumer  spending.  Shoppers 
took  the  summer  off.  They  were  probably  too  busy 
enjoying  all  the  stuff  they  bought  in  the  first  half, 
when  real  consumer  spending  on  goods  and  services 
rose  at  a  3.5%  annual  rate.  That  was  the  biggest  two- 
quarter  increase  in  S14  years  and  a  pace  that  will  be 
hard  to  maintain. 

Real  outlays  in  August  did  rise  a  healthy  0.5%  from 
July,  but  they  were  flat  in  July  and  had  fallen  0.6%  in 
June.  The  monthly  pattern  sets  up  some  tough  math  for 
the  third-quarter  average  to  overcome.  However,  out- 
lays this  quarter  should  compare  favorably  with  the 
third  quarter  if  spending  continues  to  improve. 

And  why  shouldn't  it?  Per- 
sonal income  rose  a  healthy 
0.6%  in  August,  and  after  ad- 
justments for  inflation  and  tax- 
es, real  disposable  income  in- 
creased 0.5%  in  the  month. 
For  the  quarter,  even  a  mod- 
est advance  in  September, 
which  seems  likely,  will  result 
in  a  5%  annual  rate  of  in- 
crease in  real  income,  the  best 
showing  since  1994. 

In  fact,  over  the  past  year,  real  income  has  risen  3%, 
nearly  a  percentage  point  faster  than  the  2.1%  growth 
in  real  consumer  spending.  As  a  result,  the  savings 
rate  is  up,  averaging  5.3%  for  the  past  three  months. 
That's  the  highest  it  has  been  for  any  three-month  pe- 
riod in  the  last  3!^  years.  Consumers  have  been  able  to 
spend  more  and  save  more  at  the  same  time. 

Some  of  that  extra  cash  may  well  be  going  toward 
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paying  off  old  debts  before  consumers  add  new  ones 
this  Christmas.  The  current  combination  of  low  job- 
lessness, growing  payrolls,  rising  incomes,  low  infla- 
tion, and  high  confidence  is  the  best  compilation  of 
consumer  fundamentals  prior  to  any  holiday  shopping 
season  in  recent  memory. 

THAT  MIX  ALSO  EXPLAINS  why  housing  remains 
surprisingly  strong.  It's  now  evident  why  builders  con- 
tinue to  start  new  homes  at  a  rapid  clip:  They  are 
selling  like  hot  cakes.  Sales  of  new  single-family  homes 
rose  4.7%  in  August  to  an  annual  rate  of  832,000,  the 
highest  level  since  April,  1986.  The  July  sales  gain 
was  revised  even  higher.  Sales  in  both  July  and  August 
were  widely  expected  to  drop  sharply. 

To  be  sure,  housing  demand  will  not  maintain  its 
current  pace  in  coming  months.  Builders  reported  a 
slower  pace  of  activity  in  September.  Still,  through 
the  week  ended  Sept.  20,  the  four-week  average  of 
the  Mortgage  Bankers  Association  of  America's  index  of 
mortgage  applications  to  buy  a  home  stood  at  the  high- 
est level  of  the  year.  And  home  prices  are  rising  much 
faster  than  inflation  for  the  first  time  in  years. 

The  refusal  of  housing  to  buckle  under  and  the  gen- 
erally strong  consumer  fundamentals  are  chief  reasons 
why  the  manufacturing  sector  will  keep  on  humming 
this  fall.  The  National  Association  of  Purchasing  Man- 
agement gave  a  mixed  reading  of  industrial  activity  in 


GERMANY 


September.  The  napm's  composite  index  of  orders 
duction,  employment,  delivery  speeds,  and  invent! 
eased  to  51.7%  last  month  from  52.6%  in  A| 
(chart).  But  a  reading  greater  than  50%  means  tha 
tory  activity  is  rising. 

The  napm  said  that  orders  picked  up  speed,  a 
that  perhaps  the  large  3.1%  drop  in  August  ordeij| 
durable  goods  reported  by  the  Commerce  Dept 
not  indicative  of  the  trend.  Indeed,  so  far  in  the 
quarter,  bookings  are  still  rising  at  a  4!^%  annual 
above  the  second-quarter  level.  And  excluding  airi 
orders  for  capital  goods  are  up  at  a  12%  rate. 

As  long  as  production  lines 
in  manufacturing  are  rolling, 
capital  spending  will  stay 
strong,  especially  amid  healthy 
profits.  With  inventories  al- 
ready low  relative  to  sales, 
further  gains  in  orders  and 
output  seem  likely.  And  until 
job  and  income  growth  slows, 
consumer  spending  will  not 
cool  off  in  a  lasting  way,  and 
housing  will  remain  buoyant. 

So  the  bottom  line  is  tliis:  The  past  is  not  always 
logue.  And  just  because  third-quarter  real  gdp  grc 
looks  like  2%,  don't  be  too  quick  to  pencil  in  another 
for  the  fourth  quarter. 
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WILL  THE  BUBA  TRIM  RATES?  NOT  LIKELY 
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With  the  German  economy 
showing  more  potency,  the 
door  is  slowly  closing  on  further 
cuts  in  interest  rates. 

Real  gross  domestic  product 
grew  at  a  solid  quarterly  rate  of 
1.5%  in  the  second 
quarter,  after  unusual- 
ly harsh  weather 
helped  to  drag  down 
first-quarter  gdp.  And 
the  latest  data  show 
that  manufacturing 
likely  pumped  up 
third-quarter  growth. 
Industrial  output  rose 
0.8%  in  August,  the 
sixth  gain  in  a  row. 

In  addition,  business  optimism 
is  improving.  The  ifo  economic  in 
stitute's  business  climate  index  in- 
creased from  94  in  July,  to  94.4  in 
August,  a  nine-month  high.  The 
expectations  component  has  been 


INFLATION  SHOWS 
STEADY  IMPROVEMENT 
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rising  steadily.  And  after  a  shaky 
winter,  exports  are  coming  back, 
helped  by  the  weaker  mark.  The 
industrial  bounceback  has  prompt- 
ed private  economists  to  revise 
upward  their  gdp  forecast,  with 
growth  expected  at 
1.1%  in  1996  and  2.1% 
in  1997. 

Consumer  spending 
appears  soft,  but  clear 
evidence  will  have  to 
wait  until  the  govern- 
ment finishes  revamp- 
ing its  retail  sales 
data.  Still,  high  unem- 
ployment, last  year's 
tax  increases,  and 
growing  job  insecurity  are  hardly 
supports  for  solid  spending.  The 
jobless  rate  for  all  Germany  re- 
mained at  10.3%  in  August. 

The  improving  economy  has 
whittled  down  hopes  that  the 


Bundesbank  will  trim  short-tern 
rates.  Cuts  look  especially  unlik 
ly  since  the  key  M3  money  supp 
in  August  grew  at  an  annual  ral 
of  8.7%  from  the  fourth  quarter, 
far  above  the  Buba's  target.  On 
Sept.  25,  Buba  Vice-President 
Johann  W.  Gaddum  said:  "We  co 
sider  the  current  interest-rate 
level  to  be  appropriate  in  view  ( 
the  current  economic  situation." 

But  a  rate  cut  cannot  be  entir 
ly  ruled  out.  Consumer  prices  in 
Germany  rose  just  1.4%  in  the 
year  ended  in  August  (chart).  A) 
export-dependent  manufacturers 
will  benefit  if  lower  rates  help  tc 
weaken  the  mark  further.  Other 
European  central  banks,  mean- 
while, are  moving  ahead.  The 
Swiss  National  Bank  surprised 
the  financial  markets  on  Sept.  26 
by  slashing  its  discount  rate  fror 
1.5%,  to  an  18-year  low  of  1%. 
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INTRODUCING  DESKTOP  COMPUTING  WITHOUTTHE  DESKTOP 


1DERSTAND 


When  you're  in  die  courtroom  you  use 
best  means  of  communication  there  is.  Your  voice, 
back  in  the  office  you  re  chained  to  a  keyboard, 
df  ln* t  it  be  great  if  you  could  talk  to  your  computer 
le  you  got  on  with  the  things  you  need  to  do  to  build 
r  case?  Does  that  sound  impossible'.''  Well  not  any- 
•e,  because  we've  incorporated  IBM  VoiceType  speech 
)gnition  technology  into  the  best  desktop  operating 
em  solution  money  can  buy:  OS/2 "  Warp  4.  So  you 
have  hands-free  e-mail,  voice  Internet  navigation, 
n  dictation  into  most  all  your  applications.  All  at  the 
nd  of  your  voice.  Which  means  you  can  get  on  with 
r  work  while  you  get  out  lrom  behind  your  desk. 


With  its  new  graphic  interlace,  OS/2  Warp  4  is  the 
ultimate  network  computing  solution  lor  connecting 
almost  anything,  from  just  about  anywhere.  A  couple  of 
mouse  clicks  and  you're  into  drives,  printers,  networks, 
servers  and  Welt  pages.  It  even  comes  with  Java"  runtime 
so  you  can  run  Java  applets  from  your  desktop  without 
a  browser.  And  now  you  can  download  a  native 
OS/2  Warp  4  version  of  Netscape  Navigator "  from  our 
website  at  no  charge.*  So.  either  in  the  office  or  on  the 
road,  there's  no  better  universal  client.  And  what  could 
be  better  than  a  perfect  client? 


Solutions  for  a  small  planet  " 


[  get  |  a  free  interactive  demo  CD  that  allows  you  to  experience  the  benefits  of  "hands-free  computing" 
by  visiting  our  website  at  www.software.ibm.com/info/w404,  or  call  1  800  357-8830. 


Son  IBM  reserves  the  right  to  modify  or  withdraw  mis  promotion  at  any  'ime  iBM  and  OS'2  are  registered  trademarks  and  VoiceType  am  Solutions  tor  a  small  Wane!  are  trademarks  o!  International  Business  Machines  Corporation  Netscape  Navigator  is  a  lodemam  ol 
!  Communications  Corporation  Java  is  a  trademark  o!  Sort  Microsyste  ms,  Inc  ©  t9S6  IBM  Corp  AM  rights  reserved 


News:  Analysis  &  Commentary 


VIOLENCE  IN 
ISRAEL:  THE 
PRICE  TAG 

Tiie  Arab-Israeli  peace 
process  remains  danger- 
ously stalled  despite 
attempts  to  restart  it  at 
the  White  House  summit 
Oct.  2.  The  price  for  reneg- 
ing on  peace  has  soared: 


ECONOMIC 
DISINTEGRATION 

Coordination  of  Middle 
East  economies,  necessary 
before  a  200-million-strong 
market  can  develop,  will 
halt.  Major  regional 
infrastructure  projects, 
such  as  highways,  pipe- 
lines, and  power  plants, 
could  be  postponed. 


DEFENSE  DRAIN 

Middle  Eastern  countries 
will  feel  compelled  to 
increase  military  spending, 
further  straining  their 
fragile  economies  and 
diverting  funds  from  social 
and  education  programs. 
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Mideast  turmoil  is 
roiling  economies 
near  and  far 


■  t  was  just  another  little-noticed  ca- 
I  sualty  of  the  collapsed  Middle  East 
H  peace  process.  Crown  Prince  Has- 
H  san,  the  bookish  brother  of  Jordan's 
King  Hussein,  had  invited  academics 
and  government  officials  from  Israel  and 
the  Arab  world  to  the  ancient  city  of 


Petra,  deep  in  the  Jordanian  desert,  for 
a  two-day  retreat  in  early  October.  But 
after  the  worst  Israeli-Palestinian  blood- 
shed in  years,  the  normally  moderate 
Jordanians  canceled  the  meeting.  Ironi- 
cally, Hassan  had  called  the  Petra  get- 
together  "Fears  of  Peace." 

Fear  has  overtaken  hope  in  the  Mid- 
dle East  with  frightening  speed.  Presi- 
dent Bill  Clinton's  hastily  called  Wash- 
ington summit  Oct.  1-2  seems  to  have 
succeeded,  at  least  for  now,  in  heading 
off  an  explosive  collision  between  Is- 
raeli Prime  Minister  Benjamin  Ne- 
tanyahu and  Palestinian  leader  Yassir 
Arafat.  But  it  will  take  more  than  that 


to  get  Arabs  and  Israelis  seriously 
on  the  peacemaking  track.  After  a 
and  a  half  of  discussions  among 
leaders,  a  cordial  meal,  and  all-nii 
marathon   talks   by  aides,   all  t 
emerged  was  a  reiteration  of  the  p 
tions  that  have  polarized  the  two  si 
for  months.  And  a  promise  to  contiil 
talking. 

That  doesn't  bode  well  for  the  nil 
round  of  negotiations  set  for  Oct.  t 
Erez,  on  the  Israeli-Gaza  border. 
Clinton  tried  to  put  a  positive  spin 
the  outcome,  claiming  Netanyahu  lA 
Arafat  reached  a  higher  level  of  undft 
standing,  he  conceded:  "The  probles 
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ON  THE  WEST 
BANK:  A  MolotOV 
cocktail  heads 
toward  an  Israeli 
tari/t  f 


still  there.  The  differences  are  still 
e."  Netanyahu  and  Arafat,  adds 
>ard  W.  Murphy,  a  senior  fellow  at 
Council  on  Foreign  Relations,  "are 
ds  apart." 

new  confrontation  between  Israel 
the  Palestinians  would  almost  sure- 
e  bloodier  than  the  four  days  of 
lict  in  late  September  that  left  73 
I  and  hundreds  wounded.  Another 
>urst,  Israeli  intelligence  officials 
n,  would  ignite  already  rocky  rela- 
5  with  Syria  and  possibly  provoke 
ir  Arab  countries  to  take  sides 
nst  Israel.  An  unnerved  Israel 
Id  find  it  difficult  not  to  reoccupy 


the  West  Bank  and  Gaza.  "We  now  have 
a  monumental  crisis  of  confidence  be- 
tween Arab  leaderships  and  Israel," 
says  Emmanuel  Sivan,  an  Israeli  ex- 
pert on  the  Arab 
world. 

Even  if  Israel  and 
the  Palestinians  re- 
turn to  the  negotiat- 
ing table,  the  discor- 
dant climate  will 
make  it  more  difficult  for  the  U.  S.  to 
pursue  broader  policy  objectives  in  the 
Middle  East — from  keeping  together  an 
already  frayed  coalition  against  Saddam 
Hussein  to  ensuring  that  Persian  Gulf 
oil  flows  at  moderate  prices  (table).  And 
it  will  make  numerous  businesses  pause 
before  pumping  money  into  the  region. 
SAUDI  FLAK.  In  a  worrying  sign  that  the 
Arab-Israeli  turbulence  could  trip  up 
the  world  economy  once  again,  Saudi 
Arabia's  King  Fahd  took  the  highly  un- 
usual step  of  assailing  Israeli  policies 
after  a  regular  weekly  Cabinet  meet- 
ing in  Riyadh  on  Sept.  30.  Such  ten- 
sion— and  the  tightest  oil  supplies  since 
the  Iraqi  invasion  of  Kuwait  almost  six 
years  ago — have  pushed  crude  prices 
up  by  more  than  a 
third  over  levels  of 

just  a  year  ago.       Their  meeting  accomplished 
The      ruptured  little  in  the  way  of  compromise, 

process  al 


NEXT  STOP,  EREZ 


ready  standTto  fn-  but  Arafat  and  Netanyahu  did 
flict  a  dauntingly  promise  to  talk  again-in  Israel 

high  economic  cost  -  v- 


on  Israel,  the  Pales- 
tinians, and  Jordan. 
And  without  peace 
dividends  in  the  form 
of  high  growth,  new 
jobs,  and  investment 
in  regional  projects, 
such  as  the  $500  mil- 
lion natural  gas 
pipeline  linking  Israel 
and  Egypt,  there's 
little  chance  of  ce- 
menting political 
achievements.  Says 
Stuart  E.  Eizenstat, 
U.S.  Under  Secre- 
tary for  International  Trade:  "Trade  and 
investment  are  the  essential  foundations 
to  undergird  the  peace  process.  We  can't 
have  one  without  the  other." 

Israel  could  feel  the  pain  quickly.  It 
has  attracted  close  to  $4  billion  in  for- 
eign investment  since  the  beginning  of 
1995.  And  the  end  of  the  decades-long 
Arab  boycott  against  Israeli  products 
has  allowed  the  Jewish  state  to  pene- 
trate new  export  markets.  "For  the  last 
five  years,  we've  been  successfully  sell- 
ing Israel  as  a  good  place  to  do  business 
in,  that  we're  no  longer  a  liability,"  says 
Benjamin  Gaon,  ceo  of  Tel  Aviv-based 
conglomerate  Koor  Industries.  "Now, 


people  are  asking  political  questions." 

The  first  economic  casualty  of  Ne- 
tanyahu's tough  line  has  been  Israeli 
capital  markets.  Since  his  victory  on 
May  29,  the  once-buoyant  Tel  Aviv 
Stock  Exchange  has  lost  more  than  13% 
of  its  value,  with  a  6%  drop  alone  since 
violence  erupted  Sept.  25.  Declining 
markets  could  spell  trouble  for  Ne- 
tanyahu's plans  to  privatize  huge 
swaths  of  the  Israeli  economy  quickly, 
from  telecommunications  company 
Bezeq  to  state-owned  banks.  "Without 
stability  and  confidence,  it's  going  to 
be  very  difficult  for  Bibi  to  do  the 
things  he  wants  to  do,"  says  Jerusalem- 
based  venture  capitalist  Marc  Belzberg, 
a  Netanyahu  supporter.  The  Israeli  gov- 
ernment has  already  sidelined  a  $200 
million  syndicated  loan  because  of  in- 
vestor resistance. 

The  Arab  business  community  is  also 
nervous.  Neighboring  Jordan  has  seen 
little  in  the  way  of  tangible  benefits 
from  peace.  Big  regional  projects  such 
as  an  Israeli-Jordanian  highway  con- 
necting the  southern  tourist  towns  of 
Eilat  and  Aqaba  and  a  "peace  airport" 
near  Aqaba  are  in  limbo.  Indeed,  Jor- 
danians who  until  re- 
cently were  consider- 
ing deals  with  Israeli 
companies  are  now 
backing  off.  Jad  Mak- 
dah,  managing  direc- 
tor of  Amman-based 
Jordan  Clothing  Co., 
had  been  negotiating 
some  joint  ventures. 
Not  anymore.  "This 
is  too  sensitive  now," 
says  Makdah.  "Coop- 
eration won't  work 
in  this  climate." 
TRADE  WOES.  Similar 
rumblings  are  also 
coming  out  of  Egypt, 
which  still  plans  to 
host  a  major  regional 
economic  develop- 
ment conference 
Nov.  12-14.  "I  never 
thought  the  peace 
process  would  deteriorate  as  quickly  as 
it  has,"  says  Mahmoud  al-Gammal,  gen- 
eral manager  of  Cairo-based  Icat,  a  com- 
pany that  imports  irrigation  equipment 
from  Israel.  Al-Gammal  says  that  he's 
cutting  purchases  of  Israeli  equipment 
by  more  than  half  this  year  because  of 
the  political  chill. 

It  might  not  be  too  late  to  reverse 
such  sentiments.  Palestinians  say  that 
confidence-building  measures,  such  as 
ending  the  economic  sanctions  of  the 
West  Bank  and  Gaza,  would  go  far  to 
ease  the  bitterness  that  has  poisoned 
relations.  "Two  or  three  kind  words 
from  the  Israelis  would  win  our  hearts," 
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says  Fahmi  Nashashibi,  owner  of 
Jerusalem's  Pilgrims  Palace  Hotel  and  a 
member  of  one  of  the  city's  most  promi- 
nent Arab  families. 

UNLIKELY  SHIFT.  The  Administration  is 
pushing  that  line,  too.  "We  believe  sub- 
stantive progress  can  be  made  in  a 
short  period  of  time,"  Assistant  Secre- 
tary of  State  for  Near  Eastern  Affairs 
Robert  H.  Pelletreau  Jr.  told  a  meeting 


of  U.  S.  company  executives  Sept.  30. 
"And  I'm  not  whitewashing  the  events 
of  last  week." 

But  that  would  imply  a  complete  re- 
casting of  the  hard-line,  nationalist  out- 
look of  Netanyahu's  government.  Don't 
count  on  it,  say  many  Israelis.  Even 
before  the  recent  flareup  of  violence, 
Israel's  leading  Hebrew-language  dai- 
ly, Ma'ariv,  criticized  Netanyahu  in  an 


editorial  for  pursuing  a  narrow 
and  endangering  Israel's  long-ter 
curity.  "The  man  is  clearly  lear| 
the  paper  said.  "But  can  Israel  ! 
the  learning  experience?"  The 
could  be  very  high — and  not  ju| 
Israel. 

By  John  Rossant,  in  Jerusalem^ 
Kirk  Albrecht  in  Amman,  Sarah  (M 
in  Cairo,  and  Stan  Crock  in  Washi 


THE  WEST  BANK:  HALF  BATTLEFIELD,  HALF  PRISON 


They  may  be  poles 
apart  on  everything 
else,  but  on  one 
thing  Palestinian  leader 
Yassir  Arafat  and  Ami 
Ayalon,  the  head  of 
Israel's  security  ser- 
vices, agree:  The  convul- 
sive violence  that  swept 
through  the  West  Bank 
and  Gaza  Strip  in  late 
September  was  months, 
even  years,  in  the  mak- 
ing. "All  it  needed  was  a 
match,  and  that  match 
was  the  tunnel,"  says 
Ayalon,  referring  to  the 
ancient  Jerusalem  site 
opened  to  tourists  by 
the  government  of  Ben- 
jamin Netanyahu. 

A  swing  through  the  troubled 
West  Bank  shows  just  how  bad 
things  are.  I've  arranged  some  ap- 
pointments with  Palestinian  business- 
men in  Ramallah,  a  bustling  Arab 
town  10  miles  north  of  Jerusalem. 
Normally,  it's  a  15-minute  cab  ride. 
But  as  Ramallah  is  one  of  the  six 
West  Bank  towns  handed  over  to 
Arafat's  Palestinian  Authority  a  year 
ago,  getting  there  these  days  is  like 
crossing  several  battlefronts — only  to 
arrive  at  a  high-security  prison. 
OFFICE-BOUND.  That's  no  overstate- 
ment. Under  the  complicated  Oslo  2 
accords  signed  in  1995,  Arafat's  indi- 
go-uniformed police  force  may  con- 
trol the  individual  towns,  but  the  Is- 
raeli army  dictates  the  law  on  all  the 
major  roads  and  half  of  the  West 
Bank's  territory.  The  Israel  Defense 
Forces  can  completely  close  off  each 
town  with  a  single  telephone  call. 

For  most  of  the  past  eight  months, 
that's  just  what  the  idf  has  been  do- 
ing. "Arafat  may  be  going  all  the 
way  to  Washington,  but  I  can't  even 
see  my  family,"  Nasser  Abdul  Hadi, 


scion  of  a  prominent  HEBRON 
West  Bank  family,  tells  „,      .  , 

me.  He  has  been  Tensions  between 
cooped  up  in  the  offices  Arab  and  Jew  had 

of  his  family's  large  in-   been  building  and 


building,  and  "all 
it  needed  was  a 
match" 


surance  business  in 
Nablus  for  more  than 
four  days,  unable  to  re- 
turn to  his  wife  and 
one-month-old  daughter 
in  Ramallah,  25  miles  away. 

To  reach  Ramallah,  I  flag  a  taxi 
outside  Arab  Jerusalem's  magnificent 
16th  century  Damascus  Gate.  Cab- 
driver  Ahmad  Abu  Jawwad  is  dubi- 
ous, but  he  agrees  to  try.  As  a 
Jerusalem  resident  with  Israeli  li- 
cense plates,  he  should  be  able  to 
cross  into  the  Palestinian  territories. 
The  risk,  though,  is  that  we  are  fair 
game  for  stone-throwing  Palestinian 
youths  who  might  mistake  us  for  res- 
idents of  one  of  the  more  than  100 
Jewish  settlements  that  dot  the  hill- 
tops of  the  West  Hank.  As  the  road 
passes  beneath  heavily  protected  set- 
tlements such  as  Ofra  and  Eli,  stones 
and  still-smoking  tires  bake  on  the 
blacktop.  A  visibly  nerve-wracked 


Abu  Jawwad  takes  no 
chances:  He  races  at  9 
miles  an  hour.  We  stop 
only  to  cross  army  roa 
blocks. 

The  Arab  villages  w 
pass  look  desolate,  wit 
half-finished  constructi 
projects,  tall  piles  of 
garbage,  and  most  sho 
shuttered  tight.  At  las 
we  reach  Ramallah, 
where  some  of  the 
bloodiest  confrontation 
took  place  Sept.  26.  Ou 
side  a  mosque  in  the 
town  center,  dozens  of 
men  pray  at  funeral  se 
vices  for  some  of  the 
victims.  Posters  of 
Arafat  are  everywhere 
I'm  two  hours  late  ft 
my  appointment  with 
Muhammad  Sarsour,  a 
50-year-old  U.  S.  citizer 
who  returned  five  year 
ago  to  the  hometown  h 
left  in  1966.  In  1994,  in 
the  optimistic  wake  of 
the  Oslo  peace  agree- 
ments, the  former  Martin-Marietta 
Corp.  executive  put  together  a  $15 
million  venture-capital  fund  to  inve 
in  Palestinian  businesses  and  forge 
deals  with  Israeli  partners. 

Now,  he's  thinking  of  selling  out 
and  returning  to  suburban  life  in 
Irvine,  Calif.  Just  days  before,  Israt 
helicopter  gunships  had  strafed  the 
balcony  of  his  Ramallah  apartment 
while  his  wife  and  two  young  daugr 
ters  cowered  inside.  And  business  is 
lousy.  "We  hoped  peace  would  bring, 
good  times,"  says  Sarsour.  "Now,  it! 
like  you  were  in  a  very  nice  dream 
and  someone  wakes  you  up  and 
you're  in  jail."  Among  most  Palestin 
ans,  hope  is  in  short  supply. 

By  John  Rossant  in  Ramalla 
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IKING  SENSE 

'  A  TOPSY-TURVY  ENERGY  MARKET 

/prices  are  spiking  so  often  and  with  so  little  warning 


PEACE  AT  THE  PUMP 


jmember  when  gaso- 
ine  prices  spurted  last 

spring,  rising  17%  at  Gasoline  prices  are 
pump?  Most  drivers  tame,  but  diesel  and 

probably  long  since  .      ..  ., 

>tten.  Gasoline  prices  heating  Oil  COSts  are 

rhen  an  expected  jump  surging  because  oil 

mand  failed  to  materi-  companies  have 

.  But   the   price   of  bppn  kppr)irie  f  hpjr 

i  oil  is  another  matter:  Deen  KeePm8  ineil 

s  continued  to  soar,  to  inventories  low 

than  $24  a  barrel,  up 
from  a  year  ago,  the  highest  level 

the  1991  Persian  Gulf  War.  The 
ase  is  partly  due  to  rising  demand 
Middle  East  turmoil,  but  it  also 

a  lot  to  tight  inventories.  Traders 

fretting  that  supplies  will  run 

ready,  the  hike  is  contributing  to 
ng  prices  for  diesel  and  jet  fuel 
norne  heating  oil,  up  18%  or  more 
last  year1.  Truckers,  air-freight  ship- 
and  fuel  dealers  have  started  levy- 
urcharges  and  passing  along  price 
ases,  some  for  the  first  time  since 
Emery  Worldwide  notified  cargo 
>mers  on  Sept.  27  that  it  plans  to 
i  on  a  surcharge  of  about  3<z  a  pound 
tive  Nov.  1.  Two  weeks  ago,  food 
produce  hauler  C.  R.  England  Inc. 
sed  a  1.5%  levy  to  match  an  18% 
•  in  diesel  fuel. 

ie  big  danger  is  that  price  spikes 
become  regular  events.  Take  the 
in  lately  in  diesel  fuel  and  heating 
ust  as  reports  of  low  inventories 


drove  up  gasoline  prices 
this   spring,   heating  oil 
prices  took  off  when  the 
Energy  Dept.  reported  on 
Sept.  '  18   that  distillate 
inventories,  which  include 
diesel  and  heating  oil,  were 
down  16%,  or  890  million 
gallons,  from  a  year  ago. 
Then  there's  natural  gas. 
Prices  soared  earlier  this 
year  on  fears  that  storage 
levels  were  inadequate  but  have  fallen 
to  $2.20  per  thousand  cubic  feet, 
from  $2.84  in  late  June,  as  the  fears 
abated. 

Behind  the  drop  in  inventories  is 
cost-cutting  by  oil  companies.  The  cur- 
rent supply  of  all  U.  S.  oil  stocks,  about 
79  days,  is  well  below  the  93-days  in- 
ventory the  industry  maintained  at  the 
start  of  the  decade.  "The  implications 
are  we  are  without 
buffers"  in  rapid  price 
swings,  says  John  S. 
Cook,  petroleum  mar- 
keting director  at  the 
Energy  Information 
Administration.  That 
means  that  price  risk 
has  shifted  from  oil 
companies  to  energy 
consumers. 

With  inventories 
tight,  nervous  oil 
traders  often  may  be 
too  quick  to  bid  up  spot 


SPIKE 


25 


0 


OIL  PRICES 

—  

1  1  1 

PER  BARREL* 



OCT.  '95 

SEPT.  27,  '96 

k  DOLLARS 

•WEST  TEXAS  BENCHMARK  CRUDE,  MONTHLY 
AVERAGE  SPOT  PRICES  EXCEPT  SEPT.  '96 
DATA  ENERGY  INFORMATION  ADMINISTRATION 


prices.  Prudential  Securities  Inc.  ana- 
lyst Frank  P.  Knuettel  believes  traders 
who  expect  a  heating  oil  shortage 
are  misreading  inventory  numbers. 
"Come  Nov.  1,  there  will  be  sufficient 
heating  oil,"  Knuettel  predicts,  because 
he  believes  big  oil  companies  have 
learned  to  manage  well  with  low 
inventories. 

That's  cold  comfort  for  consumers. 
Homeowners  in  the  Northeast  can  ex- 
pect to  dole  out  $90  more  on  average  to 
fill  their  tanks  this  season.  Part  of  the 
problem,  says  Jim  Benton,  executive 
director  of  the  Oil  Heat  Institute  of 
Eastern  New  York,  an  Albany  (N.  Y.) 
oil  dealers  group,  is  that  "there  was  no 
dip  and  no  buying  opportunity  during 
the  summer"  for  dealers  to  stockpile 
heating  oil.  "We're  in  a  kind  of  pickle," 
he  says. 

STEEP  ASCENT.  Air  earners  also  are  be- 
ing affected.  In  the  midst  of  an  air-trav- 
el boom,  inventories  of  jet  fuel  are  near- 
ly 3%  below  last  year's  level.  High 
demand  and  low  reserves  have  helped 
push  up  jet  fuel  prices  24%  from  a  year 
ago,  says  Dennis  S.  Eittreim,  president 
of  BLU-lington  Air  Express  Inc.  On  Sept. 
16,  the  Redwood  City,  Calif.,  air-freight 
division  of  Pittston  Co.  began  levying  a 
surcharge  of  4.2<2  a  pound,  or  about  $10 
on  average,  on  each  North  American 
cargo  shipment. 

Passenger  airlines  already  have 
jacked  up  fares  to  offset  new  security, 
fuel,  and  labor  costs.  Now,  as  fall  trav- 
el slackens,  new  fuel  increases  will  have 
to  be  absorbed.  Indeed,  on  Oct.  2, 
American  Airlines  Inc.  and  Delta  Air 
Lines  Inc.  abandoned  5%  fare  increases 
they  had  tried  to  institute  the  day  be- 
fore when  not  enough  rivals  followed 
suit.  Higher  fuel  prices  will  slice  about 
$600  million  off  industry  profits,  now 
estimated  to  hit  a  record  $7.4  billion 
this  year,  says  PaineWebber  Inc.  ana- 
lyst Sam  Buttrick. 

The  big  question  at  this  point:  Are 
gasoline  prices  on  the  way  up?  So  far,  an- 
ticipated higher  demand  has  never  ma- 
terialized. The  American  Petroleum  In- 
stitute says  gasoline  demand  rose  just 
0.6%  in  the  first  eight  months  of  this 
year — well  behind  the 
2.5%  growth  rate  pro- 
jected early  in  1996.  To- 
day, retail  prices  are  28% 
below  the  May  peak,  de- 
spite crude  oil's  price  in- 
crease. The  lesson  in 
that  is  that  traders  still 
are  learning  the  energy 
market's  new  math.  Un- 
til they  do,  prices  will 
continue  to  zigzag. 

By  Gary  McWilliams 
in  Houston,  with  Wendy 
Zellner  in  Dallas 
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THE  CAMPAIGN 


JACK  KEMP'S 

RUN  FOR  GLORY-IN  2000? 

His  "happy  warrior"  approach  has  some  conservatives  grumbling 


A gust  of  wind  blew  away  his  speech 
text.  But  that  didn't  faze  Jack  Kemp 
a  bit.  Midway  through  a  stemwinder 
about  the  need  to  spur  growth  with 
"fewer  taxes,  less  regulation,  and  more 
innovation,"  the  Republican  Vice-Presi- 
dential nominee  paused  and  told  rapt 
Amgen  Inc.  employees  at 
a  Sept.  30  rally  in  Thou- 
sand Oaks,  Calif.:  "I  don't 
need  notes.  I've  been  waiting  a  long  time 
for  a  chance  to  say  these  things.  They 
come  from  the  marrow  of  my  bones." 

Kemp's  warm  reception  in  Califor- 
nia's high-tech  halls  has  been  matched 
by  applause  in  black  neighborhoods  and 
blue-collar  suburbs.  Trouble  is,  Kemp's 
boss,  Bob  Dole,  needs  a  surge  in  the 
polls  right  now.  As  the  ticket  struggles, 
Kemp's  "happy  warrior"  routine  is  rais- 
ing eyebrows  in  some  gop  quarters.  A 
few  critics  wonder  whether  the  benefi- 
ciary of  Kemp's  backfield  scrambling  is 
Dole — or  a  once  and  future  Presiden- 
tial candidate  named  Kemp. 

Kemp  is  careful  to  stay  scrupulously 


ELECTION  '96 


loyal.  "I  will  make  a  great  blocking  back 
for  Bob  Dole,"  the  ex-quarterback  tells 
audiences.  But  a  second  fiddle  he's  not. 
Kemp  has  been  granted  license  to  say 
and  do  what  he  thinks — within  some 
limits.  The  strategy  is  to  build  enthusi- 
asm for  the  ticket.  But  the  result  is 
that  Kemp  is  free  to  build 
his  gop  base.  "He's  a  peer, 
not  an  understudy,  to 
Dole,"  effuses  one  senior  Kemp  aide. 

This  never  was  a  marriage  made  in 
supply-side  heaven.  Although  Kemp 
wins  kudos  from  the  Beltway  pundits  he 
has  cultivated  over  the  years,  there  is 
scant  evidence  that  his  "hope,  growth, 
and  opportunity"  shtick  helps  sell  the 
dour  Dole  to  voters.  And  gop  snipers 
fault  Kemp's  refusal  to  launch  character 
assaults  on  Bill  Clinton.  "We  have  a 
substantive  message,"  says  Campaign 
Manager  Wayne  Berman.  "We  don't 
need  an  attack  dog."  But  Dole's  own 
ability  to  slug  Clinton  is  constrained  by 
his  reputation  for  meanness.  "I  remem- 
ber the  good  old  days  when  the  Vice- 


NO  CRACK-BACK 
BLOCKING 

The  veep  candidate  usually 
plays  the  attack-dog  role, 
but  Kemp  insisted  on  being 
excused  from  roughing  up 
Bill  Clinton  and  Al  Gore. 


KEMP:  He's  a  hit  with  crowds,  but] 
may  be  winning  few  votes  for  Doi 
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Presidential  nominee  was  the 
man,"  sniffs  one  Dole  adviser. 

Kemp  has  struggled  to  stay  "on 
sage"  stumping  for  Dole's  15%  ta: 
But  he's  clearly  more  enthused  ab 
flat  tax  and  abolishing  inheritance  In 
and  the  capital-gains  tax.  Dole  is 
tious  about  all  these  ideas,  assoc: 
more  with  Kemp's  ideological  soul  i  f"iwl 
former  Dole  rival  Steve  Forbes 

Alternating  visits  between  goi  I 
claves  and  inner  cities,  Kemp  is 
animated  when  he's  preaching  his 
sage  of  inclusion.  Visiting  a  ma 
school  for  black  and  Hispanic  childr 
East  Palo  Alto,  Calif.,  he  evokes  M 
Luther  King  Jr.  and  Jesse  Jackso 
want  a  country  where  hope  is  alive 
just  talked  about."  But  as  the  ele 
nears,  the  time  Kemp  devotes  to  w( 
minorities  is  bugging  some  conse 
tives.  "I  don't  know  what  Jack  is  d  icoi 
in  Newark,"  gripes  one  Dole  confi(  rail, we 
"In  politics,  you  have  to  go  where 
votes  are,  and  there  aren't  many  [  safe 
votes]  in  the  ghetto." 
VISIONARY?  Kemp  has  one  more  ch 
to  prove  his  mettle:  On  Oct.  9  ir 
Petersburg,  Fla.,  he's  scheduled  to 
on  Vice-President  Al  Gore  in  a  na 
ally  televised  debate.  "It's  a  prime  TOakii 
portunity  to  make  the  case  for  Di 
says  gop  analyst  William  Kristol.  ■  Polls! 
even  if  Kemp  shines  in  the  facekepr 
Kristol  disputes  the  notion  that  Kwtt 
will  suddenly  leap  to  the  head  of  wMk 
post-Dole  pack  of  gop  hopefuls.  "If  ]  meiw 
loses,  the  race  starts  over." 

Despit  e  such  doubts,  Kemp  is  ©  ley  got 
dent  he  can  talk  rings  around  any  ley  got 
doubt  his  supply-side  views.  This  c<  ieorg;-F 
tude  is  endearing  to  voters — up  1  tdrespt 
point.  "I  like  Jack  Kemp;  he's  a  vis  erned  b1 
ary,"  says  David  C.  Kostin,  33,  in  a  mm  a  tax 
ical  reaction.  But  Kostin,  an  Amgen  rce  a  \ 
struction  supervisor,  says  he's  leai 
toward  Clinton.  Sentiments  like  t  kW« 
might  depress  others.  But  not  J  htn$\ 
Kemp,  who  may  realize  he  had  littl 
lose  by  joining  Dole — and  much  to  j  M 
for  a  future  Presidential  run  of  his  o  k  No,  aj 

By  Douglas  Harbrecht  in  Thous 
Oaks,   Calif,   and  Lee  Walczak® 
Washington 


Is 


BREAKING  THE 
COLOR  BARRIER 

Kemp  insists  on  being 
allowed  to  court  minority 
voters.  Strategists  say 
Kemp  would  do  better  to 
target  Reagan  Democrats. 


SUPPLY-SIDE 
BOMBS 

Although  Kemp  talks  up 
Dole's  proposed  15%  tax 
cut,  he's  more  enthusiast! 
about  a  flat  tax  or  elimina 
ing  capital-gains  taxes. 


J>r%  i 


over) 
iimier 

golds 


KEMP'S  CAMPAIGN 
PLAYB00K 

The  thinking  behind 
Jack  Kemp's  Vice-Presi- 
dential strategy 
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JACK  KEMP  ON  SUPPLY  SIDERS,  GOLD,  VICTORY . . . 


■  s  Jack  Kemp  travels  the  nation 
f\  to  pitch  a  Dole  Presidency,  he  is 
proving  an  unusually  indepen- 
lent-minded  No.  2.  Washington 
Vews  Editor  Douglas  Harbrecht 
aught  up  with  the  voluble  candi- 
late  on  the  long  flight  from  Albu- 
querque to  Jacksonville,  Fla. 

3:  You  want  to  scrap  the  capital- 
lains  tax.  Does  Bob  Dole  know 
ibout  this? 

V:  Yeah,  he  does.  I  was 
alking  about  the  second 
;tep  [of  the  Dole  econom- 
c  plan].  The  first  is  to 
ower  rates  across  the 
ward  and  balance  the 
Midget.  I  believe,  as  does 
Bob,  that  this  country 
shouldn't  have  a  tax  code 
hat  breeds  corruption 
ind  confusion.  Once  and 
"or  all,  we  should  end  the 
louble,  triple,  quadruple 
axation  of  income.  Bob 
Dole  believes  we  should 
'liminate  the  estate  tax 
is  part  of  that  step.  And 
le  and  I  share  the  belief 
;hat  our  goal  is  a  zero 
:apital-gains  tax. 


set  prices.  If  the  price  goes  under 
that  target,  it  produces  liquidity.  If 
it's  over,  it's  inflationary.  And 
Greenspan  basically  is  conducting 
monetary  policy  very  soundly. 

Q:  What  makes  you  so  sure  the 
economy  can  double  its  current 
growth  rate  without  igniting 
inflation? 

A:  Growth  in  and  of  itself  isn't  infla- 
tionary. It  must  be  predicated  on 


Q:  Once  you  attacked  gop  assaults 
on  affirmative  action  and  immigra- 
tion as  mean-spirited.  Now  you  back 
Dole's  call  for  curbs  on  both.  How  do 
you  reconcile  your  views? 
A:  There  isn't  a  more  compassionate 
conservative,  a  more  bleeding-heart 
Republican,  than  Bob  Dole.  At  19, 
he  left  a  foxhole  to  save  a  wounded 
man  on  the  battlefield.  How  could 
anybody  believe  that  Bob  Dole 
doesn't  care  for  the  wounded  and 
the  left-behind?  It  was 
Bob  Dole  who  said: 
"Any  child  born  in 
America  is  an  Ameri- 
can." That's  at  odds 
with  the  Republican 
platform.  He  said  that 
any  child  in  a  public 
school,  whether  Latino, 
black,  or  Asian,  is  [as- 
sured of  government 
benefits].  However,  if 
we  are  going  to  keep 
the  golden  door  of  legal 
immigration  open,  we 
must  close  the  back 
door  of  immigration  at 
the  border. 


3?  Polls  show  Americans 
■ike  your  tax  cut  but 
ion't  believe  you'll  actu- 
illy  deliver  it.  Why  the 
ikepticism? 

%i  I  don't  blame  them, 
rhey  got  disappointed, 
rhey  got  burned  by 
Gleorge  Bush,  who  I  love,  admire, 
and  respect,  and  they  really  got 
burned  by  Clinton,  who  said  'I'll  give 
you  a  tax  cut,'  and  didn't.  So  we 
have  a  burden  to  overcome. 

Q:  Under  Fed  Chairman  Alan 
Greenspan,  the  economy  has  experi- 
enced an  extended  period  of  steady 
growth . . . 

A:  No,  anemic  growth . . . 

Q:  . . .  minimal  inflation,  and  low  in- 
terest rates.  Isn't  current  Fed  policy 
a  pretty  good  substitute  for  the  gold 
standard  you're  so  fond  of? 
A:  Alan  Greenspan  is  giving  us  a 
gold  price  rule  that  says  gold  won't 
go  over  $390  [per  ounce]  and  won't 
go  under  $380.  I'm  being  careful 
here.  Supply  siders  believe  the  price 
of  gold  shouldn't  go  over  or  under 


SKEPTICAL  VOTERS?  k L  They  got 
burned  by  George  Bush,  who  I  love, 
admire,  and  respect,  and  they  really 
got  burned  by  Clinton,  who  said  'I'll 
give  you  a  tax  cut,'  and  didn't  J  T 


new  wealth,  information,  technology, 
and  efficiency.  President  Clinton 
doesn't  have  a  clue  how  to  grow  the 
economy  at  4%  or  5%  without  infla- 
tion. Bob  Dole,  Jack  Kemp,  Steve 
Forbes — we  do,  and  we  will.  The  an- 
swer is  lower  tax  rates  on  labor  and 
capital,  sound  money,  and  less  spend- 
ing. So  we'll  have  higher  growth 
based  on  productivity,  not  the  old 
Keynesian  model  of  consumption. 

Q:  You  talk  about  creating  a  North 
American  Free  Trade  Agreement  in 
the  Pacific  Rim  and  a  similar  free- 
trade  pact  with  Europe.  Given  politi- 
cal resistance  to  the  first  such  ac- 
cord, is  this  realistic? 
A:  In  the  right  environment,  we  can 
have  free-trade  agreements  with 
Asia,  Africa,  Europe,  and  Latin 
America.  We  have  a  lot  of  work  to  do. 


Q:  You  accuse  Demo- 
crats of  lacking  an  ur- 
ban policy.  But  studies 
show  that  your  solu- 
tion— tax-free  enterprise 
zones — doesn't  work . . . 
A:  This  Administration 
has  no  urban  policy  oth- 
er than  welfare.  They 
are  great  on  welfare. 
The  answer  is  to  lower  the  cost  of 
capital  in  the  inner  cities.  If  there  is 
$35  trillion  of  capital  in  the  hands  of 
white,  middle-class  Americans  and 
you  want  to  get  it  into  the  hands  of 
people  who  don't  have  it,  there  are 
two  ways  to  do  it.  You  can  take  it 
away  from  the  rich  and  give  it  to  the 
poor.  Or  you  can  cut  taxes  on  people 
who  invest  in  inner  cities  and  rural 
areas.  That  will  reduce  the  under- 
ground economy  and  unleash  the 
power  of  the  capitalist  economy. 

Q:  How  about  your  future,  win  or 
lose  in  this  election? 
A:  Wait  a  minute.  I'm  in  the  huddle, 
and  you're  asking  me  win  or  lose? 
No  quarterback  in  history  ever 
thought  about  losing.  We're  going  to 
win.  You  may  have  your  doubts.  But 
I  have  none. 
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STRATEGIES 


FIDDLING  WITH 

THE  FORMULA  AT  PEPSI? 

Big  changes — maybe  acquisitions — are  afoot 


PepsiCo  Inc.  Chief  Executive  Roger 
A.  Enrico  gave  investors  a  jolt  last 
week  when  he  announced  a  re- 
structuring and  write-downs  that  will 
cost  the  company  $525  million  this  year. 
Enrico's  plan  focused  mainly  on  the 
troubled  overseas  soft-drink  market, 
where  Coca-Cola  outsells  Pepsi  three 
to  one.  Outsiders  figure  that's  just  the 
first  of  several  big  moves  Enrico  is  like- 
ly to  make  at  the  $30  billion  food  and 
beverage  giant. 

Indeed,  Pepsi  is  suddenly  swarming 
with  investment  bankers  sensing  the 
possibility  of  big  transaction  fees.  Enri- 
co, who  has  been  at  the  helm  for  six 
months,  is  telling  investors  his  goal  for 
earnings  growth  is  about  15%  a  year.  To 
achieve  that,  he  needs  to  do  more  than 
solve  the  immediate  problems  in  the 
overseas  soda  business,  where  Pepsi 
suffered  major  reversals  this  year,  par- 
ticularly in  Latin  America.  Investment 
bankers  say  the  company's  future 
growth  is  likely  to  come  from  a  major 
food-  or  beverage-company  acquisition. 
"You  can  either  expect  them  to  make  a 
major  acquisition,  or  they  might  con- 
sider a  spin-off,  as  General  Mills  did," 
concurs  Gary  M.  Stibel,  a  principal  with 
New  England  Consulting  Group.  "It's 
growth  or  divestiture." 
SPARKING  RUMORS.  Some  of  the 
bankers  believe  that  Pepsi's  restaurant 
unit,  which  includes  Taco  Bell,  KFC,  and 
Pizza  Hut,  will  be  spun  off,  perhaps 
within  a  year.  "Restaurants  don't  lever- 
age [PepsiCo's]  core  strengths," 
says  Henry  D.  Jackson,  a  prin 
cipal  at  Peter  J.  Solomon  Co., 
which  is  not  working  with  the 
company.  "They  need  some- 
thing sizable  that  does."  Enrico 
doesn't  rule  out  a  major  ac- 
quisition at  some  point 
but  says  he  has  noth- 
ing in  the  works. 

Enrico  also  says 
more  management 
changes  are  in  the 
offing.  In  September, 


he  recruited  Karl  M. 
von  der  Heyden,  a 
veteran  of  H.J. 
Heinz  Co.  and  rjr 
Nabisco  Inc.,  as  chief 
financial  officer.  Von 
der  Heyden  says  one 
of  his  first  moves  will 
be  to  exert  greater 
control  over  spend-  HUMBLE  PIE 
ing  at  Pepsi's  busi-   

ness  units.  "We  want  Investors  are  clamoring  for  Pepsi  to  get  rid 
to  make  sure  we  in-  Qf  jts  siumping  chains  such  as  Pizza  Hut 

vest  cash  according 


to  corporate  priorities,"  he  says.  But 
von  der  Heyden's  arrival  sparked  ru- 
mors that  he  was  brought  in  to  make 
even  bigger  changes.  "Von  der  Heyden 
is  a  guy  we  know  well,  and  Karl  didn't 
go  there  to  oversee  the  portfolio  they 
currently  have,"  says  one  banker  looking 
to  cash  in. 

For  now,  Enrico  and  von  der  Heyden 
may  have  their  hands  full  fixing  Pepsi's 
existing  businesses.  In  August,  Pepsi 
lost  a  crucial  Venezuelan  bottler  to 
Coke.  In  July,  management  and  financial 
problems  surfaced  at  another  South 
American  Pepsi  bottler.  Then  there  are 
the  restaurants,  which  have  lagged  the 
other  businesses  and  dragged  down  re- 
turns.  Enrico  put  the  company's  Hot  'n 

WHERE  PEPSI  GETS  ITS  FIZZ 

TOTAL  1995  PROFITS:  $3.2  BILLION 


INTERNATIONAL 
BEVERAGES 


DOMESTIC 
SNACK  FOODS 


TALL  ORDER:  CEO 

Enrico  is  aiming 
for  15%  earnings 
growth  a  year 


14% 


9% 


36% 


INTERNATIONAL 
SNACK  FOODS 


RESTAURANTS 


DATA:  COMPANY 
REPORTS 


Now  burger  chain  on  the  block  an« 
reviewing  whether  its  three  cnmr 
restaurant  chains  should  remain  a  j* 
of  the  portfolio. 

Deciding  what  to  do  with  the  mi 
larger  fast-food  chains — kfc,  Taco  B§ 
and  Pizza  Hut — will  be  a  tougher  cl 
Pizza  Hut,  which  won  big  last  year  wfc 
stuffed-crust  pizza,  is  once  again  ill 
slump.  Investors  are  becoming  increl 
ingly  shrill  in  their  demands  that  Em 
co  get  rid  of  the  underperforming  chaj 
through  a  sale,  spin-off,  or  initial  puM, 
offering.  So  far,  Enrico  is  stickingB 
the  plan  he  outlined  15  months  am 
when  he  headed  the  restaurant  divisul 
Reduce  the  amount  of  capital  investt 
in  restaurants  by  selling  off  locatiiH 
to  franchisees. 

What  about  just  selling  the  chatt 
entirely,  as  some  outsiders  suggest?B 
think  we  can  do  a  whole  lot  better  ■ 
the  overall  nuts  and  bolts  ■ 
the  restaurant  business  tn 
we  have,"  says  Enrico,  wfl 
^  sees  potential  for  intenB 
tional  growth.  Investma| 
bankers  say  there  are  ■ 
i  obvious  buyers  for  til 
I  unit,  anyway.  And  reH 
/  ing  on  Wall  Street  to  d| 
W  an  attractive  price  onl 
spin-off  may  not  be  a  gol 
^  bet,  either,  given  that  ov<B 
capacity  concerns  are  depressij 
restaurant  share  prices. 

All  tough  calls  for  Enrico  to  mal 
The  troops  at  Pepsi,  as  well  as  i 
vestors,  better  be  ready  for  more  maj 
jolts. 

By  Lori  Bongiorno  in  New  York,  wi 
Stephanie  Anderson  Forest  in  Dallai 


36% 


5% 
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StorageTek 


Where  the  world's  information  goes, 


Chances  are  your  company  is  needlessly  paying  a  price  for  the  way  it  stores  and  manages 
data.  So  why  not  call  Teris?  As  a  division  of  StorageTek?  Teris"  has  assembled  some  of  the 
industry's  best  minds  in  the  fields  of  storage,  security  and  network  management.  They  can 
help  you  reconfigure  data  centers,  create  an  intranet  or  develop  a  master  plan  for  storing 
all  your  data.  They'll  find  ways  to  optimize  your  existing  technology  and  deliver  measurable 
results.  For  more  information,  just  call  1  800  922-3260,  ext.  1104.  Or  visit  our  Web  site. 


www.storagetek.com/terij 
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SPIN-OFFS 


IS  NCR  READY 

TO  RING  UP  SOME  CASH? 

After  five  painful  years,  at&t  will  spin  off  a  refurbished  ncr 


Could  NCR  Corp.  be  the  next  IBM? 
A  troubled,  old-line  computer  com- 
pany about  to  be  turned  around  by 
hard-nosed  new  management?  A  stock 
market  killing  in  the  making?  That,  in  a 
nutshell,  is  what  at&t  hopes  investors 
will  think  when  it  spins  off  Dayton 
(Ohio)-based  ncr  on  Dec.  31.  Surpris- 
ingly, there's  a  fighting  chance  that  the 
scenario  eventually  will  play  out. 

How  so,  after  five  disastrous  years 
under  at&t?  Besides  no  longer  having  to 
be  concerned  with  pleasing  at&t,  which 
is  preoccupied  with  its  own  massive 
problems,  Chairman  and  ceo  Lars  Ny- 
berg,  45,  will  take  public  an  ncr  that's 
much  more  streamlined  than  ever  be- 
fore. For  instance,  its  workforce  has 
been  pared  from  55,000  in  1991,  when 
at&t  bought  the  company  for  $7.58  bil- 
lion, to  39,000  today.  And  like  other  old- 
line  suppliers  such  as  Digital  Equip- 
ment, Unisys,  and  even  IBM,  ncr  no 
longer  tries  to  be  all  things  to  all  cus- 
tomers. It  has  stopped  making  PCs,  for 
example.  "There  are  significant  prob- 
lems," says  Salomon  Broth- 
ers Inc.  analyst  John  B. 
Jones  Jr.  "But  there  are  a 
few  silver  linings,  too." 
DEBACLE.  To  be  sure,  the 
preliminary  stock  registra- 
tion document  at&t  filed  on 
Sept.  26  shows  what  a  deba- 
cle NCR  has  been  since  at&t 
took  it  over  following  a 
drawn-out  hostile  takeover. 
The  $8  billion  computer  mak- 
er's net  losses  have  totaled 
$4  billion  since  1991 — and 
at&t  has  shoveled  $2.8  bil- 
lion into  ncr  since  1993,  with 
$419  million  more  slated  to 
be  handed  over  before  NCR 
spins  out  on  its  own. 

But  the  filing  also  shows 
that  Nyberg,  who  took  the 
helm  at  NCR  in  June,  1995, 
after  21  years  at  Dutch  giant 
Philips  Electronics,  may  have 
a  turnaround  under  way.  For 
the  first  six  months  of  1996, 
ncr's  net  loss  was  just  $83 
million,  compared  with  $389 
million  in  the  first  half  of 
1995.   And,  says  Nyberg, 


MORE  RED  THAN  BLACK 
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INCOME/LOSS 
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A  BILLIONS  OF  DOLLARS 
DATA:  COMPANY  REPORTS     "FIRST  SIX  MONTHS  ONLY 


whose  strength  is  in  fi- 
nancial management:  "I 
feel  very  comfortable 
that  we'll  make  break- 
even" for  1996.  One  big 
factor:  By  ditching 
ncr's  matrix  manage- 
ment setup,  he  has 
slashed  selling,  general, 
and  administrative  ex- 
penses to  21.8%  of  rev- 
enue in  the  first  half  of 
1996,  down  from  24.7% 
in  1995  and  29.4%  in 
1993.  ncr  still  lags 
Hewlett-Packard's  18%  but  is  well  ahead 
of  dec's  23.7%. 

Nyberg's  goal  from  here  on  in  is 
straightforward:  Get  revenues  growing 
once  more,  mainly  by  capitalizing  on 
NCR's  historic  strengths  in  retailing,  fi- 
nancial services,  and  telecommunications. 
The  company  continues  to  lead  in  retail 
and  banking  terminals:  It  was  No.  1 
worldwide  in  automated-teller  machines 
last  year,  with  24%  of  the  market.  The 


'COMFORTABLE' 
With  Lars  Nyberg  at  the  helm,  the  newly 
streamlined  computer  company  finally  may  break 
even  after  posting  $4  billion  in  losses  under  at&t 


biggest  opportunity  Nyberg  sees  I 
paneling  sales  is  in  so-called  data 
housing,  a  $2  billion  market  that's 
ing  by  30%  a  year.  NCR  was  a  p: 
there  and  still  holds  a  50%  rr 
share.  Chains  such  as  Wal-Mart 
Inc.  and  Seibu  Department  Store! 
in  Tokyo  analyze  masses  of  cash-re 
receipts  in  huge  NCR  data  warehou 
monitor  the  effect  of  sales  promc 
for  instance.  No 
broaden  its  reach 
is  converting  its 
house  setup  to 
with  Microsoft  C 
Windows  NT  soft 
an  emerging  stan 
At  the  same 
ncr  computers 
strengths  that  mal 
peal  across  many  i 
tries.  The  compa 
working  with 
Corp.  and  Micros*  I 
create  mainframe  |B 
systems  from  Intel's  Pentium  Pro 
and  Windows  NT.  ncr's  OctaScale 
nology  has  impressed  analysts  as  3^  m 
haps  the  best  scheme  yet  for  g( 
eight  Pentium  processors  to  wor 
gether  efficiently  under  NT  contro 
That  could  help  Intel  and  Mic: 
achieve  a  shared  goal:  having  Pen| 
NT-based  machines  take  over  fro: 
mainframes    and    large  Unix 
servers  that  most  companies  no 
for  critical  applications 
is  a  wide-open  market,' 
Brian  Richardson,  a  pro 
director  at  Meta  Group 
a  consulting  firm.  "An 
has  the  opportunity  to  eB 
lish  significant  mind  sh 
NCR  is  best  positioned  t 
large  Pentium-NT  mac? 
Richardson  says,  becau 
fields  a  worldwide  sales 
suiting,  and  service  forc< 
is  experienced  in  helping 
tomers  use  mainframes. 

Still,  what  matters 
to  AT&T  stockholders  ren 
unknown:  How  many  si 
of  the  new  ncr  stock 
they  get  for  each  at&t  si 
That  ratio  will  be  set  in 
vember,  determining  > 
valuation.  Until  then,  Ny 
will  scramble  to  imbue 
with  enough  "urgency,"  i 
puts  it,  so  that  it  can  sei 
with  confidence  in  its  ft 
instead  of  painful  menu 
of  the  recent  past, 

By  John  W.  V 
in  New 


Recently  we  were  part  of 
a  medical  breakthrough,  although 
he  deserves  some  of  the  credit. 
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FINANCE 


MIAMI  HEAT 

ON  A  MUNI-BOND  FIRM 

The  feds  probe  Grigsby  Brandford's  dealings  with  Dade  County 


Calvin  B.  Grigsby  powered  his  way 
through  the  municipal-bond  world. 
A  well-connected  lawyer,  he  pio- 
neered the  issuing  of  public  bonds  that 
didn't  need  voter  approval,  turning  the 
firm  he  founded  in  1981,  Grigsby  Brand- 
ford  &  Co.,  into  one  of  the  leading  mi- 
nority-owned municipal-bond  houses. 
This  year  alone,  it  has  been  senior  un- 
derwriter in  $1.1  billion  worth  of  issues. 

But  federal  investigations  into  public 
corruption  and  the  muni-bond  business  in 
Miami  threaten  to  bring  down  Grigsby 
Brandford — and  could  implicate  others. 
Grigsby  resigned  as  chief  executive  on 


four  separate  municipal-bond  issues. 

Federal  investigators  are  focusing  on 
the  connection,  first  reported  in  The  Mi- 
ami Herald,  between  Calvin  Grigsby, 
Dade  County  Commissioner  James 
Burke,  and  another  municipal-bond  firm 
owner,  Howard  V.  Gaiy,  and  on  possible 
improprieties  in  a  deal  involving  the 
three  men.  Celebrity  defense  attorney 
Johnnie  L.  Cochran,  retained  by  Grigs- 
by on  Sept.  24,  issued  a  statement  that 
Grigsby  has  not  been  charged  and  "is 
not  only  presumed  innocent  but  strong- 
ly maintains  his  innocence."  Brandford, 
Shank,  and  other  Grigsby  Brandford 


Hotel  in  San  Francisco  between  Grijby, 
Burke,  and  Gary.  At  that  meeting  he 
Herald  reported,  Grigsby  and  Burk  a) 
legedly  discussed  a  $300,000  payifent 
to  Burke.  No  one  at  Montenay  has  jen 
implicated. 

Burke  denies  that  kickbacks  \lspt 
discussed.  "The  interpretation  offhfi 
tapes  [is]  misleading,"  Burke  said  in 
interview  with  business  week.  "TB 
basically  Howard  Gary's  conversant 
Howard  Gary's  orchestra."  Gary,  jys 
the  Herald,  agreed  to  cooperate  jth 
authorities  after  being  implicated  1  a 
separate  corruption  case.  Gary  reived 
to  comment  or  to  provide  the  name! 
his  attorney.  Two  days  after  the  di.er 
meeting,  though,  Grigsby  discussed  <th 
Dade  County's  finance  departments 
request  for  a  $600,000  "straeturing  e 
for  extra  work  done  by  his  firm,  irid- 
dition  to  the  $943,206  that  Gri&v 
Brandford  would  earn  on  the  bond  le 

Burke,  who  participated  in  the  ill. 
says  Grigsby's  request  is  reasonde 


DIARY  OF  A  BOND  SALESMAN 

SEPT.  17  Calvin  Grigsby  resigns  from  Grigsby 
Brandford,  the  nation's  largest  minority-owned 
bond  firm,  which  he  founded  in  1981. 

SEPT.  20  The  Miami  Herald  reports  on  alleged 
talks  between  Grigsby  and  Dade  County  Commis- 
sioner James  Burke  regarding  payments  in  conne- 
tion  with  muni  deals.  Burke  denies  wrongdoing. 

SEPT.  18  A  U.S.  Attorney  subpoenas  document 
related  to  four  bond  issues  in  which  Grigsby 
Brandford  participated  since  1993. 

SEPT.  24  Grigsby  retains  high-profile  attorney 
Johnnie  Cochran,  who  says  Grigsby  has  not  been 
charged  and  "strongly  maintains"  his  innocence 

OCT.  1  Napoleon  Brandford  III,  Grigsby  Brand- 
ford's  chairman,  and  a  new  CEO,  Suzanne  Shank 
announce  they  will  join  rival  Muriel  Siebert. 


BRANDFORD  Sept.  17,  then 
AND  GRIGSBY:  dropped  from  pub- 
Grigsby  has  lie  view.  On  Oct.  1, 
dropped  out  of  the  firm's  chairman, 
public  view  Napoleon  Brandford 

"  III,  and  its  new  ceo, 
Suzanne  Shank,  announced  they  would 
join  rival  Muriel  Siebert  &  Co.  Although 
the  firm  still  is  operating,  other  defec- 
tions are  likely. 

While  Grigsby  cited  personal  reasons 
for  his  resignation,  his  departure  and 
his  firm's  rapid  descent  parallel  an  on- 
going federal  grand  jury  probe  into  mu- 
nicipal-bond dealings  in  Miami.  On  Sept. 
18,  the  grand  jury  subpoenaed  records 
from  Dade  County  and  testimony  from 
three  county  administrators  regarding 
the  role  of  Grigsby  Brandford  in  at  least 


employees  have  not  been  implicated. 

Grigsby  Brandford's  travails  reflect 
ginm  times  for  minority-owned  munici- 
pal-bond firms.  Amid  severe  industry 
competition,  several  have  suffered  from 
notoriety  surrounding  government  inves- 
tigations. Some  also  say  they  have  been 
hurt  by  a  1994  Securities  &  Exchange 
Commission  decision  to  restrict  muni- 
bond  fiirns'  political  contributions  and  by 
attacks  on  affirmative-action  programs. 

The  Miami  investigation  appears  to 
focus  specifically  on  a  $183  million  in- 
dustrial-development-bond refinancing 
on  Aug.  29  by  Montenay  Power  Corp., 
the  operator  of  a  county-owned  re- 
source-recovery plant.  Federal  authori- 
ties have  a  videotape  of  a  dinner  meet- 
ing on  Aug.  25  at  the  Mark  Hopkins 


But  Dade  County  Finance  Director  x  ■ 
ward  Marquez  calls  it  "unusual."  T 
cally,  such  fees,  if  paid  at  all,  are  n< 
tiated  earlier.  The  fee  has  not  been  i 

Federal  investigators  also  have 
quested  records  of  "any  underwri 
firm"  for  which  Burke  lobbied  for!) 
elusion  or  for  a  higher  level  of  par 
pation  in  county  deals.  Burke  dei 
any  improprieties.  "There  have  beei 
payoffs,"  Burke  said  in  an  interview 
didn't  do  anything  illegal."  He  eonce)s 
though,  that  he  has  hired  a  criminals 
fense  attorney  and  is  not  taking  theft 
vestigation  lightly.  Neither,  apparent!  i' 
Calvin  Grigsby. 

By  Gail  DeGeorge  in  Miami,  vm 
Andy  Reinhardt  in  San  Francisco  ji 
Leah  Nathans  Spiro  in  New  York 
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COMMENTARY 


By  Giro  Scotti 


BASEBALL:  WHO'S  LOOKING  OUT  FOR  THE  GAME? 


What  would  Bart  Giamatti  have 
done? 
Well,  if  history  is  any  guide, 
the  late  commissioner  of  Major 
League  Baseball,  a  gentle-spoken, 
erudite  student  of  the  game,  would 
have  pulled  Baltimore  Orioles  sec- 
ond baseman  Roberto  Alomar  into 
his  office  by  the  ear,  read  him  the 
riot  act,  and  suspended  him  on  the 
spot.  Spitting  in  an 
umpire's  face,  as  Alomar 
did  in  a  Sept.  27  game 
against  Toronto,  would 
not  have  been  tolerated 
in  Bart  Giamatti's  base- 
ball. "When  Pete  Rose 
[then  manager  of  the 
Cincinnati  Reds]  pushed 
the  umpire  at  first  base 
in  1988,  Giamatti  threw 
him  out  of  baseball  for  30 
days,  and  I  would  have 
done  the  same,"  says 
Fay  Vincent,  commis- 
sioner from  1989  to  '92. 

These  days  are  differ- 
ent, though.  Baseball 
hasn't  had  a  commission- 
er since  Vincent  was 
forced  out.  The  owners 
have  been  overseeing 
themselves,  and  their 
jerry-built  management 
structure  is  again  show- 
ing the  strain. 

In  1994,  there  was  no 
commissioner  to  help 
bring  the  waning  sides 
together  and  attempt  to  either  avert 
the  costly  strike  or,  had  the  players 
walked  anyway,  at  least  save  the 
season.  Two  years  later,  despite  the 
best  efforts  of  negotiators,  baseball 
has  still  not  nailed  down  a  basic- 
labor  agreement. 

Baseball  has  striven  mightily  to 
bring  back  fans  turned  off  by  what 
was  perceived  as  greed  on  both  sides 
during  the  strike.  Attendance, 
though  still  below  prestrike  levels,  is 
up  6.4%  over  1995.  But  baseball  may 
be  blowing  its  slow  bounceback.  And 
even  if  the  umps  are  mollified  and 
the  hot  1996  season  goes  forward 
without  a  hitch,  the  problem  will  re- 
main. Without  an  independent  com- 
missioner, Vincent  says,  "the  system 


is  basically  breaking  down." 

Baseball's  owners  have  only  them- 
selves to  blame  for  this  mess.  Since 
1992,  baseball  has  been  run  by  an  ex- 
ecutive council — eight  owners  plus 
the  two  league  presidents.  Bud  Selig 
of  the  Milwaukee  Brewers,  chairman 
of  the  council,  is  de  facto  commission- 
er. The  owners  elbowed  Vincent  out 
because  of  wide  dissatisfaction  with 


When  Reds  Manager  Pete  Rose 
pushed  a  first-plate  ump  in  1988, 
he  was  suspended  for  30  days 

ALOMAR  GETTING  UGLY  WITH  UMPIRE  JOHN  HIRSHBECK 


his  performance,  in  areas  such  as  la- 
bor relations  and  expansion. 

Still  it's  not  unreasonable  to  ask  if 
the  owners'  performance  has  been 
any  better.  The  longest  strike  in 
baseball  history,  no  real  solution  to 
the  disparities  between  small-  and 
big-market  teams,  and  an  apparent 
inability  to  control  the  behavior  of 
highly  paid  professionals  pretty  much 
prove  it  hasn't.  Now,  the  owners  des- 
perately need  a  commissioner  to  get 
their  house  in  order. 

Back  in  1989,  Giamatti  laid  the 
blame  for  baseball's  problems  on 
rampant  mistrust — "mistrust  among 
owners,  among  players,  mistrust  of 
owners  by  players  It  is  corro- 
sive," he  said.  That's  where  a  com- 


missioner comes  in.  The  owners, 
players,  and  umps  need  somebody  j 
who's  got  something  other  than  mo 
ey  on  his  mind. 

In  the  Alomar  case,  it  is  the  umj 
who  have  taken  on  the  role  of  com- 
missioner. By  standing  up  for  them 
selves,  for  a  standard  of  acceptable 
behavior  on  the  field,  they  are  stan> 
ing  up  for  the  game.  Big-time  sport 
is  unlike  any  other  bus 
ness,  because  the  core 
the  enterprise — the 
game — must  often  be 
protected  from  those 
who  profit  from  it.  Tha 
what  Selig  and  the  oth 
owners  didn't  get  in  '92 
didn't  get  in  '94,  and 
don't  get  today.  They 
don't  own  the  game. 
They  own  teams  that 
play  the  game. 
NO  PUSSYFOOTING.  The 
National  Basketball 
Assn.  has  successfully  j 
dealt  with  strike  threat 
and  unruly  players  be- 
cause it  has  a  strong 
commissioner  in  David 
Stern.  Last  March,  whc 
Chicago  Bull  Dennis  i 
Rodman  head-butted  a 
ref,  the  NBA  didn't 
pussyfoot  around.  Rod- 
man was  suspended  foil 
six  games  and  fined 
$20,000.  Even  White  SC 
owner  Jerry  Reinsdorf, 
who  helped  engineer  Vincent's  ouste] 
says:  "We  would  be  better  off  if  we 
had  a  commissioner,  no  question 
about  it."  Reinsdorf  says  a  commis- 
sioner will  be  appointed  very  swift- 
ly— once  a  labor  agreement  is 
reached. 

Ted  Turner  of  the  Atlanta  Braves 
is  said  to  have  once  told  his  fellow 
owners:  "Gentlemen,  we  have  the 
only  legal  monopoly  in  the  country, 

and  we're  ing  it  up."  The  lords 

of  baseball  shouldn't  dally.  They 
need  to  anoint  a  commissioner  fast, 
only  to  protect  themselves  from 
themselves. 


Scotti  oversees  business  week's 
sports  business  coverage. 
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In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


AUSSIE  TREASURER 
BARES  ALL! 

IN   THE   CLUBBY   REALM  OF 

finance  ministers,  discretion 
supposedly  is  a  big  part  of 
the  job  description.  So 
tongues  were  wagging  away 
at  the  World  Bank's  annual 
meeting  after  Australian 
Treasurer  Peter  Costello  on 
Sept.  30  provided  an  Aus- 
tralian publication  with  a  can- 
did accounting  of  his  private 
tete-a-tete  with  Federal  Re- 
serve Chairman  Alan  Green- 
span. Costello  reported  that 
Greenspan  "saw  no  threats 
to  inflation  down  the 
track ...  I  don't  think  there  is 
any  expectation  at . . .  the  mo- 
ment that  [U.  S.]  rates  are 
going  to  rise."  Costello's  tell- 
all  spurred  a  two-day  bond 
rally,  with   yields   on  the 


CLOSING  BELL 


TUNNEL  VISION 

There's  light  at  the  end  of  the 
Chunnel.  On  Oct.  1,  the  Fran- 
co-British operator  of  the 
tunnel  reached  an  agreement 
in  principle  with  some  225 
creditor  banks  to  restructure 
$12  billion  in  debt  and  avoid 
possible  bankruptcy.  Banks 
likely  will  gain  control  of  49% 
of  Eurotunnel's  capital  via  a 
debt-for-equity  swap.  Banks 
also  may  forgive  up  to  $1  bil- 
lion in  interest  accrued  since 
Eurotunnel  ceased  payments 
a  year  ago.  Trading  in  Euro- 
tunnel shares,  suspended  on 
Sept.  30,  should  resume 
before  mid-October. 


APR.  5,  '96  OCT.  2 

▲  FRENCH  FRANCS 

DATA  8L00MBERG  FINANCIAL  MARKETS 


benchmark  30-year  Treasury 
bonds  dropping  to  6.85%  by 
Oct.  2. 


DEC'S  DOOR 
REVOLVES  AGAIN 

THE    RANKS   ARE  THINNING 

atop  Digital  Equipment.  On 
Sept.  27,  Vincenzo  Damiani 
became  the  third  vice-presi- 
dent to  leave  the  beleaguered 
computer  maker  in  three 
months.  The  ex-iBMer,  who 
joined  Digital  in  1993,  pre- 
sided over  a  sharp  decline  in 
dec's  European  business, 
which  once  contributed  half 
the  company's  revenues  and 
most  of  its  profits.  And  a  re- 
organization in  April  stripped 
Damiani  of  a  high-profile  sales 
and  consulting  operation. 
Hans  Dirkman,  a  25-year 
Digital  veteran,  will  take 
Damiani's  job.  But  dec  won't 
replace  Enrico  Pesatori,  vice- 
president  and  general  man- 
ager of  its  key  computer  sys- 
tems division,  who  resigned 
abruptly  in  July. 


CHECKOUT  TIME 
AT  HOLIDAY  INN 

LESS   THAN    EIGHT  MONTHS 

after  joining  Holiday  Inn 
Worldwide,  President  and  CEO 
Timothy  Lane  quit  on  Sept. 
28  in  a  dispute  over  decision- 
making power.  A  source  close 
to  Lane  says  he  resigned  af- 
ter the  board  of  parent  Bass 
would  not  approve  a  $200 
million  acquisition  outside  the 
hotel  business.  A  Holiday  Inn 
spokeswoman  ascribed  Lane's 
exit  to  "different  management 
styles"  but  did  not  elaborate. 
Lane's  move  comes  at  a  bad 
time  for  Holiday  Inn,  whose 
two-year  rebranding  effort 
hasn't  met  expectations. 

TALES  FROM  THE 
ENCRYPTION  FRONT 

FOR  YEARS,  GOVERNMENT  AND 

business  have  locked  horns 
over  an  esoteric  technology 


HEADLINER:  STEVE  APPLETON 


STRONG-ARMING  MICRON  S  BOARDROOM 


Steve  Appleton  has  van- 
quished his  top  rival  at  Mi- 
cron Technology.  On  Sept. 
30 — at  CEO  Appleton's  be- 
hest, say  insiders — the  di- 
rectors accepted  the  resig- 
nations from  the  board  of 
chief  operating  officer  Tyler 
Lowrey  and  Vice-President 
Ed  Heitzeberg,  who  had 
helped  stage  a  botched 
coup  that  made  Lowrey 
ceo  for  nine  days  last  Janu- 
ary, cfo  Wilbur  "Bill" 
Stover  also  gave  up  his 
seat.  Lowrey  took  a  re- 
search job  with  Micron. 

Apple 
ton 
also 
will 
add 

new  out- 
side di- 
rectors to 


the  group  led  by  top  Mi- 
cron shareholder  John  Sir 
plot.  The  changes  are  a 
boost  for  Appleton,  36,  a 
fitness  fanatic  who  flies 
fighter  planes.  He  is  credi 
ed  with  holding  Micron  tc 
gether  when  memory  prk 
plunged  90%  in  the  past 
year.  With  prices  up  and  ; 
strong  quarter,  Micron 
shares  are  soaring.  "Neve 
underestimate  Appleton," 
says  hedge  fund  manager 
Richard  Whittington.  "He 
may  look  like  a  muscle- 
headed  flyboy,  but 
he's  i] 


called  encryption.  The  Ad- 
ministration has  insisted  on 
strict  export  controls,  which 
industry  argues  cost  U.  S. 
companies  millions  of  dollars. 
On  Oct.  1,  the  White  House 
offered  a  compromise.  It 
would  permit  exports  of  en- 
cryption technology  with  56- 
bit-long  "keys,"  harder  to 
crack  than  the  currently  al- 
lowable 40-bit  keys.  In  ex- 
change, companies  would 
have  to  ensure  that  law  en- 
forcers could  get  access  to 
the  keys,  and  thus  be  able  to 
decipher  coded  information. 

POLLUTION  CONTROL 
REALLY  PAYS  OFF 

POLLUTION  ABATEMENT  AND 
control  costs  the  economy 
over  $120  billion  per  year — 
but  the  benefits  of  lower  lev- 
els of  air  and  water  pollution 
show  up  nowhere  in  national 
output.  They  should,  accord- 
ing to  a  study  released  Oct.  2 
by  the  World  Resources  In- 


stitute. The  study  recalcuk; 
U.  S.  productivity  grovh 
taking  into  account  the  nn 
etary  value  of  environmea 
gains — and  the  results  I 
impressive.  By  conventiia 
statistics,  for  example,  | 
electricity  industry  had  I 
clining  productivity  in  I 
1980s  and  early  1990s.  I 
factoring  in  pollution  rec 
tion,  the  wri  figures  that  o 
ductivity  in  the  industry  c 
tually  rose  significantly.  Ote: 
pollution-intensive  indust  1 
show  the  same  pattern. 

ETCETERA... 

■  Service  Corp.  Internat  1 
al  revealed  an  exchange  o?: 
for  shares  of  Loewen  Grcp 

■  Toys  'R'  Us  will  pay  $f< 
million  in  stock  for  retai'ij 
rival  Baby  Superstore. 

■  at&t  will  introduce  a 
wireless  telephone  servi 
in  40  U.  S.  markets. 

■  New  England  Electric  Eg 
tern  will  shed  $1.1  billion 
power-generating  assets 

 I 

1 
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Life  discovered  on  Mars 

(  got  work  to  do ) 


Already  busy  here  on  Earth. 
Plenty  more  to  do.  Half  of  world  s 
population  has  never  made  a  phone  call. 
Most  have  never  used  cellular. 
Even  fewer  have  surfed  Internet. 
Now  this. 

Should  keep  us  canceling  vacations  into 
next  millennium. 
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ED  BY  OWEN  ULLMANN 


ES,  DAMN  LIES, 

id  POLITICAL  POLLS? 


nee  Labor  Day,  Presidential  polls  have  been  consistent 
ibout  one  thing:  Bill  Clinton  is  ahead  of  Bob  Dole.  But 
vhen  it  comes  to  the  size  of  the  lead,  surveys  have  fiuc- 
d  wildly,  ranging  from  a  6%  Dole  deficit  to  a  Clinton 
tut  by  25%.  A  cnn/usa  Today/GaMp  poll  boosted  Clinton's 
from  9%  to  22%  in  just  two  days.  "It  kind  of  shakes  your 
in  polling  a  little  bit,"  sighs  Thomas  H.  Silver,  publisher  of 
mlling  Report,  a  newsletter  on  political  trends, 
e  erratic  polls  have  some  Republicans  grousing  that  the 
2  is  getting  a  distorted  picture 
race  that  many  pundits  are  al- 
'  declaring  over.  Citing  a  recent 
)lace  finish  for  a  Louisiana  Sen- 
indidate  who  was  all  but  count- 
it  by  the  polls,  the  GOP  claims 
has  a  better  shot  than  many 
i-commissioned  surveys  suggest, 
lling  pros  concede  there's  some 
to  gop  critics'  gripes.  A  prolif- 
m  of  error-prone  quickie  sur- 
methodological  differences  be- 
n  polls,  and  rising  voter 
Jity  all  can  skew  results.  "It's 
ard  for  every  loser  to  complain 
.  how  a  poll  is  conducted,"  says 
oume  Darden,  an  independent  ~ 
er  in  Atlanta.  "But  sometimes,  the  complaint  is  valid." 
r  flagging  campaigns,  the  accuracy  debate  is  more  than 
mic.  Bad  polling  news  can  hurt  fund-raising,  grassroots  en- 
ism,  and  turnout.  "No  question,  your  leadership  and  sup- 
rs  get  disheartened  by  constant  negative  publicity,"  says 
blican  National  Committee  Chairman  Haley  Barbour, 
problem  for  all  pollsters  is  questioning  a  valid  cross-section 
ters.  It's  an  even  greater  challenge  for  the  one-night 
aone  polls  increasingly  trumpeted  by  the  media.  Among 
azards:  Some  people  don't  have  telephones  or  are  not  at 
;  others  refuse  to  respond.  Moreover,  small  polls  have  a 


party  hats:  A  valid  cross-section  is  hard  to  find 


high  sampling  error,  so  a  candidate's  purported  12%  lead  could 
be  as  large  as  19%  or  as  small  as  5%. 

Then  there's  the  built-in  polling  bias  that  favors  any  in- 
cumbent. Larry  Hugick,  media  polling  director  at  Princeton 
Survey  Research,  says  some  voters  don't  like  to  tell  pollsters 
they  oppose  the  incumbent,  preferring  to  say  they  are  unde- 
cided. On  Election  Day,  these  voters  tend  to  break  in  favor  of 
the  challenger.  "Dole  is  going  to  do  well  among  people  who  tell 
us  they're  undecided,"  Hugick  predicts. 

FAULTY  MATH.  The  gop's  big  com- 
plaint concerns  formulas  predicting 
how  likely  a  respondent  is  to  vote. 
These  turnout  models,  and  other 
weighting  factors  that  compensate 
for  overrepresented  or  undersam- 
pled  groups,  are  fraught  with  po- 
tential for  error.  In  the  Sept.  21 
Louisiana  open  Senate  primary,  polls 
showed  Republican  Woody  Jenkins 
running  a  poor  third.  But  he  ended 
up  first  because  of  heavier-than-pre- 
dicted  turnout  by  gop  activists. 

Republicans  say  many  turnout 
models  favor  Democrats.  For  1996, 
most  Republicans  are  using  as  a  pre- 
dictive model  the  1994  congressional 
elections,  when  gop  voters  were  far  more  likely  to  vote  than 
Democrats.  But  press  pollsters  prefer  the  1992  election  model, 
when  Democratic  turnout  was  higher.  "We  won't  know  until  the 
election  who  is  right,"  says  Democratic  pollster  Anna  Bennett. 

But  even  if  public  polls  overstate  Clinton's  lead,  history  of- 
fers Dole  little  solace.  Since  1952,  the  poll  leader  on  Labor 
Day  has  gone  on  to  victory  on  Election  Day.  Republicans  may 
indeed  have  a  valid  complaint  about  the  methodology  of 
many  headline-making  surveys.  But  it  will  take  more  than 
perfect  polling  models  to  rescue  Dole's  campaign. 

By  Richard  S.  Dun  limn 


CAPITAL  WRAPUP 


MS  FRET:  WHERE'S  BILL? 

year  ago,  congressional  Democ- 
5  didn't  want  to  be  seen  with  Bill 
lton.  Now,  with  the  President 
ring  like  a  strong  bet  for  reelec- 
i;  candidates  in  some  key  House 
as  are  worried  that  they  may  not 
enough  of  him.  The  President  is 
ar  ahead  of  Republican  challenger 
)  Dole  in  states  such  as  Pennsylva- 
and  New  York  that  the  White 
ise  may  scale  back  his  campaign- 
in  those  places.  That's  a  source  of 
;tration  for  state  Democratic  party 


officials,  who  fear  that  Clinton's 
absence  could  cost  them  a  chance  to 
pick  up  the  seats  needed  for  the  party 
to  recapture  the  House. 

CLINTONITES  FOR  THE  GOP 

►  Some  top  Clinton  economic  officials 
are  privately  rooting  for  the  gop  to 
keep  control  of  Congress.  They  fear 
that  a  Democratic  return  to  power 
under  new  House  Speaker  Richard  A. 
Gephardt  (D-Mo.)  would  mean  a  pro- 
tectionist Congress.  That  could 
stymie  market-opening  moves  Presi- 
dent Clinton  has  in  mind  if  reelected. 


CHECKS  AND  BALANCES 

►  Signs  abound  that  the  public  is  fond 
of  the  restraints  on  power  that  result 
from  divided  party  dominance  in  gov- 
ernment. Consider  a  Sept.  23-26  sur- 
vey of  600  Michigan  voters  by  Lans- 
ing-based polling  firm  epic/mra.  The 
poll  found  that  respondents  prefer 
President  Clinton  to  Republican  chal- 
lenger Bob  Dole  by  a  lopsided  50%  to 
31%.  But  when  asked  who  should  con- 
trol Congress  if  Clinton  is  reelected, 
those  surveyed  chose  the  gop  over 
the  Democrats,  47%  to  42%. 


Business 
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MEXICO 


DAY  OF 

THE  DINOSAURS 

The  ruling  party's  old  guard  moves  to  curb  the  reformers 


Call  him  Luis.  The  thirtysomething 
Mexican  career  technocrat  holds  an 
mba  from  a  major  U.  S.  university, 
toils  80-hour  weeks  in  a  senior  post  at  a 
government  ministry,  and  earns  one-third 
what  his  former  college  buddies  and  his 
kid  brother  make  in  the  private  sector. 
Although  he  disdains  politics,  Luis  joined 
the  long-ruling  Institutional  Revolution- 
ary Party  (pri)  at  an  early  age,  knowing 
it  was  a  prerequisite  for  advancement. 
But  now,  his  future  is  in  doubt.  The  pri 
decided  at  its  recent  convention  that  it 
will  no  longer  choose 
technocrats  such  as  Luis 
as  its  nominees  for  gov- 
ernorships or  the  presi- 
dency of  Mexico  unless 
they  have  held  previous 

elective  office.  "They're  . 
,      .  i  '   f       and  the  budget  deficit 

changing  the  rules  of   ?_  

the  game,"  Luis  com- 
plains bitterly,  slumping 
in  his  chair.  "There's  no 
point  in  slaving  away 
anymore  if  you  can't  as- 
pire to  the  top  jobs." 

Indeed,  Mexico,  a 
country  of  95  million 


people  with  ever  deepening  ties  to  the 
U.  S.,  is  in  the  throes  of  profound  changes 
in  the  way  it  is  governed,  and  far  more 
than  the  career  prospects  of  aspiring  civ- 
il servants  such  as  Luis  are  at  stake. 
The  pri's  decision  signals  the  gradual 
erosion  of  the  influence  of  U.  S.-educated 
technocrats,  led  by  President  Ernesto 
Zedillo  and  his  immediate  predecessors, 
Carlos  Salinas  and  Miguel  de  la  Madrid. 
In  the  14  years  since  de  la  Madrid  took 
office,  they  have  transformed  Mexico 
from  a  closed,  statist  country  into  a  mar- 


The  Conflict  Within  the  PRI 


WHAT  ZEDILLO  WANTS 


►  Keep  a  tight  rein  on  inflation 


WHAT  THE  CHIEFTAINS  WANT 


►  Crack  down  on  official 
corruption  and  electoral 
shenanigans 

►  Continue  to  sell  off  state-run 
companies 


►  Step  up  spending  to  create 
jobs 

►  Slow  down  investigations 
that  could  expose  wrong- 
doing in  top  PRI  ranks 

►  Brake  privatizations  and  bar 
sales  of  petrochemical  plants 


mjbI 
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ket-driven  economy  that's  part  of  x  - 
North  American  Five  Trade  Agreem 
(nafta).  Future  Mexican  leaders,  shajcr 
more  by  electoral  politics,  aren't  lib 
to  match  the^e  single-minded  reform 
in  zeal  and  arbitrary  power. 

Although  Zedillo's  term  runs  ui . 
2000,  he  is  going  to  be  increasingly  It:  - . 
able  to  command  the  loyalty  of  the  pay  . 
That's  partly  because  he  has  finally  c(t" 
vinced  skeptics  that  he  won't  handpt 
the  pri's  candidate  to  succeed  him,t 
his  predecessors  for  more  than  f>0  ye 
have  done.  With  that  decision  he  has 
linquished  much  of  the  near-dictatont 
leverage  that  Mexican  Presidents  hakcj 
wielded  over  the  party's  political  n 
chine,  the  PRi-controlled  Congress,  i 
the  vast  government  apparatus. 
lame  DUCK.  In  effect,  says  political 
entist  Federico  Estevez,  Zedillo  is 
coming  a  lame  duck  four  years  befd  . 
his  term  ends.  The  result  seems  boui . 
to  be  a  politically  less  stable,  less  p%r 
dictable  Mexico,  with  a  more  fracticjfc 
pri  and  a  more  assertive  Congren: 
even  if  the  pri  survives  challenges  Jr 
newly  energized  opjr 
sition  parties  in  low. 
and  congressional  ety; 
tions  next  year. 

Short  term,  the  fr' 
litical  ferment  bolsttl 
factions  arguing  that. 
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relaxation  of  Zedill 
austere  economic  pc 
cies  and  a  slowdown 
his  market  refon  * 
(table)  will  lure  vot( 
back  to  the  pri.  In  t  ... 
strident  convention  i 
tended  by  4,400  de 
gates,  old-guard  poli 
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sses,  widely  known  as  "dinosaurs" 
leir  resistance  to  change,  orches- 
1  the  attack.  Delegates  shouting 
with  the  technocrats"  vowed  to 
ce  the  party  from  free-market  re- 

and  restore  the  party's  tradition- 
brace  of  populist  "revolutionary 
lalism."  Although  few  would  turn 
ock  back  to  Mexico's  statist  past, 
plit  in  the  pri  between  old-line 
:ians  and  technocratic  reformers 
give  the  opposition  parties — the 
•-right  National  Action  Party  (pan) 
re  center-left  Party  of  the  Democ- 
Revolution  (prd) — an  unprece- 
1  chance  to  end  the  pri's  control  of 
•ess  in  next  year's  elections. 
THING  ROOM."  No  one  expects  a 
itic  about-face  on  policy  from  Ze- 
15,  a  Yale  University-trained  econ- 
and  former1  central  banker.  He  in- 
hat  the  pri  will  continue  supporting 
isic  reforms  that  have  helped  Mex- 
irt  to  recover  from  its  worst  reces- 
1  60  year's  (box).  Still,  domestic  con- 
tion  is  stagnant,  and  Zedillo  is 
g  under  pressure  from  the  party 
s  to  kick-start  the  economy  by 
ng  public  spending  before  the  elec- 
pri  leaders  are  saying  that  pro- 
1  austerity  will  generate  sympathy 
•otesters,  such  as  the  deadly  new 

guerrilla  movement,  the  Popular 
utionary  Army,  or  less  violent  El 
n,  a  middle-class  group  agitating 
ebt  relief  for  small  businesses, 
t  we  need  is  breathing  room  to  let 
■onomy  recover  and  to  create  jobs," 
independent  economist  Jonathan 
i.  "The  time  has  come  to  put  more 
•s  into  the  economic  equation." 
incisco  Suarez  Davila,  chairman  of 
ingressional  finance  committee  and 
leader  of  the  pri  mainstream,  ar- 
that  Mexico  needs  to  prime  the 
my  by  running  a  fiscal  deficit  big- 
han  this  year's  expected  0.5%  of 

domestic  product.  Otherwise, 
e  going  to  have  social  problems," 
arns.  "The  international  financial 
lunity  has  to  understand  that." 
lillo  also  faces  pressure  to  back 
im  politically  unpopular-  measures 
once  would  have  been  rubber- 
led  by  the  Congress.  After  months 
ffling,  Zedillo  seems  ready  to  re- 
on  a  key  privatization  goal — the 
)f  secondary  petrochemical  plants 
d  by  oil  monopoly  Pemex,  a  na- 
iist  sacred  cow.  The  sale  would 
layoffs  in  the  petrochemical  work- 
nion,  a  bastion  of  pri  power, 
latever  the  outcome  of  next  year's 
ons,  Zedillo  will  be  President  until 
But  with  his  party  opponents  on 
se,  he  will  have  less  power  to  push 
gh  his  programs  as  the  era  of  Mex- 
echnocrat-reformers  winds  down. 
By  Geri  Smith  in  Mexico  City 


A  TALK  WITH  ZEDILLO: 
WHAT'S  BEHIND  THE  ECONOMIC  UPTURN 


Keeping  in  touch  with  Mexico's 
grass  roots,  President  Ernesto 
Zedillo  made  a  Sept.  26  foray 
through  Yucatan  state.  Aboard  the 
presidential  Boeing  757,  he  dis- 
cussed his  goals  and  policies  with 
Frank  J.  Comes,  business  week's 
senior  editor  for  international 
affairs,  and  Geri  Smith,  Mexico 
City  bureau  manager. 

Q:  What  are  your  most  important 
achievements? 

A:  They  are  not  mine.  They  belong 
to  the  Mexican  people.  One  is  the 
turnaround  in  the  economy.  Second, 
the  political  stability  the  country  has 
in  spite  of  the  economic  crisis.  Equal- 
ly important  is  the  kind  of  respectful 
dialogue  that  I  have, 
and  all  the  executive 
[branch]  has,  with  all 
political  parties.  This 
is  without  precedent 
in  Mexico's  history. 
This  state  [Yucatan] 
is  peaceful.  You  saw 
at    my    table  the 
leader  of  the  pan,  the 
people  of  the  [center- 
left  party]  prd.  You 
see  the  kind  of  rela- 
tionship we  have.  It's 
like   that  in  every 
state.  But  that  doesn't 
get  into  the 


WHAT  OUTFLOW? 

H  No  one  can 
bring  NAFTA  to 
the  discussion 
table  saying 
the  U.S.  is 
losing  jobs 


news. 


Q:  Some  business- 
people  worry  that  the  peso's  present 
strength  can  't  last.  Can  your  govern- 
ment sustain  it? 

A:  The  only  sustainable  policy  is  a 
freely  floating  rate.  Any  other  alter- 
native would  mean  a  commitment  to 
an  [exchange-rate]  band,  which  the 
government  would  have  to  sustain, 
or  a  crawling  peg.  Either  would  be 
too  risky.  The  market  by  itself  will 
adjust  the  exchange  rate  to  keep  a 
rather1  moderate  current-account 
deficit  in  1996  and  1997.  That  will 
lead  to  an  exchange  rate  that  keeps 
the  momentum  in  the  export  sector 
and  contributes  to  economic  growth. 
Entrepreneurs  cannot  have  it  both 
ways.  They  like  it  that  rates  are 
coming  down,  and  I  think  that  has 
been  positive  for  the  economy.  But 
they  cannot  at  the  same  time  ask  for 
a  system  to  intervene  in  the  foreign 
exchange  market. 


Q:  Some  investors  worry,  if  the  re- 
cent attacks  by  the  [guerrilla  group] 
epr  aren't  contained,  financial  mar- 
kets will  be  affected,  as  they  were  by 
the         Zapatista,  rebellion. 
A:  Well,  they  have  been  contained. 
They  attacked  a  few  military  and  po- 
lice stations,  and  nothing  significant 
other  than  that  has  happened.  We  in- 
sist that  this  group  doesn't  have  any 
significant  force:  They  don't  have  a 
social  base.  Rather  soon,  we  hope 
that  its  leaders  will  be  prosecuted. 

Q:  Since  nafta  was  signed,  has 
Mexico  reverted  to  a  low-wage,  weak- 
peso  economic  strategy? 
A:  That's  not  true.  You  have  to  trav- 
el around  Mexico  and  see  what's  hap- 
pening. For  example, 
Mexico  has  become 
one  of  the  leading 
exporters  of  comput- 
ers. And  the  per- 
centage of  integra- 
tion [of  local 
components]  is  sur- 
prisingly high.  NAFTA 
has  performed  ex- 
tremely well.  U.S. 
exports  to  Mexico 
are  growing  fast,  and 
our  exports  are 
growing  very  fast. 
More  American  com- 
panies are  coming 
here  to  do  part  of 
their  manufacturing 
to  go  into  third  markets.  Go  to  the 
IBM  or  Kodak  plant  in  Guadalajara, 
to  the  Chrysler  plant  in  Ramos 
Arizpe — what's  happening  is  very 
impressive. 

Q:  A  lot  of  people  were  expecting 
Mexico  to  be  a  big  issue  in  the  U.  S. 
elections. 

A:  Me  too!  I  was  very  afraid! 

Q:  But  it  has  been  very  quiet.  Why? 
A:  Three  important  things  have  hap- 
pened. One,  we  have  been  working 
systematically  with  the  U.  S.  Admin- 
istration on  difficult  issues  such  as 
drugs  and  immigration.  Second,  no 
one  can  bring  NAFTA  to  the  discus- 
sion table  saying  the  U.S.  economy 
is  losing  jobs,  because  the  opposite 
can  be  proved.  And  third,  I  think  it 
has  helped  that  we  have  prepaid  the 
U.S.  loan. 


ERNESTO  ZEDILLO 
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BANG!  BANG! 
WELCOME  TO  MEXICO 

As  the  income  gap  widens,  a  crime  wave  spreads 


Riding  to  work  in  his  bulletproof  Mer- 
cedes-Benz, Antonio  Gutierrez  Corti- 
na was  cut  off  by  three  cars  in  a 
narrow  street  near  his  house  in  southern 
Mexico  City.  Armed  men  jumped  out 
and  yelled  at  the  wealthy  financier  to 
get  out.  As  his  chauffeur  tried  to  ma- 
neuver the  Mercedes  out  of  the  trap,  11 
shots  fired  by  the  would-be  kidnappers 
bounced  off  the  car's  armor.  Gutierrez 
Cortina  and  his  driver  escaped  un- 
harmed, and  the  police  gave  chase  to 
the  kidnappers,  who  fled. 

The  close  escape  last  month  astounded 
even  the  jaded  residents  of  the  Mexican 
capital,  now  resigned  to  living  with  levels 
of  crime  unthinkable  just  two  years  ago. 
Crime  has  emerged  as  one  of  the  city's 
most  important  issues  in  the  runup  to 
next  year's  mayoral  elections,  the  first 
ever  in  a  city  governed  by  Presidential 
appointees  up  to  now.  Already,  the  oppo- 
sition National  Action  Party  (pan)  is 
erecting  billboards  promising  "Security 
in  1997,"  while  charging  President 
Ernesto  Zedillo's  government  with  ig- 
noring the  root  causes  of  crime. 

Along  with  the  sharp  rise  in  every- 
thing from  muggings  to  delivery-truck 
hijackings  comes  a  chilling  new  round  of 
drug-related  violence.  Two  top  Tijuana 
law  enforcement  officials  were  found 
murdered  in  Mexico  City  within  one 
week  last  month.  One  had  been  tortured, 
in  what  likely  was  a  message  from  brutal 


cartels  based  on  the  U.S.  border.  Re- 
cent lynchings  of  suspected  murderers 
in  the  countryside  suggest  that  peasants 
are  even  more  desperate  than  city  resi- 
dents about  crime. 

trickle  down.  In  the  capital,  where  a 
recent  poll  found  that  half  of  all  house- 
holds had  been  victims  of  crimes,  the 
government  has  responded  by  reorga- 
nizing its  police  force.  In  June,  Presi- 
dent Zedillo  put  Army  General  Enrique 
Salgado  Cordero  in  charge  of  Mexico 
City's  law  enforcement.  Salgado  prompt- 
ly filled  the  top  slots  with  other  military 
men  and  assigned  thousands  of  cops  to 
walk  and  cycle  the  city  streets. 

But  until  Mexico's  ^ ■ 
nascent  economic  re- 
covery begins  to  trickle 
down,  there  seems  little 
prospect  for  much  im- 
provement in  crime 
rates.  The  gap  between 
rich  and  poor  continues 
to  widen,  while  crimi- 
nals grow  increasingly 
bold.  Teenagers  board 
buses  and  rob  the  pas- 
sengers. Criminals  dri- 
ving stolen  taxis  hijack 
people  who  hail  them, 
forcing  the  victims  to 
withdraw  cash  at  auto- 
mated teller  machines. 

Such  desperate 


TIJUANA  POLICE 


Violence  is  fast 
becoming  a 
potent  political 
issue  for  the 
National 
Action  Party 


Crime  Highlights 

KIDNAPPINGS 

Now  running  1,000  per  year, 
with  major  targets  provincial 
businessmen  and  landowners 

MUGGINGS 

Up  33%  in  Mexico  City  in  the 
12  months  ended  last  July 

BANK  ROBBERIES 

Jumped  39%  in  Mexico  City  in 
the  first  seven  months  of  1996 

DATA:  MEXICO  CITY  ATTORNEY  GENERAL, 
BUSINESS  WEEK 


crimes  are  chas 
ing  the  habitat 

wealthy  Mexii 
They  are  barri 
ing  themselve: 
high-walled 
pounds  and 
former  police: 
to  stand  guard, 
vate  patrol  d 
cruise  Mexico  City's  hilly  western  a> 
urbs,  where  high-voltage  wires  grace  m 
garden  walls  of  even  modest  houM 
Bodyguards  trail  the  sons  and  daughrs 
of  the  country's  megarich  during  Sat- 
day  nights  out.  Some  Mexican  bilfy- 
aires  travel  by  helicopter  to  work. 

Fearful  of  kidnapping,  many  busine- 
people  are  buying  armored  cars.  Thn 
who  had  been  wavering  were  conviiJI 
by  the  foiled  Gutierrez  Cortina  abcb- 
tion  attempt,  says  Enrique  Palomo,  olfc 
er  of  Executive  Armoring  Corp.  in  in 
Antonio,  Tex.,  who  sold  Gutierrez  is 
W.Ki  Mercedes  3IM)E.  He  sells  about  0 
armored  cars  a  year  in  Mexico.  Spottjr 
a  niche,  BMW  has  begun  installing  arnr 
in  its  328  model  at  its  plant  in  Ler.i. 
Mexico.  The  sporty  car  goes  for  just  i- 
der  $100,000.  BMW  also  offers  customeia 
defensive  driving  course. 
safest  restaurants.  Until  recent 
foreign  executives  working  in  Mexo 
faced  little  risk  of  kidnapping.  The  typil 
target,  in  a  country  where  at  least  1,4) 
kidnappings  occur  each  year,  is  stila 
prominent  provincial  businessperson  j 
rancher.  But  the  August  abduction  in  i- 
juana  of  a  Sanyo  Electric  Co.  executi?, 
released  after  the  company  paid  a  2 
million  ransom,  prompted  many  multi  - 
tionals  to  reassess  security  for  their  p 
officers.  To  assist  these  companies,  Vae 
International,  a  company  in  Oakton,  t, 
takes  charge  of  a  visiting  executive  at  ie 
Mexico  City  airport,  chauffeurs  him 
an  armored  car,  and  plans  his  trip,  chc  - 
ing  the  safest  rest - 
rants  and  the  most 
creet  hotel  exits. 


Kidnapping  and  o<- 
er  crimes  show  o 
sign  of  abating  ai- 
time  soon.  That's  s 
worrisome  to  pol  - 
cians  as  it  is  to  ev<y 
victim  of  the  wse 
of  lawlessness — fr* 
businessmen  such  s 
Gutierrez  Cortina  3 
the  maid  walking  o 
the  bus  stop  witha 
week's  pay  in  lr 
pocket. 

By  Elisabeth  Mali 
in  Mexico  City 
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mid-October,  French  President 
icques  Chirac  will  bring  the  curtain 
twn  on  one  of  the  longest-running 
strial-political  dramas  in  France. 
,'s  when  the  government  will  pri- 
;e  state-controlled  defense  and  con- 
ir-electronics  giant  Thomson,  selling 
ther  to  telecom  equipment  maker 
tel-Alsthom  or  defense  and  pub- 
lg  conglomerate  Lagardere  Group, 
lirac  will  thus  end  a  saga  that  has 
d  two  giant  companies  against  each 
r  and  aroused  the  ire  of  investors 
workers  alike.  His  decision 
also  speak  volumes  on 
;her  France  is  abandoning 
nterventionist  approach  to 
stry — or  simply  developing 
w  method  of  indirect  med- 
;  that  merely  pays  lip  ser- 
to  free  markets. 
ERING  DREAM.  At  this 
t,  the  French  government 
aneuvering  to  support  Al- 
l,  a  company  whose  chief 
utives  have  long  wielded 
t  influence  with  presidents 
prime  ministers.  Even  in 
1996,  before  the  bidding 
the  $14.4  billion  Thomson 
begun,  the  word  was  out 
Chirac  had  given  Alcatel 
nod.  Only  Alcatel,  with  its  $32  bil- 
in  sales,  has  offered  to  create  a 
al  powerhouse  in  electronics,  a 
m  French  presidents  have  unprof- 
(y  pursued  for  years.  Lagardere, 
third  Alcatel's  size,  proposes  only 
lerge  its  missile-and-space  unit  with 
nson  csf's  defense  electronics  busi- 
,  and  promptly  sell  Thomson  Multi- 
ia,  the  consumer  electronics  arm,  to 
|  Korea's  Daewoo  Corp. 


Alcatel's  original  offer  to  absorb  both 
Thomson  businesses  appealed  to  the 
government,  which  openly  prefers  an 
all-French  solution.  Thus,  barring  a 
last-minute  change  in  the  script,  La- 
gardere seems  destined  to  lose.  Yet  in- 
vestors and  analysts  still  question 
Chirac's  plan  to  create  an  unwieldy 
conglomerate  making  everything  from 
semiconductors  and  defense  equipment 
to  televisions  and  phone  switches.  And 
they  wonder  why  Alcatel  chief  Serge 
Tchuruk  is  taking  such  a  risk.  "The 

ALCATEL  S  BIG  BID 


THE  GOAL  Merge  Alcatel-Alsthom  with  Thomson, 
creating  a  giant  with  $39  billion  in  sales  and  domi- 
nant global  positions  in  telecom  equipment,  defense 
electronics,  and  consumer  electronics.  ^ 


THE  PROBLEM  Alcatel  is  just  recovering  from  huge 
losses,  and  Thomson's  consumer  business  needs 
major  fixing. 

THE  SOLUTIONS  Raise  $2  billion  through  asset 
sales.  Cut  out  $1.7  billion  in  annual  costs. 
Search  for  a  partner  to  share  the  burden  of  the  con- 
sumer business  and  recruit  GEC  to  help  with  the 
defense  business. 

DATA  BUSINESS  WEEK 

logic  is  lost  on  me,"  says  Richard 
Kramer,  telecom  analyst  at  Goldman, 
Sachs  &  Co.  "Tchuruk  is  trying  to  cre- 
ate something  that  went  out  of  fashion 
20  years  ago." 

The  market  fears  Alcatel,  which  lost 
$5  billion  last  year,  is  too  weak  to  take 
on  Thomson.  And  in  July,  Thomson 
Multimedia  announced  losses  of  $582 
million  in  the  first  half  of  1996.  Sudden- 
ly Thomson's  problems  looked  capable  of 


ALCATEL  CHIEF  TCHURUK: 

In  search  of  synergies 

swamping  Alcatel.  The  stock  of 
Alcatel  plummeted. 

Yet  Alcatel  still  seems  to 
have  the  edge,  thanks  to  sever- 
al events.  One  is  the  Aug.  30 
announcement  that  the  govern- 
ment would  merge  its  profitable 
nuclear  energy  business,  Fram- 
atome,  with  GEC-Alsthom,  the 
power  engineering  unit  owned 
jointly  by  Alcatel  and  Britain's 
General  Electric  Co.  PLC.  Sources 
close  to  the  deal  say  the  merger 
will  spin  off  some  $2  billion  in 
cash  for  Alcatel  after  Tchuruk 
sells  some  of  Alcatel's  stake  in 
the  new  company  to  gec  and 
also  floats  the  new  company  on 
the  market.  Insiders  say  that  in 
return  for  agreeing  to  this  flota- 
tion, gec  gets  a  50-50  joint  ven- 
ture with  Thomson  csf.  Alcatel 
denies  it  needs  the  cash  from 
the  Framatome  deal  to  buy  Thomson, 
but  the  widespread  assumption  is  that 
the  money  will  improve  Alcatel's  chances. 
BEST  DEFENSE.  Another  key  event  was 
a  September  press  conference  where 
Tchuruk  defended  his  strategy,  saying 
that  communications  technology  will  be 
the  core  of  future  weapons  systems. 
"You  have  to  take  advantage  of  linking 
two  technologies,"  he  says.  Tchuruk 
also  forecasts  a  return  to  operating 
profits  by  yearend  and  pledges  to  raise 
$2  billion  from  asset  sales  by  1997.  And 
Tchuruk  now  says  he  will  find 
an  Asian  partner  for  Thomson 
Multimedia.  Indeed,  Daewoo 
Chairman  Bae  Soon  Hoon  says 
if  Lagardere  loses  the  bid,  he 
would  try  to  cut  a  deal  with 
Alcatel.  Unconfirmed  reports 
so  have  Alcatel  planning  to 
move  Thomson's  U.  S.  televi- 
sion plants  to  cheaper  sites  in 
Mexico.  Thomson  Multimedia 
employs  10,000  in  the  U.  S. 

Meanwhile,  Lagardere  has 
made  little  headway.  Analysts 
point  out  that  Lagardere  has 
also  had  its  disasters,  includ- 
ing losses  of  $686  million  from 
an  investment  in  television  net- 
work La  Cinq.  "Between  the 
two,  neither  is  ideal,"  says  economist 
Elie  Cohen,  director  of  research  at  the 
National  Center  for  Science  &  Re- 
search in  Paris.  "That's  the  drama  of 
French  capitalism.  There  isn't  a  buyer. 
So  you  have  to  find  the  least  worst 
one."  This  time,  however,  sharehold- 
ers, not  taxpayers,  will  pay  if  the  gov- 
ernment's gambit  fails. 

By  Gail  Edmondson  in  Paris,  with 
Steve  Bndl  in  Seoul 


They  Just  Want  You  to  Stay  Healthy. 
So  It's  Important  That  You  Know  About 
PRAVACHOL  From  Bristol-Myers  Squibb. 


PRAVACHOL.  The  Only  Cholesterol-Lowering 
Drug  of  its  Kind  Proven  to  Help  Prevent 
A  First  Heart  Attack. 


you  have  high  cholesterol, 
re's  something  you  should 
)w.  You  may  be  at  risk  of  having 
rst  heart  attack,  even  if  you 
'e  no  signs  of  any  heart 
iblems.  And  the  grim  fact  of 
matter  is,  up  to  33%  of 
)ple  do  not  survive  their  first 
irt  attack. 

improving  your  diet  and 
:rcise  is  not  enough,  you  should 

your  doctor  about  PRAVACHOL. 
e  first  and  only  cholesterol- 
vering  drug  of  its  kind  proven 
help  prevent  first  heart  attacks, 
nay  be  able  to  help  you  live 
)nger,  healthier  life. 

new  landmark  five-year  study 
luding  over  6,500  males  with 
;h  cholesterol  showed 
ramatic  reduction 
iproximately  one-third)  in  the 
mber  of  first  heart  attacks  and 


deaths  due  to  heart  disease  among 
those  taking  PRAVACHOL. 

PRAVACHOL,  when  used  with  diet, 
has  been  proven  to  reduce  the  risk 
of  a  first  heart  attack,  reduce  the 
risk  of  death  from  heart  disease, 
and  reduce  the  risk  of  heart 
surgery  in  people  with  high 
cholesterol  but  no  symptoms  or 
history  of  heart  disease. 
PRAVACHOL  is  a  prescription  drug, 
so  you  should  ask  your  doctor  or 
healthcare  professional  if 
PRAVACHOL  is  right  for  you.  Some 
side  effects,  such  as  slight  rash  or 
mild  stomach  upset,  occur  in 
about  2-4%  of  patients. 
PRAVACHOL  should  not  be  taken  by 
women  who  are  pregnant  or 
nursing,  people  who  are  allergic  to 
any  of  its  ingredients  or  by  anyone 
with  liver  disease.  Your  doctor  may 
perform  tests  to  check  your  liver 


before  and  during  treatment. 
Be  sure  to  tell  your  doctor  right 
away  if  you  experience  any  muscle 
pain  or  weakness,  as  it  may  be 
a  sign  of  a  serious  side  effect.  Be 
sure  to  mention  any  medications 
you  are  taking  so  any  possible 
serious  drug  interactions  can  be 
avoided.  Please  see  important 
information  on  the  next  page. 

Please  keep  this  reminder. 

I  1 

Ask  your  doctor  if 

Pravachol  is  right  for  yon  or 
mil  1-800-PREVENT 

for  more  information  on  the 
first  and  only  cholesterol-lowering 
drug  of  its  kind  proven  to  help 
prevent  first  heart  attacks. 


IWVCHDL 

pravastatin  sodium  as 


*AVACHOL  HELPS  PREVENT  FIRST  HEART  ATTACKS. 


Bristol-Myers  Squibb  Company 


PRAVACHOL® 

Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypersensitivity  to  any  component  ol  this  medication  Active  liver  disease  or 
unexplained,  persistent  elevations  in  liver  function  tests  (see  WARNINGS)  Pregnancy  and  lactation 
Atherosclerosis  is  a  chronic  process  and  discontinuation  of  lipid-lowermg  drugs  during  pregnancy  should 
have  little  impact  on  the  outcome  o(  long  term  therapy  of  primary  hypercholesterolemia  Cholesterol  an(J 
other  products  of  cholesterol  biosynthesis  are  essential  components  for  fetal  development  (including 
synthesis  of  steroids  and  cell  membranes)  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they 
may  cause  fetal  harm  when  administered  to  pregnant  women  Therefore,  HMG-CoA  reductase  inhibitors  are 
umtMiiiilK  ili'il  during  pregnanl  y  ind  in  nuraui  imillw.  Pravastatin  Should  be  administered  to  women 
ol  childbearing  age  only  when  such  patients  are  highly  unlikely  to  conceive  and  have  been  informed 
ol  the  potential  hazards.  II  the  patient  becomes  pregnant  while  taking  this  class  ot  drug,  therapy  should  be 
disi  onlmued  and  the  patient  apprised  of  the  potential  hazard  lo  the  fetus  WARNINGS:  Liver  Enzymes  — 
HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowermg  therapies,  have  been  associated  with 
biochemical  abnormalities  ol  liver  function  Increases  of  serum  transaminase  (ALT.  AST)  values  to  more  than 
3  times  the  upper  limit  of  normal  occurring  on  2  or  more  (not  necessarily  sequential)  occasions  have  been 
reported  in  1  3%  of  patients  treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months  These 
abnormalities  were  not  associated  with  cholestasis  and  did  not  appear  to  be  related  to  treatment  duration 
In  those  patients  in  whom  these  abnormalities  were  believed  to  be  related  to  pravastatin  and  who  were 
discontinued  from  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment  levels.  These 
biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia, 
weakness,  and/or  abdominal  pain  may  also  be  present  in  rare  patients  It  is  recommended  that  liver 
function  tests  be  performed  before  the  initiation  of  treatment,  at  6  and  12  weeks  after  initiation  of 
therapy  or  elevation  in  dose,  and  periodically  thereafter  (e.g.,  semiannually).  Patients  who  develop 
increased  transaminase  levels  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the 
finding  and  be  followed  thereafter  with  freguent  liver  function  tests  until  the  ahnormality(ies)  return  to  normal 
Should  an  increase  in  AST  or  ALT  of  three  times  the  upper  limit  ol  normal  or  greater  persist,  withdrawal  of 
pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained  transaminase  elevations  are 
contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be  exercised  when 
pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see 
CLINICAL  PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored, 
started  at  the  lower  end  of  the  recommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect 
Skeletal  Muscle  —  Rare  cases  of  rhabdomyolysis  with  acute  renal  failure  secondary  to 
myoglobinuria  have  been  reported  with  pravastatin  and  other  drugs  in  this  class.  Uncomplicated 
myalgia  has  also  been  reported  in  pravastatin-treated  patients  (see  ADVERSE  REACTIONS)  Myopathy, 
defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  in  creatine  phosphokmase  (CPK) 
values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0  1%)  in  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or 
marked  elevation  of  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pain,  tenderness 
or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued 
if  markedly  elevated  CPK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy 
should  also  be  temporarily  withheld  in  any  patient  experiencing  an  acute  or  serious  condition 
predisposing  to  the  development  of  renal  failure  secondary  to  rhabdomyolysis,  e.g.,  sepsis; 
hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte  disorders;  or 
uncontrolled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosporine,  niacin,  or  fibrates  However,  neither 
myopathy  nor  significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100 
post-transplant  patients  (24  renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin 
10-40  mg  and  cyclosporine  Some  of  these  patients  also  received  other  concomitant  immunosuppressive 
therapies  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in  cardiac  transplant 
patients  receiving  cyclosporine  Further,  in  clinical  trials  involving  small  numbers  of  patients  who  were  treated 
concurrently  with  pravastatin  and  niacin,  there  were  no  reports  of  myopathy.  Also,  myopathy  was  not  reported 
in  a  trial  of  combination  pravastatin  (40  mg/day)  and  gemfibrozil  (1200  mg/day).  although  4  ol  75  patients 
on  the  combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was 
a  trend  toward  more  frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in 
the  group  receiving  combined  treatment  as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or 
pravastatin  monotherapy  (see  PRECAUTIONS:  Drug  Interactions)  The  use  of  fibrates  alone  may 
occasionally  be  associated  with  myopathy.  The  combined  use  of  pravastatin  and  fibrates  should  be 
avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh  the  increased  risk 
of  this  drug  combination.  PRECAUTIONS:  General  —  Pravastatin  may  elevate  creatinine  phosphokmase 
and  transaminase  levels  (see  ADVERSE  REACTIONS)  This  should  be  considered  in  the  differential  diagnosis 
of  chest  pain  in  a  patient  on  therapy  with  pravastatin  Homozygous  Familial  Hypercholesterolemia. 
Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial  hypercholesterolemia  In  this 
group  of  patients,  it  has  been  reported  that  HMG  CoA  reductase  inhibitors  are  less  effective  because  the 
patients  lack  functional  LDL  receptors  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  lo  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine 
clearance)  No  effect  was  observed  on  the  pharmacokinetics  of  pravastatin  or  its  3ir-hydroxy  isomeric 
metabolite  (SO  31.906)  A  small  increase  was  seen  in  mean  AUC  values  and  half-life  (tV.)  for  the  inactive 
enzymatic  ring  hydroxylation  metabolite  (SO  31 ,945)  Given  this  small  sample  size,  the  dosage  administered, 
and  the  degree  of  individual  variability,  patients  with  renal  impairment  who  are  receiving  pravastatin  should 
be  closely  monitored  Information  for  Patients  —  Patients  should  be  advised  to  report  promptly 
unexplained  muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Drug 
Interactions  —  Immunosuppressive  Drugs.  Gemfibrozil.  Niacin  (Nicotinic  Acid).  Erythromycin  See 
WARNINGS:  Skeletal  Muscle  Antipynne  Since  concomitant  administration  of  pravastatin  had  no  effect  on 
the  clearance  of  antipynne.  interactions  with  other  drugs  metabolized  via  Ihe  same  hepatic  cytochrome 
isozymes  are  not  expected.  Cholestyramine/Colestipol  Concomitant  administration  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravastatin  However,  when  pravastatin  was 
administered  1  hour  before  or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal, 
there  was  no  clinically  significant  decrease  in  bioavailability  or  therapeutic  effect  (See  DOSAGE  AND 
ADMINISTRATION:  Concomitant  Therapy )  Warfarin  In  a  study  involving  10  healthy  male  sublets  given 
pravastatin  and  warfarin  concomitantly  for  6  days,  bioavailability  parameters  at  steady  state  for  pravastatin 
(parent  compound)  were  not  altered  Pravastatin  did  not  alter  the  plasma  protein  binding  of  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its 
anticoagulant  action  (i  e ,  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  of  concomitant 
therapy)  However,  bleeding  and  extreme  prolongation  of  prothrombin  time  has  been  reported  with  another 
drug  in  this  class  Patients  receiving  warfarin-type  anticoagulants  should  have  their  prothrombin  limes 
closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin  is  changed  Cimetidme  The  AUC" 
i2i"  for  pravastatin  when  given  with  cimetidme  was  not  significantly  different  from  the  AUC  for  pravastatin 
when  given  alone  A  significant  difference  was  observed  between  the  AUC's  for  pravastatin  when  given  with 
cimetidme  compared  lo  when  administered  with  antacid  Digoxm  In  a  crossover  trial  involving  1 8  healthy 
male  sublets  given  pravastatin  and  digoxm  concurrently  for  9  days,  Ihe  bioavailability  parameters  of  digoxm 
were  not  affected  The  AUC  of  pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastatin  plus 
its  metabolites  SO  31,906  and  SO.  31,945  was  not  altered  Cyclosporine  Some  investigators  have  measured 
cyclosporine  levels  in  patients  on  pravastatin,  and  to  date,  these  results  indicate  no  clinically  meaningful 
elevations  in  cyclosporine  levels  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in 
cardiac  transplant  patients  receiving  cyclosporine  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease 
in  urinary  excretion  and  protein  binding  of  pravastatin  In  addition,  there  was  a  significant  increase  in  AUC, 
Cmax,  and  Tmax  for  the  pravastatin  metabolite  SO.  31,906  Combination  therapy  with  pravastatin  and 
gemfibrozil  is  generally  not  recommended  In  interaction  studies  with  aspirin,  antacids  (1  hoor  prior  to 
PRAVACHOL),  cimetidme.  nicotinic  acid,  or  probucol.  no  statistically  significant  differences  in  bioavailability 
were  seen  when  PRAVACHOL  (pravastatin  sodiom)  was  administered  Other  Drugs  During  clinical  trials,  no 
noticeable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to:  diurelics.  antihypertensives, 
digitalis,  ACE  inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function  — 
HMG-CoA  reductase  inhibitors  interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels 
and,  as  such,  might  theoretically  blunt  adrenal  or  gonadal  steroid  hormone  production  Results  of  clinical 
trials  with  pravastatin  in  males  and  post  menopausal  females  were  inconsistent  with  regard  to  possible 
effects  ot  the  drug  on  basal  steroid  hormone  levels  In  a  study  of  21  males,  the  mean  testosterone  response 
to  human  chorionic  gonadotropin  was  significantly  reduced  (p<  0  004)  after  16  weeks  of  treatment  with  40 
mg  ol  pravastatin  However,  the  percentage  of  patients  showing  a  >  50%  rise  in  plasma  testosterone  after 
human  chorionic  gonadotropin  stimulation  did  not  change  significantly  after  therapy  in  these  patients  The 
effects  ol  HMG  CoA  reductase  inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate 
numbers  of  patients  The  effects,  if  any,  of  pravastatin  on  the  pituitary-gonadal  axis  in  pre-menopausal 
temales  are  unknown  Patients  treated  with  pravastatin  who  display  clinical  evidence  of  endocrine 
dysfunction  should  be  evaluated  appropriately  Caution  should  also  be  exercised  if  an  HMG-CoA  reductase 
inhibitor  or  other  aoent  used  to  lower  cholesterol  levels  is  administered  to  patients  also  receiving  other  drugs 
(e  g  ,  keloconazole.  spironolactone,  cimetidme)  that  may  dimmish  the  levels  or  activity  of  steroid  hormones 
CNS  Toxicity  —  CNS  vascular  lesions,  characterized  by  perivascular  hemorrhage  and  edema  and 
mononuclear  cell  infiltration  of  perivascular  spaces,  were  seen  in  dogs  treated  with  pravastatin  at  a  dose  of 
25  mg/kg/day,  a  dose  lhat  produced  a  plasma  drug  level  about  50  times  higher  than  the  mean  drug  level  in 
humans  taking  40  mg/day.  Similar  CNS  vascular  lesions  have  been  observed  with  several  olher  drugs  in  this 
class.  A  chemically  similar  drug  in  this  class  produced  optic  nerve  degeneration  (Wallenan  degeneration  of 
rebnogeniculate  libers)  in  clinically  normal  dogs  in  a  dose  dependent  fashion  starting  at  60  mg/kg/day.  a 
dose  thai  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans 
taking  the  highest  recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity)  This  same  drug  also 
produced  vestibulocochlear  Wallenan  like  degeneration  and  retinal  ganglion  cell  chromatolysis  in  dogs 
treated  for  14  weeks  at  180  mg/kg/day,  a  dose  which  resulted  in  a  mean  plasma  drug  level  similar  to  that 


mil 


seen  with  the  60  mg/kg/day  dose  Carcinogenesis,  Mutagenesis,  Impairment  of  Fertility  —  In  a 

study  in  rats  led  pravastatin  at  doses  of  10. 30.  or  100  mg/kg  body  weight,  there  was  an  increased  mo 
of  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0  01)  Although  rats  were  given  up 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  times 
than  those  measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administration 
30,  or  100  mg/kg  (producing  plasma  drug  levels  approximately  0.5  to  5  0  times  the  human  drug  level:) 
mg)  ot  pravastatin  to  mice  tor  22  months  resulted  in  a  statistically  significant  increase  in  the  made 
malignant  lymphomas  in  treated  females  when  all  treatment  groups  were  pooled  and  compared  to  ci< 
(p  <  0.05)  The  incidence  was  not  dose  related  and  male  mice  were  not  affected  A  chemically  simila 
in  this  class  was  administered  to  mice  for  72  weeks  at  25. 100,  and  400  mg/kg  body  weight,  which  re 
in  mean  serum  drug  levels  approximately  3,  15,  and  33  times  higher  than  the  mean  human  serun 
concentration  (as  total  inhibitory  activity)  after  a  40  mg  oral  dose  Liver  carcinomas  were  signifi 
increased  in  high-dose  females  and  mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  pen 
males  The  incidence  of  adenpmas  of  the  liver  was  significantly  increased  in  mid-  and  high-dose  fei 
Drug  treatment  also  significantly  increased  the  incidence  of  lung  adenomas  in  mid-  and  high-dose  mail 
females.  Adenomas  of  the  eye  Hardenan  gland  (a  gland  of  the  eye  of  rodents)  were  significantly  hii 
high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  without  r; 
metabolic  activation,  in  the  following  studies  microbial  mutagen  tests,  using  mutant  strains  of  Salm 
typhimurium  or  Escherichia  coir,  a  forward  mutation  assay  in  L5178Y  TK  +/-  mouse  lymphoma  c 
chromosomal  aberration  lest  in  hamster  cells;  and  a  gene  conversion  assay  using  Saccharomyces  cere 
In  addition,  there  was  no  evidence  of  mutagenicity  in  either  a  dominant  lethal  test  in  mice  or  a  microni 
test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  500  mg/kg.  pravastatin  did  not  produce  any  at 
effects  on  fertility  or  general  reproductive  performance  However,  in  a  stody  with  another  HMG-CoA  redi 
inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  body  weight,  alt 
this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered 
weeks  (the  entire  cycle  of  spermatogenesis,  including  epididymal  maturation)  In  rats  treated  with  this 
reductase  inhibitor  at  180  mg/kg/day,  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatom  I  j(j\:  1 
epithelium)  was  observed  Although  not  seen  with  pravastatin,  two  similar  drugs  in  this  class  caused 
related  testicular  atrophy,  decreased  spermatogenesis,  spermatocyte  degeneration,  and  giant  cell  forn  fyft 
in  (luqs  Ilir  1 1 1 rm  ,il  significance  ot  Ihese  findings  is  unclear  Pregnancy:  Pregnancy  Category  X.-   '" ., 
CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established.  Pravastatin  was  not  teratl  f  01 
in  rats  at  doses  up  lo  1000  mg/kg  daily  or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily  These  doses  re 
in  20x  (rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  (mg/meter  )  However,  in  studie 
another  HMG-CoA  reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice.  Ther 
been  one  report  ot  severe  congenital  bony  deformity,  tracheo-esopbageal  fistula,  and  anal  atresia 
association)  in  a  baby  born  to  a  woman  who  took  another  HMG-CoA  reductase  inhibitor 
dextroamphetamine  sulfate  during  the  first  trimester  of  pregnancy  PRAVACHOL  (pravastatin  sodium) 
be  administered  to  women  of  child-bearing  potential  only  when  such  patients  are  highly  unlikely  to  cor 
and  have  been  informed  of  the  potential  hazards  If  the  wdman  becomes  pregnant  while  taking  PRAVA 
(pravastatin  sodium),  il  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazai 
the  fetus  Nursing  Mothers  —  A  small  amount  of  pravastatin  is  excreted  in  human  breast  milk,  Becai 
Ihe  potential  lor  serious  adverse  reactions  in  nursing  infants,  women  taking  PRAVACHOL  should  not 
(see  CONTRAINDICATIONS)  Pediatric  Use  —  Safety  and  effectiveness  in  individuals  less  than  18  yea 
have  not  been  established  Hence,  treatmenl  in  patients  less  than  18  years  old  is  not  recommended  a 
time  ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated;  adverse  reactions  have  usually 
mild  and  transient  In  4-month  long  placebo-controlled  trials,  1  7%  of  pravastatin  treated  patients  and 
of  placebo-treated  patients  were  discontinued  from  treatment  because  ol  adverse  experiences  attnbul 
study  drug  therapy,  this  difference  was  not  statistically  significant  In  long-term  studies,  the  most  con 
reasons  for  discontinuation  were  asymptomatic  serum  transaminase  increases  and  mild,  non-sp 
gastrointestinal  complaints  During  clinical  trials  the  overall  incidence  ot  adverse  events  in  the  elderl 
not  different  from  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events  —  All  ai « 
clinical  events  (regardless  of  attribution)  reported  in  more  than  2%  of  pravastatin-treated  patients 
placebo  controlled  trials  are  identified  in  the  table  below,  also  shown  are  the  percentages  of  patier 
whom  these  medical  events  were  believed  to  be  related  or  possibly  related  to  the  drug: 
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Body  System/Event 

Pravastatin 

Placebo 

Pravastatin 

Placet 

(N  =  900) 

(N  =  411) 

(N  =  900) 

(N  =  4 

% 

% 

% 
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Cardiovascular 

Cardiac  Chest  Pain 

4  II 

3.4 

n  t 

no 

Dermalologic  Rash 

4.0* 

1  1 

I  3 

09 

Gastrointestinal 

Nausea'Vomiting 

7.3 

7.1 

2.9 

3.4 

Diarrhea 

6.2 

5.6 

2.0 

1.9 

Abdominal  Pain 

5.4 

6  '1 

2.0 

3  9 

Constipation 

4  II 

7  1 

2  4 

5.1 

Flatulence 

3  3 

3.6 

/ 

3.4 

Heartburn 

2.9 

1  'i 

2  I) 

07 

General 

Fatigue 

3.8 

3.4 

1  9 

1.0 

Chest  Pain 

37 

i  'I 

n  3 

0.2 

Influenza 

2.4* 

II  7 

I!. I 

0.0 

Musi  .uloskelelal 

Localized  Pain 

in  II 

9.0 

1.4 

1.5 

Myalgia 

2  7 

1  0 

Hi, 

0.0 

Nervous  System 

Headache 

1.  2 

3.9 

1.7* 

0.2 

Dizziness 

3.3 

3.2 

1  II 

0.5 

Renal/Genitourinary 

0.7 

Urinary  Abnormality 

2.4 

, '  i 

1.2 

Respiratory 

l!0 

0.0 

Common  Cold 

7.0 

n  ;; 

Rhinitis 

■1  0 

4  1 

0.1 

0.0 

Cuiiqh 

2.6 

1  7 

0  1 

0.0 

■Statistically  significantly  different  from  placebo 

In  the  Pravastatin  Primary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Study)  (see  CLINI 
PHARMACOLOGY:  Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sod 
(N  =  3302)  or  placebo  (n  =  3293)  the  adverse  event  profile  in  the  pravastatin  group  was  comparable  to 
of  the  placebo  group  over  the  median  4  8  years  of  the  study  The  following  elfetts  have  been  reported  1 
drogs  in  this  class,  not  all  the  effects  listed  below  have  necessarily  been  associated  with  pravastatin  ther  |ni  p.. 
Skeletal  myopathy,  rhabdomyolysis,  arthralgia  Neurological  dysfunction  of  certain  cranial  nerves  (inclu     "  ™- 
alteration  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memory  I  ft]  j 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hypersensri 
Reactions  An  apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  n 
of  the  following  features  anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  polymy; 
rheumatica,  dermatomyositis,  vasculitis,  purpura,  thrombocytopenia,  leukopenia,  hemolytic  anemia,  pos 
ANA,  ESR  increase,  eosinophils,  arthritis,  arthralgia,  urticaria,  asthenia,  photosensitivity,  fever,  chills,  flusi , 
malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  including  Stevens  Johnson  syndro " 
Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  laundice,  fatty  cha  nf  \ 
in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting  Skin:  alopf  I 
pruritus  A  variety  of  skin  changes  (e  g  ,  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  char 
lo  hair/nails)  have  been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunction, 
progression  of  cataracts  (lens  opacities),  ophthalmoplegia   Laboratory  Abnormalities,  elevi 
transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  function  abnormalities  Laboratory 
Abnormalities  —  Increases  in  serum  transaminase  (ALT.  AST)  values  and  CPK  have  been  observed 
WARNINGS)  fransient.  asymptomatic  eosinophils  has  been  reported  Eosinophil  counts  usually  returne 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  with  HI 
CoA  reductase  inhibitors  Concomitant  Therapy  —  Pravastatin  has  been  administered  concurrently  i , 
cholestyramine,  colestipol,  nicotinic  acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  lhat  Ihe  addi 
of  either  probucol  or  gemfibrozil  lo  therapy  with  lovastatin  or  pravastatin  is  not  associated  with  gre  jr, 
reduction  in  LDL-choleslerol  than  that  achieved  with  lovastatin  or  pravastatin  alone.  No  adverse  react! 
unique  to  the  combination  or  in  addition  to  those  previously  reported  for  each  drug  alone  have  been  repor ',  | 
Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  another  HI  i 
CoA  reductase  inhibitor  was  osed  in  combioation  with  immunosuppressive  drugs,  gemfibrozil,  erythromy  01 
or  lipid-lowermg  doses  ol  nicotinic  acid  Concomitant  therapy  with  HMG  CoA  reductase  inhibitors  and  tfii 
agents  is  generally  not  recommended.  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  D 
Interactions )  OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastatin,  bol 
which  were  asymptomatic  and  not  associated  with  clinical  laboratory  abnormalities  II  an  overdose  occur 
should  be  treated  symptomatically  and  supportive  measures  should  be  instituted  as  required. 
CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
Consult  package  insert  before  prescribing  PRAVACHOL*  (pravastatin  sodium). 
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iLGOME  BACK  TO  OXFORD,  MR.  KAY. 
RE  ARE  YOUR  BOXING  GLOVES 

head  of  a  fledgling  B-school  steps  into  a  fine  fracas 

m  A.  Kay  is  a 
arked  man.  As 
le  of  Britain's 
i  g  economists, 
3-year-old  pro- 
■  has  tried  to 

clear  of  the 
-and-tumble  of 
h  party  poli- 
5ticking  to  the 
subdued  world 
ademia,  think 

and  consulting, 
lot  that  this 
-witted  don 
strong  opinions, 
om  it.  "I'm  just 

political  per- 
he  insists. 
,hat's  the  case, 
:ould  be  in  for 

hard  lessons, 
e  new  director 
ford  Universi- 
!chool  of  Man- 

int  Studies,  he's  wading  into  the 
of  a  bitter  political  battle  over  the 
;ss  school's  existence.  Its  first  class 
5A  students  arrives  on  Oct.  7 
).  He's  also  under  attack  by  Tories 
■ing  a  guru  to  Labor  Party  leader 
Blah-,  who  has  adopted  Kay's  ideas 
turning  Britain  into  a  "stakehold- 
Dnomy."  His  clout  with  Blair  has 
)me  to  speculate  that  Kay  could 
line  for  a  high-level  post  in  a  La- 
ovemment. 

HFUL  PRODIGY.  Meanwhile,  Kay 
eed  a  clear  head  in  his  new  posi- 
Such  well-known  Oxford  dons  as 
oologist  Richard  Dawkins  have 
i  to  oppose  the  university's  accep- 
of  a  $31  million  gift  from  contro- 
d  Syrian-born  arms  dealer  Wafic 
to  construct  a  building  to  house 
aanagement  school.  Without  this 
ion,  which  obliges  Oxford  to  re- 
the  program  the  Said  School  of 
igement  Studies,  the  enterprise 
founder.  In  November,  Kay  plans 
?ue  in  favor  of  accepting  the  dona- 
vhen  it  comes  up  for  a  university- 
vote. 

;hough  Kay  hasn't  taught  full-time 
dbrd  since  the  late  1970s,  he  has 
in  close  touch.  A  Scotsman,  he  was 


NUMB 


appointed  to  the  equivalent  of  a  tenured 
professorship  at  Oxford's  St.  John's  Col- 
lege at  21,  and  he  remains  a  fellow.  In 
the  early  days  of  his  consulting  firm, 
London  Economics,  Kay  and  Ms  partner, 
C.  Nick  Morris,  recruited  other  former 
Oxford  colleagues  such  as  Nick  Stern, 
now  chief  economist  at 
the  European  Bank  for 
Reconstruction  &  De- 
velopment, and  Les 
Hannah,  acting  director 
of  the  London  School  of 
Economics. 

But  Kay's  connections 
won't  change  the  fact 
that  Oxford  is  late  get- 
ting into  the  MBA  game. 
In  the  past,  the  univer- 
sity authorities  didn't 
consider  management 
studies  a  proper  subject 
for  study.  But  in  the 
early  1990s,  following 
Cambridge  University's 
lead,  Oxford  finally  vot- 
ed to  set  up  an  mba 
program.  It's  entering  a 
hotly  competitive  mar- 
ket. Some  120  British 
schools  now  offer  mbas, 


A  Look  at  Oxford's 
First  MBA  Class 


48 


AVERAGE  AGE 


27 


AVERAGE  GMAT  SCORE 


650 


NATIONALITY 


25%  North  American, 

24%  British, 
27%  rest  of  Europe 


FEES  AND  EXPENSES 


About  $40,000 


One  year 


up  from  around  20  in  the  early  1980s. 

Still,  rival  B-schools  aren't  exactly 
dismissive.  "Oxford  has  one  major  thing 
going  for  it:  its  brand  name,"  says 
George  Bain,  principal  of  the  London 
Business  School,  where  Kay  has  been  a 
visiting  professor.  Kay's  academic  heft 
should  help.  His  Foundations  of  Cor- 
porate Success,  published  in  1993,  ar- 
gues that  a  company's  network  of  social 
and  business  relationships  is  a  key,  sus- 
tainable advantage.  Building  on  that 
idea,  Kay  has  become  an  advocate  for 
the  "stakeholder  economy,"  emphasiz- 
ing the  importance  of  the  social  context 
of  markets.  After  a  private  meeting 
with  Kay  late  last  year,  Blair  began  ar- 
guing that  companies  and  countries  are 
responsible  to  everyone  who  has  a  stake 
in  their  success:  workers,  managers,  cus- 
tomers, and  shareholders. 
POWER  BROKERS.  Kay's  renown  is  win- 
ning him  more  and  more  friends  across 
the  political  spectrum.  That  became 
clear  in  mid-Septem- 
ber: To  celebrate  its 
10th  anniversary, 
London  Economics 
threw  a  bash  in  a 
nearby  art  gallery 
filled  with  Old  Mas- 
ter paintings.  The 
300  guests  included 
many  of  Britain's 
most  influential 
thinkers  and  power  brokers,  including 
Tory  Chancellor  of  the  Exchequer  Ken- 
neth Clarke  and  Jacob  Rothschild,  scion 
of  the  international  banking  family. 
"John  is  one  of  the  clearest  thinkers 
I've  ever  met,"  says  Mervyn  King, 
chief  economist  and  executive  director 
of  the  Bank  of  England 
and  co-author  with  Kay 
of  a  textbook  on  the 
British  tax  system. 

Kay's  business  cre- 
dentials aren't  in  doubt. 
He  has  done  an  impres- 
sive job  setting  up  Lon- 
don Economics,  which 
employs  60  consultants 
and  had  revenues  of 
$9.4  million  last  year. 
But  critics  wonder  if 
such  experience  is 
enough  preparation  for 
him  to  achieve  his  goal 
of  making  Oxford  into 
"the  most  intellectually 
serious  business  school 
in  Europe."  To  do  that, 
Kay  will  need  plenty  of 
political  savvy. 

By  Julia  Flynn,  with 
Stanley  Reed,  in  London 


UNDER  FIRE 
Kay  is  being 
attacked  for 
backing  a  gift  to 
Oxford  from  a 
controversial 
arms  dealer 
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And  they're  aiming  to  us  by  the  thousands 


It  it's  true  that  there's  safety  in  numbers,  then 
the  new  MAS  90  for  W  indows  must  be  bulletproof 

After  all,  its  selling  at  six  times  the  rate  of  its 
closest  competition.  And  it's  the  leading  choice  of 
CPAs,  accountants  and  finance  professionals. 

The  reasons  are  simple. 

Flexibility,  for  one.  The  built-in  customization, 
integration  and  report-writing  capabilities  are 
designed  to  fit  most  any  kind  of  company  today, 
while  adapting  to  tomorrow's  changing  needs. 

Its  also  amazingly  intuitive  —  a  smooth. 


6  19%  Stare  On  lie  \n.  im  MAS  90  and  MAS  90  for  Windows  ate  trademarks  ..I 

Stare  I  M  1  he  Art,  Inc  ,  and  Windows  is  .i  registered  trademark  ol  the  Microsoft  ( lorporarion. 


comfortable  program  that's  designed  to  work  the  way 
accountants  think. 

Plus,  migrating  from  the  original  MAS  90  is  quick 
and  easy.  And  the  Windows  and  DOS  versions  can  ev(i 
be  used  simultaneously. 

For  more  information,  or  a  complimentary  dem 
disk,  just  call  State  Of  The  Art  at  1-800-390-.%- 
Or  you  could  just  ask  a  few  colleagues. 
A  few  thousand. 


For  Windows 


Strength  in  numbers. 


nternational  Business 
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IN  THIS  TIGER  GET  A  THORN 
JT  OF  ITS  PAW? 

coming  Thai  elections  give  business  hope  for  needed  reform 


took  14  months,  but  Thai  Prime 
mister  Banham  Silpa-archa  finally 
und  a  way  to  instill  confidence  in 
country's  floundering  economy:  He 
rned  and  called  new  elections, 
fter  driving  stocks  down  more  than 
since  Banharn  took  office  last  year, 
stors  greeted  the  Sept.  27  surprise 
e  by  boosting  the  Stock  Exchange 
hailand  (set)  Index  by  5%  when 
•cets  opened  afterward.  "There  is 
1  for  a  better  government  after  the 
,ion,"  says  Arpon  Chewakrengkai, 
f  economist  at  Deutsche  Morgan 
ifell  Securities  (Thailand). 
Dr  Thais  as  well  as  foreign  in- 
3rs,  the  Nov.  17  elections  will  be  a 
?al  test  of  whether  the  optimism  is 
fied.  By  unexpectedly  dissolving 
iarnent,  rather  than  brokering  a 
room  deal  to  choose  a  successor, 
larn  raised  the  possibility  that  there 
yet  be  a  way  out  of  Thailand's  cri- 
Arialysts  hope  the  door  could  be 
for  a  return  of  Chuan  Leekpai, 
was  considered  ineffective  as  Pre- 
from  1992  to  1995  but  at  least  was 
nitted  to  reform.  If  he  gets  a  sec- 
chance,  Chuan  vows,  he  would  put 
scted  technocrats  back  in  govern- 
i  to  manage  the  economy, 
it  given  the  nature  of  Thai  poli- 
-in  which  forming  a  government  is 
siness  deal  among  special  interests 
;  than  a  contest  of  ideas — a  darker 
pect  is  equally  possible.  The  next 
nistration  could  be  the  same  cronies 
kept  Thai  politics  mired  in  scandal 
gridlock  for  decades. 
tASKET  CASE.  That  could  send  the 
!  :  market  and  Thai  baht,  which  has 
I  ped  8%,  reeling  again.  Despite  post- 
■  )ne  of  the  world's  highest  growth 
\  in  the  past  decade,  Thailand's 
omy  is  plagued  by  structural  prob- 
that  the  government  has  failed  to 
ess.  They  range  from  paralyzing 
I  ic  and  a  yawning  current-account 
j  it  to  schools  that  aren't  producing 
j  gh  skilled  workers, 
ft  that  Thailand  is  close  to  becom- 
;  i  basket  case.  It  has  $40  billion  in 
\  ?n  reserves,  and  foreign  investment 
I  peeted  to  rise  33%  this  year,  to  $8 
n.  General  Motors  Corp.,  for  ex- 
1  e,  is  pressing  ahead  with  a  $1  bil- 


lion car  manufacturing  plant  and  intends 
to  use  Thailand  as  its  Southeast  Asian 
manufacturing  base.  "Governments  have 
come  and  gone  on  a  regular  basis  for 
decades,  and  the  economic  growth  has 
not  been  affected,"  says  gm  Thailand 
President  Ronald  D.  Frizzell. 

But  for  an  Asian  Tiger,  Thailand  sits 
in  a  precarious  financial  state.  In  the 
past  five  years,  it  has  increasingly  relied 


thing  from  corruption  to  being  a  Chi- 
nese national.  His  allies  then  endorsed 
rival  Chavalit  Yongchaiyudh,  a  former 
general  and  Defense  Minister.  Banharn 
made  a  last-ditch  attempt  to  hand-pick 
his  successor.  Unable  to  negotiate  a 
deal,  Banham  dissolved  the  government. 
SIGH  OF  RELIEF.  The  business  communi- 
ty, which  considers  Chavalit  to  be  in 
the  pocket  of  special  interests,  breathed 
a  sigh  of  relief.  However,  the  former 
general  remains  a  top  contender  for  the 
job.  He  has  strong  backing  from  the 
military  Establishment,  which  is  an  eco- 
nomic force  in  its  own  right. 

In  contrast,  a  Chuan  win  would  boost 
confidence  among  investors.  Among  the 
initiatives  in  his  first  term  were  efforts 
to  privatize  state  industries,  establish 
transparent  bidding  procedures  for  big 


The  Key  Players  in  Thailand's  Political  Mess 


Disgraced  Prime 
Minister  who  was 
forced  to  resign  over 
corruption  charges. 
He  dissolved  gov- 
ernment and  called 
new  elections 


HAVALIT 

GGI 


Former  Defense  Min- 
ister with  backing 
from  the  military  and 
a  reputation  for  dirty 
dealing.  He  orches- 
trated the  mutiny 
against  Banharn 


on  short-term  loans  from  foreign  banks. 
Moody's  Investors  Service  downgraded 
the  country's  short-term  debt,  saying 
the  loans  make  the  country  vulnerable 
to  financial  shock.  The  corporate  sector 
has  performed  miserably  as  well.  Ex- 
cluding commercial  banks,  listed  Thai 
companies  posted  puny  profit  growth  of 
1%  in  the  past  two  years.  Expansion  is 
expected  to  cool  to  7%  this  year  and 
6%  in  1997,  because  of  falling  export 
growth  and  tight-money  policies  by  the 
Bank  of  Thailand. 

Until  Banharn  dissolved  the  govern- 
ment, prospects  for  change  were  grim. 
Despite  calls  for  his  resignation,  Ban- 
ham insisted  on  fighting  a  no-confidence 
vote  in  Parliament.  During  a  humiliating 
three-day  grilling  on  live  TV,  opposition 
politicians  accused  the  Premier  of  every- 


Former  Prime 
Minister  overthrown 
in  a  1991  military 
coup  that  was  wel- 
comed by  a  public 
fed  up  with  his  cor- 
rupt politics 


Another  ex-Prime 
Minister.  Considered 
slow  and  ineffective, 
he's  a  reformer  who 
may  be  the  last, 
best  hope  for  Thai 
politics 


government  contracts,  and  liberalize  the 
country's  financial  system. 

With  public  disgust  over  money  poli- 
tics at  an  all-time  high,  there  is  even 
hope  that  Chuan  could  win  by  a  big 
enough  margin  to  push  through  sweep- 
ing reform.  That  would  make  it  possible 
to  reduce  the  large  number  of  political 
parties  and  curb  the  practice  of  vote- 
buying,  features  that  keep  the  Thai  gov- 
ernment in  perpetual  chaos.  Political 
scientist  Suchit  Boonbongkam  predicts  a 
"trend  toward  more  responsible,  trans- 
parent government."  But  in  Thailand, 
where  no  government  has  served  a  full 
four-year  term  since  the  parliamentary 
system  was  introduced  in  1932,  that's 
likely  to  be  a  long  process. 

By  Pete  Engardio,  with  Robert  Horn 
and  Ron  Corben,  in  Bangkok 
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WHY  JAPAN  INC.  IS  TURNING 
ITS  BACK  ON  THE  POLITICIANS 


For  decades,  ii  was  a  familiar  Japanese  ritual.  Every  cam- 
paign season,  the  pro-business  Liberal  Democratic  Parry, 
flush  with  corporate  contributions,  would  trounce  smaller 
opposition  parties  and  install  a  party  elder  as  Prime  Minister. 
In  return.  LDP-led  governments  made  sure  Japan  Inc.  didn't 
face  too  much  foreign  competition  at  home  and  that  domestic- 
consumers  bore  the  cost  of  their  overseas  export  assaults. 

So  why  now.  with  a  crucial  general  election  looming  on  Oct, 
20.  have  Japanese  companies  turned  off  the  ldp's  campaign 
cash  spigot?  Despite  plenty  of  LDP  pleading,  the  powerful 
Japan  Federation  of  Economic  Organizations,  or  Keidanren. 
has  refused  to  help  foot  the  -SI  10  million  or  so  the  party 
needs  to  mount  its  nationwide  campaign 
"The  old  system  has  been  totally  de- 
molished." says  Tadahiro  Sekimoto. 
chairman  of  NEC  Corp.  "And  I  £4 
don't  think  it  will  come  back." 

True,  the  LDP  will  probably   jt  .- 
get  by  on  contributions  from  its 
ties  to  the  powerful  farm  lobby, 
its  strong  grassroots  organiza- 
tion, and  commercial  bank 
loans.  It's  the  odds-on  favorite 
to  win  a  near-majority  of 
seats  in  the  500-member  low- 
er house  of  parliament,  and 
anchor  the  next  coalition 
government.  Prime  Minister 
Ryutaro  Hashimoto  is  ex- 
pected to  strengthen  his 
har. 

SCANDALS  Si 

ironclad  ties  that  bound 
business  to  the  ldp  are 
fraying.  The  need  to  im- 
prove public  relations  ex- 
plains some  of  business'  re- 
luctance to  fund  campaigns. 
Recent  bribery  scandals 
have  intensified  voters'  belief 

that  corporate  donations  are  a  corrupting  influence.  New  le- 
gal limits  on  company  contributions,  while  not  overly  re- 
strictive with  a  -?1  million  annual  cap.  also  have  curbed  Japan 
Inc's  largesse.  But  far  more  critical  is  the  turmoil  in  Japanese 
politics  that  began  in  1993.  when  a  band  of  ldp  defectors  trig- 
gered the  fall  of  the  government  and  snapped  the  party's  3S- 
year  reign  of  uncontested  power.  Since  then,  there  have 
been  four  Prime  Ministers  in  three  years,  and  little  has  been 
accomplished  except  that  the  reform-minded  in  business  have 
had  their  hopes  dashed. 

A  revolving  door  at  the  top  wouldn't  matter  thai  much,  ex- 
cept that  it  occurred  the  same  time  Japan  suffered  through 
its  deepest  recession  in  postwar  history.  Confronted  with 
labor  costs  that  are  among  the  highest  in  the  industrialized 
world.  Japanese  multinationals  started  shifting  production 
to  cheaper  locations  in  Southeast  Asia.  Increasingly.  Japan 


Inc's  interests  he  in  expanding  outside  the  country,  n 
presenting  domestic  employment. 

It  could  get  worse  if  Japan's  political  system  doesn't  I 
to  tackle  structural  woes  weighing  down  the  $5  trillion 
omy.  Restrictive  land-use  laws  and  heavy-  regulation  dri\ 
costs.  Japan's  50^  corporate  tax  rate  is  one  of  the  hi] 
among  industrialized  countries.  And  the  country  lags  in 
tech  areas  such  as  software  and  the  Internet. 

Big  business,  ironically,  now  portrays  itself  as  one  of  Ja 
biggest  agents  of  change.  The  changes,  though  not  the  ki 
market-opening  reforms  that  would  satisfy  American 
porters,  are  the  sort  that  might  help  business'  image  wit! 

Japanese  public.  One  proposal,  for  exan 
would  shift  the  management  of  -52  tri 
~  ^  held  in  the  -Japanese  postal  sy 
savings  accounts,  from  the  Min 
J  ^     ^  of  Finance  to  money  pros  t 

*  —  returns.  The  Keidanren 

more  focus  on  a  coming  s 
security  bombshell  cause* 
an  aging  population.  A 
I  popular  proposal  is  its  cs 
\  an  end  to  Japan's  social 
-j»  pad  of  lifetime  job 
WISH  LIST.  Y 
B  perts  think  Japan  ij 
i  ^  wish  list  will  be  larg 
nored.  Neither  the  LD! 
the  opposition  New- 
tier  Party  led  by  Ici 
Ozawa  will  offer  pa 
prescriptions  to  addl 
structural  problems.  1 
the  economy  on  traci 
a  healthy  o'v  growth 
year.  Hashimoto's  p 
isn't  pitching  rai 
change.  His  governn 
has  balked,  for  instanc 
breaking  up  the  Ministr 
Finance  or  the  -?70  billion  Nippon  Telegraph  ic  Telepl 
Corp.  monopoly.  Instead,  he  wants  to  eliminate  some  le 
government  agencies  and  hike  Japan's  sales  tax.  from 
to  o°r.  to  tame  a  swelling  deficit.  Rival  Ozawa  talks  more 
biliously  of  cutting  taxes  and  bureaucrats'  power.  But  wi 
minuscule  7^  approval  rating,  he's  unlikely  to  be  in  a  posi 
to  pursue  his  vision. 

There's  a  measure  of  hypocrisy  in  Japanese  execut 
recasting  themselves  as  crusading  rebels.  After  all.  they  I 
efited  from  Japan's  encrusted  system  as  much  as  anybody, 
with  Japanese  pols  bereft  of  new  ideas  and  distracted  by 
liamentary  parlor  games,  business  perceives  that  it  has  t 
choice  but  to  step  in.  More  than  political  contributions  ar 
stake.  Japanese  multinationals  could  head  for  the  exits,  tal 
even  more  jobs  and  investment  with  them. 

By  Brian  Bremner  in  lb 


64  5 


1 


Sometimes  the  best  laid  plans  need  a  little  help. 


/ 


Scotch 


We  help  deliver. 


Scotch1"  Magic™  Tape  from  3M  has  been  helping  people  for  years.  When  we 
learned  that  fanners  were  taping  cracked  eggs  so  they  could  hatch,  we  knew 
yet  another  great  use  had  been  born.  From  insulating  electrical  splices,  to  pin- 
stripirig  cars,  people  trust  Scotch  "  brand  tapes  for  strength,  consistency  and  value. 
It  all  comes  from  our  unique  corporate  spirit- which  lets  us  make  the  leap 

from  need  to... 

3M  Innovation 


1  I  996 


For  more  information,  call  1  -800- J M ■  H ELPS.  or  Internet:  http://www.mmm.com 
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RETAIL 


J.  C.  PENNEY'S 
FASHION  STATEMENT 

Will  its  youth-market  push  alienate  older  shoppers? 


[ton  Hi 
more  h 


PUSH.  O 


CHEAP  CHIC? 

Baggy  jeans, 
leathers,  and 
slinky  knits 
are  "not  what 
you'd  expect" 


Last  year,  Deloris  Frizzell  gave  up 
even  looking  in  the  women's  de- 
partment at  J.  C.  Penney  when 
she  stopped  in  for  sheets  and 
pillowcases.  She  found  Penney's  of- 
ferings dowdy,  so  when  she  wanted 
something  for  herself,  she  went  to 
Dillard  Department  Stores  Inc.  in- 
stead. But  that's  changing.  These 
days,  the  39-year-old  Dallas-area  cus- 
tomer-service rep  finds  herself  taking 
home  skirts  and  blouses  again  along 
with  the  housewares.  "Their  clothes  are 
much  more  stylish  than  they  used  t< 
be,"     says  Frizzell. 
"Now,     I'm  finding 
everything    I  need 
right  here." 

Credit  Marilee  J. 
Gumming,  J.  C.  Penney 
Co.'s  new  chief  of 
women's  apparel.  In 
recent  months,  Gumming,  48,  has  scram- 
bled to  update  Penney's  selection  and 
image  as  a  way  to  bring  customers  such 
as  Frizzell  back  into  the  fold  and  to  at- 
tract new  ones.  In  the  early  1990s,  Pen- 
ney racked  up  record  sales  and  profits 
and  built  some  of  the  best  private-label 
brands  in  the  business,  such  as  its  Orig- 
inal Arizona  denim  line,  with  sales  of 
$1  billion  a  year.  Penney's  hallmark  was 
well-made,  conservative  apparel  at  rea- 
sonable prices.  If  it  wasn't  cutting-edge, 
it  was  at  least  reliable. 
MASS  FLIGHT.  But  reliable  somehow 
turned  into  stodgy,  and  for  the  past  year 
and  a  half,  Penney  customers,  in  search 
of  a  more  contemporary  look,  have  de- 
fected in  droves  to  other  retailers.  A 
new  generation  of  younger  shoppers  nev- 
er materialized.  The  biggest  winner: 
Sears,  Roebuck  &  Co.,  which  out-Pen- 
neyed  Penney  with  a  slew  of  trendy  pri- 
vate- and  national-brand  labels  of  its  own, 
backed  by  a  jazzy  marketing  campaign. 
While  Penney  languished,  Sears'  women's 
apparel  enjoyed  double-digit  growth. 
"Penney  definitely  was  a  role  model  for 
us,"  says  Robert  L.  Mettler,  president 
of  Seal's  Apparel  &  Home  Fasliions. 
The  problems  in  the  women's  depart- 


ment have  hit  Penney's  bot- 
tom line.  Through  the  end 
of  July,  which  represents 
the  first  six  months  of  its 

fiscal  year,  Penney's  profits  cumming:  Eyeing  Sears 
dropped   13.6%,  as  sales  double-digit  growth 
barely  budged.  That  fol-  ~ 
lowed  a  downright  dreary  1995,  when 


profits  plunged  nearly  21%,  to  $838  mil- 
lion on  stagnating  sales  of  $21.4  billion. 
Last  year's  performance  sparked  a 
shakeup  in  the  women's  division,  which, 
at  41%,  accounts  for  the  largest  single 
chunk  of  Penney's  business.  In  Febru- 
ary, Cumming  was  made  head  of  ap- 
parel, and  accessories  became  a  separate 
division  under  James  L.  Hailey,  who 
had  headed  the  entire  department. 

Rebuilding  its  women's-clothing  busi- 
ness is  clearly  Penney's  No.  1  priority. 
Cumming,  an  energetic  21-year  Penney 


{is  I 

merchandising  veteran  who  previc  ■  ■ 
was  president  of  the  fast-growing  h<  ™ 
and-leisure  division,  has  moved  qui 
to  add  trendier  merchandise.  But 
faces  a  difficult  balancing  act,  since 
must  avoid  offending  the  older,  ti 
tional  Penney  shopper. 

Can  she  do  it?  Cumming  is  aboi 
find  out.  Penney's  fall  line,  which 
stores  in  early  September,  marks 
first  on  her  watch.  And  the 
ney  customer  is  in  for  s  [« 
surprises.  If  Sears  hi 
softer  side,  Penney 
an  edgier  side.  A 
with  sensible  skirts  [>; 
blouses  are  $99  zipptfr 
lambskin  leather  ve  p.- 
$49   silk  leopard-p 
blouses,  and  $50  p 
suits  in  slinky,  synth§M 
fabrics.  "Quite  hone 
this  is  not  what  you'd  i. 
pect  from  Penney," 
Cumming.  "But  thi 
definitely  the  direc 
we're  going  in 
With  good  reason.  Pen 
badly  needs  to  attract 
younger  shoppers  instead  of 
the  over-30  crowd  it  has  trj 
tionally  catered  to.  "Tj 
have  done  a  bad  job  of  If 
pealing  to  the  younger, 
customer,  and  they  run 
risk  of  not  growing  tip 
customer  base,"  says  ana 
Robert   F.  Buchanan 
NatWest  Securities  C( 
Eager  to  reach  this  new 
stituency  as  well  as  sat  jj 
traditional  Penney  custon  » 
looking  for  more  up-to-c 
looks,  Cumming  plans 
boost  the  fashion  side  of 
apparel  mix  to  about  1 
from  less  than  1%. 

To  do  so,  she's  updat  i 
Penney's  private-la 
brands    and    emphasiz  . 
fresh  fashion  looks,  such 
"  "slinky."  A  big  hit 
consumers  at  many  retail  \ 


analyst; 
The'sto 


■1 


ion  a  if? 


younger 

over  the  past  year,  these  loose,  wrinllrc 
free  tunics,  pants,  and  skirts  come 
shiny  synthetic  knits  with  a  flatter 
drape.  For  the  fall,  Penney  will  ship  so 
400,000  pieces  of  slinky — a  big  bet,  c 
sidering  the  line  will  only  be  in  stores 
about  four  months,  Cumming  says.  Me 
while,  the  conservative-looking  Jacq 
line  Ferrar  store  brand,  for  exami 
now  includes  lots  of  animal  prints,  h 
leather  separates,  and  cardigan  sweat  ., 
trimmed  with  fake  fur.  Even  the  st 
Worthington  and  Hunt  Club  brands  ;l. 


3r- 

Job  with  i 
l»  a  bett 


ir  re 
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g  for  more  fashionable  looks, 
stay  on  top  of  fashion  trends, 
ling  is  pressuring  suppliers  to 
her  new  ideas  instead  of  waiting 
what  takes  off  at  the  competi- 
J.  C.  Penney  for  many  years  was 
r  traditional  store,"  says  Norton 
ng,  president  of  women's  apparel 
•  Norton  McNaughton  Inc.  "Mar- 
:is  a  more  fashion-forward  point  of 
She  keeps  telling  us  to  do  more 
a." 

PUSH.  Gumming  has  also  made 
a  priority.  "Once  something  hap- 
we  need  to  get  those  things  into 
;ores,"  she  says.  Gumming  has 
d  "Hot  Topics,"  a  one-hour  show 
cast  every  other  Monday  over 
y's  state-of-the-art  satellite  net- 
to  its  1,238  store  managers,  who 
sponsible  for  how  their  stores  are 
d.  The  idea  is  to  give  them  a  look 
/  items  that  have  taken  off  in  oth- 
nney  locations  so  they  can  order 
while  they're  still  hot. 
far,  analysts  and  investors  are  ap- 
ng.  The  stock  is  up  21%  since  Jan- 

PENNEY'S  EARNINGS 
LOOK  A  BIT  FRAYED 


 ,  i  i  i  

'93  '94  '95  '96 

LLIONS  OF  DOLLARS  EST. 

DATA:  COMPANY  REPORTS,  RODMAN  &  RENSHAW  INC. 

to  around  54.  "There  is  more  fash- 
id  newness  in  the  fall-merchandise 
lg  than  we've  seen  in  a  long  time," 
analyst  Harry  A.  Ikenson  of  Rod- 
&  Renshaw  Inc.  He  estimates  that 
nprovement  will  help  boost  Pen- 
1996  net  income  about  7%,  to  $898 
i,  on  a  4.6%  sales  increase,  to  $22.4 
i.  Adds  Don  E.  Brown,  senior  se- 
es analyst  for  the  Public  Employ- 
Letirement  System  of  Ohio,  which 
910,000  shares:  "I  haven't  been 
xcited  about  a  stock  in  a  long  time, 
ik  they're  back." 

mming  isn't  ready  to  declare  vic- 
just  yet.  "I  think  we've  done  a 
job  with  the  fall  line,  and  I  think 
do  a  better  job  for  holiday,"  she 
"But  our  challenge  is  to  continue 
able  to  home  in  on  major  fashion 
ments  and  go  after  them  in  a  big 
'  Then,  Gumming  just  has  to  hope 
more  shoppers  such  as  Deloris 
ell  start  dropping  by  the  dress  de- 
nent  again. 

f  Stephanie  Anderson  Forest  in 
o,  Tex.,  with  bureau  reports 
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If  you  haven't  visited  Jack  Daniel's  country,  we  hope  you  do  soon.  The  hills  are  especially  beautiful  this  time  of  year. 

OCTOBER  IN  TENNESSEE  is  a  time  to 
have  your  hay  in  the  barn  and  your  hound 
in  the  hills. 

If  you're  hunting  for  quail,  rabbit  or  raccoon, 
now  is  the  time  to  get  started.  And  the  deer 
start  running  when  December  rolls  around. 
Of  course,  these  old  hills  are  equally 
well  known  for  good  whiskey.  We 
make  every  drop  of  smooth  sippin' 
Jack  Daniel's  right  here.  And,  we 
believe,  that's  worth  looking  for 
most  any  time  of  year. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  Slates  Government. 
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Rheumatism  researc 
new  active  substano 


Things  are  moving.  It  looks 
very  much  like  we've  made  a 
great  step  forward  in  rheumatoid 
arthritis  research. 

Our  scientists  at  Hoechst 
Marion  Roussel,  the  pharmaceu- 
tical division  of  Hoechst,  have 
discovered  and  are  developing 
a  new  active  substance  which  is 
likely  to  bring  a  good  deal  of 
mobility  to  sufferers  of  rheuma- 
toid arthritis. 

As  there  is  still  a  great  need 
to  treat  these  patients,  this  news 
is  all  the  more  welcome. 

Rheumatoid  arthritis  mainly 
affects  the  hands  and  feet,  caus- 
ing swollen,  painful  joints  and, 
in  its  chronic  stages,  even  total 
immobility. 

Young  people  also  suffer 
from  this  disease  which  many 
medical  researchers  believe 
is  triggered  by  a  disorder  of  the 
immune  system. 

Our  new  active  substance 
is  designed  to  interact  with  the 
immune  system,  inhibiting 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  ch 


nlocks  a  promising 
loechst. 


inflammation  of  and  damage  to 
the  joints  without  weakening  the 
body's  defense  against  infections. 

Inflammation  of 
the  joints 
is  inhibited. 

We're  still  at  the  clinical 
research  stage.  But  an  analysis 
of  the  studies  involving  2,000 
patients  is  scheduled  for  1997. 
By  then  we  will  be  able  to 
assess  the  benefits  as  well  as  the 
potential  risks  of  the  new  drug. 

And,  if  all  goes  well,  our  active 
substance  will  be  available  all 
over  the  world  in  around  three 
years'  time,  helping  rheumatoid 
arthritis  sufferers  everywhere. 

Hoechst  Marion  Roussel,  Inc. 
P.O.  Box  9627 

Kansas  City,  MO  64134-0627 

Internet: 
http:/  /  www.hoechst.com/ 


of  145  000  people  worldwide,  annual  sales  total  $36  billion. 


Hoechst 


The  Corporation 
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STRATEGIES 


NOT  IN  KANSAS 

ANYMORE 

A  Topeka  utility  tangles  with  Huizenga-and  hangs  tough 


When  John  E.  Hayes  Jr.,  chair- 
man and  CEO  of  Western  Re- 
sources Inc.,  got  the  news  in 
July,  he  felt  blindsided.  adt 
Ltd.,  the  Boca  Raton  (Fla.)  home  secu- 
rity and  auto  auction  company,  had 
agreed  to  be  acquired  by  billionaire  H. 
Wayne  Huizenga's  Republic  Industries 
Inc.  But  Western,  which  became  adt's 
largest  shareholder  early  this  year  and 
holds  a  23%  stake,  got  no  warning. 

As  part  of  his  own  strategy  to  break 
Topeka  (Kan.)-based  Western  out  of  the 
staid  utilities  business,  Hayes  has  big 
plans  of  his  own  for  adt.  He  wants  to 
use  the  adt  brand  name  to  expand 
Western's  promising  home  security  busi- 


ness— and  he  felt  the  Huizenga  deal 
would  kill  that  opportunity.  So  Hayes, 
along  with  Western's  president,  David 
C.  Wittig,  decided  to  block  Huizenga: 
Western  would  oppose  the  deal  and  file 
plans  to  acquire  up  to  50%  of  adt  itself. 

On  Sept.  30,  Hayes's  decision  to  stand 
up  to  Huizenga  paid  off.  Citing  delays 
and  uncertainty  in  the  market,  Republic 
and  ADT  canceled  their  merger  agree- 
ment. Republic's  stock  had  dropped  29%, 
from  29X  to  20%,  after  the  adt  deal  was 
set.  Although  the  shares  regained  most 
of  their  value,  the  volatility  quashed 
the  stock  swap.  "We  finally  came  to  the 
point  where  value  could  not  be  deter- 
mined,"    says     one     ADT  source. 


STREET  FIGHTERS 

As  the  utilities  industry: 
consolidates,  Hayes  anci 
Wittig  have  used  brassy 
Wall  Street  tactics  to  bu(; 
up  and  diversify  Wester^ 

Republic  Senior  Vice-P 
dent  Thomas  W.  Hawkins 
nies  that  Western's  antago 
played  a  major  role  in  its  d| 
sion  to  pull  the  plug.  Butta 
steadfast  opposition  certalj: 
made  the  adt  deal  riskier  w 
Huizenga.  Western  saic  it  i 
wouldn't  sell  its  stake  in  AI-! 
the  largest  national  branifti 
home  security — at  any  pie. 
With  other  shareholders  fm 
adt  and  Republic  also  qish 
tioning  the  deal,  Huizenga  may  h'e 
had  little  choice.  "It's  a  relief  to  be 
that  deal  terminated,"  says  Frank  Bw 
son,  a  Redwood  Shores  (Calif.)-baA. 
investment  adviser  who  owns  w 
shares. 

It's  not  every  day  that  a  teani 
little-known  Midwestern  utility  ex<a 
tives  win  a  big  hand  against  the  like  ^ 
Huizenga.  But  then,  Hayes  and  Wij 
are  hardly  your  typical  utility  peil 
pusher's.  Hayes  spent  30  years  at  Soil 
western  Bell  Telephone  Co.,  where  ■ 
rose  to  become  chairman  and  ceo.  1 
returned  to  his  native  Kansas  in  198!  a 
take  the  reins  at  Western,  the  count}* 
45th-largest  utility.  Convinced  that  W 
monopoly  industry  is  headed  for  deip 
ulation,  the  59-year-old  Hayes  believJ 
shakeout  is  coming.  And  he  figuresjA 
experience  with  telecom  deregulatlB 
will  help  make  Western  a  winner.  "I^H 
energy  companies  will  dominate  4 
market  in  the  future,"  he  says.  "Tfl 
will  rely  on  marketing  and  product 
novation.  We  want  to  be  one  of  thos 
COVER  BOY.  Wittig,  Hayes'  right-h^ 
man,  is  an  even  more  unusual  find.  '  I 
41-year-old  Kansas  native  spent  18  ye"; 
on  Wall  Street.  He  honed  his  skills  a; 
takeover  strategist  at  Kidder,  Peab< 
&  Co.  and  then  Salomon  Brothers  1! 


THE  HIRED  GUN 

Hayes  recruited  hotshot 
investment  banker  David  C. 
Wittig  in  1995.  Now  West- 
ern's president,  Wittig  has 
chased  potential  acquisitions 
and  irked  rivals  by  "not  play- 
ing by  the  same  set  of 
rules,"  as  one  said. 


A  HOSTILE  BID 

After  Kansas  City  Power  & 
Light  (KCP&L)  agreed  to 
merge  with  Utilicorp  United, 
Western  Resource's  nasty 
proxy  fight  broke  up  the  deal. 
Now,  Western  wants  to 
acquire  KCP&L  itself  despite 
the  company's  opposition. 


THE  HUIZENGA  BLOCK 

In  July,  Republic  Industries 
agreed  to  buy  ADT,  but  Wesl 
ern,  a  major  ADT  sharehold- 
er, resisted  the  bid.  With 
shareholder  opposition  grow 
ing,  Republic's  H.  Wayne 
Huizenga  killed  the  deal  on 
Sept  30. 


NO  QUIET  ON 

WESTERN'S 

FRONT 

The  last  two  years 
were  wild  ones  for 
CEO  Hayes.  Key 
moves  included: 
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[  Warning:  Side  effects  include 
acute  feelings  of  euphoria.] 


s 

i 


[  Riviera  by  Buick] 


ira  by  Buick:  No  other  luxury  coupe  provides  such  a  personal  expression  of  power,  confidence  and  control.  With  its  head-turning  design  and  supercharged 
-hp  engine,  Riviera  can  do  wonders  for  your  state  of  mind.  For  all  the  details  of  this  limited-time  lease,  see  your  local  Buick  dealer.  Visit  our  Web  site  at 
//www.buick.com  or  call  1-800-4-RIVIERA  for  personalized  information. 


.00  per  month  for  30  months  $1,995.00  DOWN  PAYMENT.  $2,844  00  due  at  lease  signing  (first  month's  payment  of  $399  00,  plus  $450  00  refundable  security  deposit,  plus  down  payment)  Taxes,  license,  title  fee;,,  and  insurance  extra 
must  approve  lease.  Special  lease  program  available  only  on  a  97  Buick  Riviera  equipped  with  option  package  SE,  3800  Series  II  Supercharged  engine,  leather  trimmed  bucket  and  heated  memory  seats,  and  Astroroot  (in  CA.  OR.  WA.  and 
iera  equipped  with  option  package  SG  and  Astroroof)  Monthly  payments  total  $11,970.00.  Payments  may  be  higher  in  Alabama.  Connecticut.  Hawaii.  New  York.  Rhode  Island.  Texas  and  Virginia  Option  to  buy  at  lease  end  for  price 
lined  at  lease  signing.  Mileage  charge  of  $  15  per  mile  over  30.000  miles.  Lessee  pays  for  excess  wear.  You  must  take  retail  delivery  out  of  dealer  stock  by  December  31,  1996.  This  is  a  special  GMAC  lease  program.  See  your 
Dating  dealer  for  qualification  details. 


For  the  right  business  moves 
we  turn  to  the  NFL's 
leading  carrier' 


Man'  Levy,  Head  Coach,  Buffalo  Bills 


lycai 

N  jnumn 


Sprint  is  now  the  official 
telecommunications  provider 
to  the  National  Football  League. 

The  name  of  the  game  at  the  NFL  is  performanc 
That's  why  they  tapped  Sprint  to  be  their  officia 
telecommunications  provider.  Sprint  brings  a  bol 
new  playbook  to  a  business  that's  as  fast-charging 
off  the  field  as  it  is  on. 

Now  the  NFL  can  use  Sprint  technology  to  access 
the  Internet  and  use  inbound  toll-free  to  expand  their 
business  game  plan.  Plus,  they  can  call  on  Sprint  reliability 
and  teamwork  to  score  year-round.  Find  out  how  Sprint 
can  be  a  valuable  player  for  your  business. 


Call  Sprint  Business 

1800  816  REAL 

www.sprint.com 


Sprint 


OFFICIAL 

TELECOMMUNICATIONS 
PROVIDER  TO  THE  NFL 


We  help  business  do  more  business 5 


I  raw 
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iot,  3-inch  former  prep-school  hock- 
vyer,  Wittig  earned  a  reputation 
gressive  tactics — so  much  so  that 
he  hit  the  cover  of  Fortune  mag- 

With  a  fat  cigar  in  hand — and  a 
100  salary — he  typified  the  new 
of  hard-charging  young  bankers. 
!  when  Hayes  recruited  the 
n  last  year,  Wittig  was  ready  for  a 

His  aggressiveness  has  already 
I  traditional  industry  players.  "He 
)t  endeared  himself  to  utility  ex- 
es because  he's  not  playing  by  the 
set  of  rules,"  says  one. 
tig  and  Hayes  have  drawn  the 
BSt  criticism  because  of  another 
n  which  they're  playing  spoilers. 

0  their  strategy  is  bulking  up  by 
•ing  fellow  utilities.  So  when 
s  City  Power  &  Light  Co.  agreed 
this  year  to  merge  with  Utilicorp 
J  Inc.,  another  Kansas  City  utility, 

and  Wittig  launched  their  own 
r  kcp&l.  They  broke  up  the  deal 
t  flood  of  national  ads  and  direct 
gs  to  shareholders;  at  one  point, 

told  local  journalists  that  kcp&l's 
idders  were  not  the  "nitwits"  that 
Jennings,  kcp&l's  chairman  and 
made  them  out  to  be."  One  rival 
it  "one  of  the  nastiest  proxy  fights 
nybody  can  remember." 
>W  SHOPPING.  Western's  higher  bid 
a  share  for  kcp&l — a  15%  premi- 
er Utilicorp — led  shareholders  to 
Utilicoip's  bid  on  Sept.  12.  Now, 
snnings'  objections,  Hayes  and  Wit- 

1  pressing  ahead.  Says  Wittig:  "I 
Drue  is  letting  his  ego  get  in  the 
f  a  transaction  that  makes  a  lot  of 
'  Jennings  declined  comment.  West- 
courting  kcp&l  shareholders  for 
der  offer,  which  expires  Oct.  25. 
atever  happens,  more  deals  are 
to  emanate  from  Topeka.  After 
j  five  smaller  home  security  com- 
,  Western  wants  to  move  further 
le  market;  Hayes  believes  home- 
s  will  buy  such  services  from  fa- 
local  utilities.  He  also  hopes  to 
t  talks  he  held  with  adt  over  a 
narketing  deal;  Western  mainly 

to  use  the  adt  brand  name  to 
s  own  energy  services  in  electrici- 
1  gas.  And  Hayes  may  boost  his 
though  adt  sources  deride  Wall 
speculation  that  adt  is  in  play, 
ot  as  if  adt  is  perishable  food  and 
sell  by  date,"  says  the  adt  source, 
tig  says  Western  will  also  consid- 
•tric  or  gas  company  acquisitions. 
;'s  a  gold  mine  out  there,"  he  says, 
t  Hayes  and  Wittig  to  fight  for 
than  their  share  of  the  loot. 
Peter  Elstrom  in  Topeka,  Kan., 
Vavid  Qreising  in  Atlanta 


HEALTH  CARE 


HUMANA, 
HEAL  THYSELF 

Is  the  giant  finally  getting  serious  about  improving  quality? 

Enraged  by  what 
it  considered 
arrogant  inter- 
ference with 
the  doctor-patient  re- 
lationship, the  Florida 
Physicians  Assn.  was 
ready  to  sue  in  early 
September.  The  doc- 
tors' lobby  had  taken 
aim  at  health-mainte- 
nance organizations  for 
so-called  gag  rules  un- 
der which  HMOs  forbid 
doctors  from  discussing 
their  financial  arrange- 
ments with  HMOs  or 
health-care  options  not 
covered  by  then-  plans. 

Unexpectedly,  Hu- 
mana Inc.,  the  $6  bil- 
lion health  insurer  and 
operator  of  the  biggest 
hmos  in  Florida,  broke 
ranks.  On  Sept.  13,  its 
just  appointed  presi- 
dent, Gregory  H.  Wolf, 
40,  volunteered  to  drop 
the  restrictions.  The 
move  surprised  the 
fpa,  which  has  long 

locked  horns  with  Hu-  JUiNrj  S  AND  WOLF 
mana.  "Humana's  rep-  One  of'Wolfs  first  moves 

fiftfr  -™d™  was  to  break  ranks  with  o 

Weidner,  general  coun-  HMOs  and  stop  censoring 

sel  for  the  fpa.  "This  doctor-patient  dialogue 

shows  they're  trying  to 
become  a  more  responsible  plan." 
LONG  TENURE.  It's  in  Humana's  interest 
to  do  so.  The  Louisville-based  insurer 
has  stumbled  badly.  For  years,  Humana 
was  a  star  of  the  health-care  business, 
operating  out  of  a  $60  million  pink- 
granite  skyscraper  in  downtown  Louis- 
ville. Founder  and  Chairman  David  A. 
Jones,  65,  built  Humana  into  the  coun- 
try's largest  operator  of  nursing  homes 
and  hospitals  before  selling  them  off  in 
1993  to  focus  on  managed  care.  His 
decades  at  the  forefront  of  the  hmo  in- 
dustry made  him  a  valued  adviser  to 


Presidential  adminis- 
trations from  Nixon's 
to  Clinton's. 

But   while  Jones 
has  flourished  in  the 
role  of  standard-bear- 
er, his  company  is  suf- 
fering a  health  crisis. 
Today,  Humana  is  the  No.  3  for-profit 
managed-care  company,  with  3.7  million 
patients  in  its  systems.  Since  the  early 
1990s,  however,  Humana  has  been 
rocked  by  accusations  of  low-quality 
care,  problems  getting  facilities  accred- 
ited, an  overzealous  acquisition  strategy, 
and  rising  costs. 

The  final  blow  came  this  summer, 
when  rocketing  costs  forced  Humana 
out  of  the  Washington-area  health-care 
market  and  12  smaller  ones.  Humana 
took  a  $200  million  pretax  second-quar- 
ter charge  and  was  forced  to  sell  its 
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\The  net  is  not  sacred. 


\0r  momentous. 


Or  to  be  spoken  of  in  hushed  tones. 


It's  been  around  since  1969. 


It's  no  longer  new  or  experimental. 
It's  just  practical. 


thenet.isatool.  com/useit 


HEWLETT 
PACKARD 


HP  net  tools: 
end-to-end  net  products, 
services  and  support  such 
as  VirtualVault,  OpenView, 
Consulting  Practices, 
web  servers,  networked 
printers  and  more. 


The  Corporation 


Washington  hmos  to  rival  Kaiser  Per- 
manente  Health  Plan  &  Hospitals.  Ana- 
lysts predict  Humana  will  earn  just  $158 
million  this  year,  a  16%  fall  from  last 
year.  Wall  Street  voted  with  its  feet. 
Amid  a  broader  health-care  sell-off,  Hu- 
mana's  stock  plunged  from  $28  a  share 
in  January  to  $15  in  June  before  re- 
turning to  about  $20  in  early  October. 
"It's  going  to  take  them  longer  to  sort 
out  their  problems"  than  investors  ex- 
pect, warns  Marian  Kessler,  equity  port- 
folio manager  at  Crabbe-Huson  Co.  in 
Portland,  Ore.  She  dumped  her  compa- 
ny's block  of  1.5  million  Humana  shares 
over  the  summer. 

FRESH  BLOOD.  A  chastened  Jones  led 
a  reorganization  in  early  July.  He  jetti- 
soned longtime  Humana  President 
Wayne  T.  Smith,  50,  and  Chief  Financial 
Officer  W.  Roger  Drury,  49.  Wolf  was  el- 
evated to  president  from  chief  operating 
officer  on  Sept.  12.  A  former  Pennsyl- 
vania State  University  linebacker,  Wolf 
helped  triple  revenues  at  Wisconsin  in- 
surer Emphesys  Financial  Group  Inc.,  to 
$1.6  billion,  before  Humana  bought  it 
in  1995.  "He's  young,"  says  Jones  of 
Wolf,  "but  there's  a  lot  to  be 
said  for  youth  that  has 
experience  and  judg- 
ment." Jones's  son,  ven- 
ture capitalist  David  A.  Jones  Jr.,  38, 
was  named  vice-chairman.  Jones  Sr.  says 
he  may  one  day  succeed  him. 

The  injection  of  fresh  blood  is  in- 
tended to  better  position  Humana  in 
the  wildly  competitive  world  of  man- 
aged care.  Wolf  and  Jones  say  they  plan 
to  radically  improve  Humana's  quality, 
use  Emphesys  to  help  it  better  sell 
managed  care  to  small  businesses  and 
capitalize  on  the  growing  movement  to 
put  Medicare  patients  into  managed 
care.  The  duo  hope  those  changes  will 
help  Humana  escape  the  grinding  price 
pressures  that  have  dented  earnings. 
There's  one  problem:  Humana  is  well 
behind  rivals  that  are  essentially  using 
the  same  strategy  to  differentiate  them- 
selves in  a  crowded  market.  Says  James 
Carlson,  executive  vice-president  of  rival 
United  Healthcare  Corp.  in  Minneapolis: 
"The  turn  toward  quality  is  what  we've 
been  doing  for  quite  a  few  years." 

Still,  Humana  has  little  choice  but  to 
move  in  that  direction.  Throughout  the 
managed-care  industry,  expenses  are  up 
because  of  intense  competition  and  pricey 
acquisitions.  And  even  as  hmos  face  con- 
tinued pressure  to  lower  premiums,  Hu- 
mana and  its  rivals  also  face  higher  costs 
as  patients  use  more  medical  services. 
United  and  U.  S.  Healthcare  Inc.  also 
posted  second-quarter  disappointments. 

Yet  many  of  Humana's  woes  are  self- 


made.  This  year,  its  medical  loss  ratio — 
the  ratio  of  costs  to  premiums — will  rise 
an  estimated  3%,  to  85%,  says  analyst 
Kenneth  Abramowitz  of  Sanford  G. 
Bernstein  &  Co.,  trailing  only  Aetna 
Life  &  Casualty  Co.'s  among  the  largest 
managed-care  companies. 

Quality,  too,  has  been  a  big  issue. 
Humana  needed  two  tries  to  get  a  man- 
aged-care program  in  South  Florida  ac- 
credited to  meet  basic  quality  standards 
and  had  similar  problems  in  Jacksonville 
and  Wisconsin  in  recent  years.  The  chief 
flaws,  say  doctors  and  other  critics: 

HUMANA'S  AILING  EARNINGS... 
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faulty  papei-work.  a  bloated  bureaucracy, 
and  poor  service.  Humana's  problems, 
says  the  fpa's  Weidner,  come  "from  a 
lack  of  confidence  that  physicians  or 
their  patients  have  that  they  will  be 
treated  fairly."  Humana  responds  that  it 
has  always  treated  both  fairly. 

The  low  point  came  in  June,  when 
Humana  announced  plans  to  sell  off 
Group  Health  Assn.  in  Washington,  pur- 
chased in  1994  for  $55  million.  From  the 
stall,  Humana  miscalculated  its  ability  to 
fix  the  money-losing  HMO  in  the  ex- 
tremely competitive  District  of  Columbia 
market.  Jones  blames  a  preexisting  con- 
tract with  Mitchell  Trotman  Medical 
Group,  a  doctors'  group  that  cared  for 
gha  members,  whose  $39  million  med- 
ical-services bill  Jones  says  contained 
significant  overcharges.  How  did  this 
happen?  "We  just  screwed  up,"  he  says. 


"If  we  had  known  how  bad  it  was,/e 
wouldn't  have  bought  it.  It  was  just  ia- 
gantic  mistake."  Goodrich  Stols, 
Mitchell  Trotman's  coo,  responded  J  a 
statement  that  the  contract  was  "faly 
negotiated"  and  that  the  group  m> 
bers  "strongly  disagree"  with  allegata 
of  overcharging. 

Wolf  and  Jones  say  the  days  ofii- 
gantic  mistakes  are  over.  Humantis 
trying  to  better  its  prickly  relatilf* 
with  doctors,  something  Wolfs  gag-ile 
shift  may  attest  to.  It's  a  must,  y 
health-care  experts.  Companies  tit 
hope  to  survive  must  improve  in  ai 
such  as  preventive  medicine  and  clii 
relations.  "The  lowest-cost  plan  doe 
mean  success  anymore,"  says  Nei 
Eigen,  chief  investment  officer  at  Bir 
Stearns  Asset  Management  Div.,  wlh 
owns  3.7  million  Humana  shares,  ""u 
need  good  service." 

Wolf  thinks  he  can  do  that  by  rei- 
cating  his  Emphesys  success,  which  d 
not  come,  he  says,  "necessarily  1 
cause  of  innovative  products 
Ik  ^  was  because  of  c 

tomer  service."  Vlf 
hopes  to  give  mo- 
bers  more  health-cie 
1  k  plans  to  choose  from,  set  p 
'  more  24-hour  inquiry  services,  id 
emphasize  preventive  medicine,  suchis 
locating  patients  who  haven't  had  y 
cent  Pap  smears.  While  the  outlaws 
higher,  if  Humana  can  reach  patie 
before  they  get  sick,  its  costs  will  di 
Yet  here,  too,  Humana  trails  others. 

Elsewhere,  though,  Humana  d  a 
have  a  headstart.  One  bright  spot  \ 
the  1995  win  of  a  $3.5  billion  contract  o 
provide  health  care  to  1  million  m( 
bers  in  the  southeast  region  of  chamk 
the  government's  managed-care  progri 
for  active-duty  military  personnel  i 
early  retirees.  The  contract  should  brfi 
some  $400  million  in  premiums  eviy 
six  months.  And  if  Humana  can  resoe 
some  of  its  problems,  it  should  also  ck 
italize  on  the  next  big  market  shift.  1e 
new  frontier  is  Medicare,  and  many 
pect  big  changes  there  after  the 
vember  elections.  Of  37  million  patiei?, 
only  about  10%  are  now  in  manag  - 
care  programs.  If  more  move  into  hms 
as  expected,  the  industry  could  sin 
have  a  $200  billion  market  to  fight 

Still,  Humana  has  a  long  way  to 
Its  management  ranks  must  switch  frn 
a  costs-only  focus  to  a  user-friendly  \  - 
losophy.  Bear  Steams'  Eigen  thinks  I  - 
mana  can  do  it,  though  it  will  take  tii| 
Warns  Bernstein's  Abramowitz:  "Hl| 
that  do  not  upgrade  will  not  be  aroun" 
It's  a  sobering  diagnosis. 

By  Peter  Galuszka  in  LoirisvV 
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Drld  have  practically 
is  idea.  Some  buzzword. 

EDS  CoSourcingSM  service  turns  business  goals  into  realities. 

^/J  CoSourcing  relationskip  is  akout  us  working  witk  you  to 
create  extraordinary  kusiness  results  (1+1=3).  It  s  akout  us 
being  accountakle  for  improving  your  kusiness  performance. 
We — and  our  colleagues  at  our  management  consulting  arm, 
A.T.  Kearney — kelp  you  set  measurakle  kusiness  goals  and 
develop  strategies  to  ackieve  tkem.  Tken,  tkrougk  tke  innovative 
use  of  information  and  technology,  we  work  witk  you  to  imple- 
ment tkose  strategies.  EDS  follows  every  endeavor  tkrougk 
to  its  end,  from  strategic  planning  to  tke  final  realization  of 
your  kusiness  goals.  CoSourcing  relationskips  work.  We're  so 
sure  of  it,  we  'J  like  to  discuss  tying  part  of  our  compensation 
to  kow  successful  we  are  at  kelping  you  improve  your  kusiness. 
To  see  kow  it's  worked  for  otker  companies,  read  on. 
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wh  en  an  idea  like  this  fa: 

like  these,  thir 


One  Jay,  a  man  named  Lee  Stein  came 
to  EDS  witk  a  credit  card  and  a  vision. 
He  believed  ke  kad  figured  out  tke  first  secure 
way  for  people  to  use  plastic  over  tke  Internet. 
(Until  tken,  fear  of  computer  kackers  kad 
kampered  tke  growtk  of  electronic  commerce.) 

Mr.  Stein's  idea  was  disarmingly  simple.  It 
involved  issuing  VirtualPIN™  numkers  to 
account  kolders  wko  could  tken  place  orders 
witk  merckants  anywkere  in  tke  world. 

A  nice  vision.  Lee  wanted  EDS  to  kelp  kim 
make  it  a  reality.  First,  EDS  figured  out  a 


practical  way  to  cross-ckeck  PIN  numkers  witk 
skoppers'  credit  card  numkers;  tken,  as  part  of  a 
CoSourcing  relationskip,  we  designed  a  confir- 
mation process  tkat  made  tke  entire  system 
bulletproof.  Last,  we  krougkt  Lee  togetker  witk 
a  merckant  kank:  First  LISA  Paymenteck. 

Tkanks  to  a  CoSourcing  relationskip,  tke 
wkole  idea  came  to  lite.  Witk  EDS  processing 
all  tke  transactions  witb  airtight  security  for 
customers  in  162  countries,  Lee's  new  com- 
pany, First  Virtual,  is  doing  very  well  indeed. 

Transactions:  1,000,000.  Cases  of  fraud:  0. 


First  Virtual  is  making  the  Internet  a  safe  place  to  use  a  credit  card. 
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Taiwan  is  now  covering  all  21  million  of  its  citizens  with  health  insurance. 


/J  year  ago,  60%  of  Taiwan's  citizens 
V  were  covered  by  kealth  insurance.  But 
National  Health  Insurance  Bureau  of 
'an  had  a  different  vision:  100%.  And  they 
e  to  EDS  to  make  it  happen. 

In  one  year  a  CoSourcingSMrelation- 
with  EDS  helped  them  achieve  it. 
5  —  working  with  30  separate  vendors 
the  Bureau  of  Taiwan  —  consolidated  six 
:ing  health  insurance  systems  into  one, 
huilt  a  network  of  eight  data  centers 
ch  EDS  is  now  running) .  They  also 


reduced  the  time  it  took  to  pay  doctors  and 
hospitals  from  two  months  to  15  days.  In  the 
end,  they  had  a  comprehensive  healthcare  sys- 
tem that  covers  every  man,  woman  and  child 
on  the  island. 

It's  a  model  of  medical  services  which 
pays  for  everything  from  dental  check-ups  for 
kids,  to  in-home  care,  to  complete  physical 
examinations  for  everyone  over  the  age  of  40. 

And,  it's  absolute  proof  that  a 
CoSourcing  relationship  with  EDS  is  good 
for  a  company's  health.  ► 
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SAAB  is  building  a  superior  car  and  saving  millions  of  Kronor. 


^7° 


e  more  success! 


sful  in  increasingly 
competitive  international  markets,  Saab 
wanted  to  improve  productivity  and  quality 
even  furtker,  and  find  new  ways  to  support 
tkeir  dealers. 

Work  ing  witk  EDS  in  a  CoSourcingSM 
relationskip,  Saak  restructured  its  production 
process,  cutting  tke  time  it  took  to  kuild  a 
car  in  kalf.  Quality  improved  measurakly. 

Saak  also  involved  EDS  in  streamlining 
its  distrikution  system,  introducing  tke 


direct  delivery  of  automokiles  from  plant  to 
dealers.  Tkis  greatly  reduced  inventory  costs. 

Tkese  improved  kusiness  systems  —  wkich 
EDS  kelps  Saak  run  —  also  allow  for  a  kigk  level 
of  customization  of  cars  for  specific  markets. 

So  wkat's  tke  kottom  line?  Working  witk 
EDS  in  a  CoSourcing  relationskip,  Saab  is 
kuilding  cars  muck  more  profitakly,  Saak  dealers 
are  saving  a  lot  of  money.  And  Saak  owners  are 
driving  kigker-quality  automokdes  tkan  kefore. 

Not  a  kad  kottom  line. 
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rich  corporate  coffers, 
ate  cultures. 


~y\A  Monte  wanted  to  get  their  canned  pro- 
f)  ducts  to  market  faster  and  cheaper.  A 
Bourcing  relationship  with  EDS  was  established. 

We  helped  them  develop  a  new  crop- 
;casting  method  that  allowed  them  to  predict 
hest  time  to  pick  a  crop.  This,  in  turn, 
wed  them  to  alert  their  processing  plants  so 
ts  and  vegetables  could  he  picked,  canned 

shipped  the  same  day. 

Another  idea  that  grew  out  of  this 


CoSourcing  relationship  greatly  enriched  the  lives 
o  f  Del  Monte  employees.  In  the  past,  the 
Del  Monte  sales  force  had  been  limited  in  its  mo- 
bility. N  o  more.  Today,  they  're  out  in  the  field, 
armed  with  laptops,  working  as  true  business  part- 
ners with  the  brokers  and  retailers  they  service. 

With  EDS  helping  Del  Monte  improve  tneir 
business  processes  as  well  as  run  their  information 
systems,  productivity  has  been  improved,  and  it's 
become  a  better  place  to  work.  No  small  potatoes.  ► 


Del  Monte  is  picking,  packing  and  shipping  fresher  fruits  and  vegetables 
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OL  DOWNLOADS 
NEW  GROWTH  PLAN 

)cuses  on  ads  and  fees  as  gains  in  subscribers  slow 

the  past,  when 

jnerica  Online  Inc. 

'anted  to  pump  up 

rowth,  ceo  Stephen 

'ase  had  a  simple 

ion:  jazz  up  aol's 

;nt  and  crank  up 

narketing  by  send- 
out  hundreds  of 

;ands  of  free  sign- 

iskettes.  Financing- 
easy:  aol  could 
to  "Wall  Street, 

e  the  stock  enjoyed 

ady  climb  to  a  high 

0  in  May,  to  raise 
ash. 

the  face  of  a  pro- 
ved slowdown,  Case 
Ming  out  his  tried- 
rue  formula,  a  pro- 
>nal  blitz.  But  this 

the  payoff  is  far 

certain.  For  one  thing,  the  rejuve- 

1  drive  will  be  hugely  expensive.  In 

luarter  alone,  Case  says  he'll  spend 
$100  million  in  advertising  and 

eting  to  attract  new  members. 

:WAR.  Worse,  the  money  doesn't 

j  far  as  it  used  to.  The  cost  of  ac- 

ng  subscribers  in  the  U.  S.  bal- 

d  to  $270  each  in  the  quarter  end- 
June.  That  compares  to  $130  in 

•revious  quarter.  The  costs  reflect 
lcreasing  difficulty  aol  faces  in  re- 
ig  new  members.  While  aol  signed 
•out  1.8  million  new  U.  S.  members 


in  the  June  quarter,  1.5  million  dropped 
the  service,  for  a  net  gain  of  just 
300,000 — a  more  than  50%  slowdown 
from  the  previous  quarter.  Part  of  that 
can  be  explained  by  a  cutback  in  mar- 
keting last  spring,  but  Wall  Street  has 
been  growing  neivous  about  aol's  long- 
term  prospects.  On  Oct.  1,  aol  shares 
slid  points,  to  32,  after  it  disclosed  in 
a  Securities  &  Exchange  Commission 
filing  that  intensifying  competition  could 
hurt  revenue  and  profits,  aol  won't  say 
yet  whether  things  picked  up  in  the 
September  quarter. 


So  Case  is  scrambling  to  remake  aol. 
To  date,  most  of  its  revenue  has  come 
from  the  monthly  and  hourly  fees  it 
charges  members — $9.95  for  the  first 
five  hours  and  $2.95  for  each  hour  after 
that.  Now,  Case  finds  himself  in  a  fierce 
price  war  with  the  likes  of  at&t  and 
Netcom,  which  offer  unlimited  access 
to  the  Net  for  a  flat  fee  of  $19.95  a 
month.  That  forced  aol  to  cut  prices 
for  heavy  users  by  roughly  two-thirds, 
to  $19.95  for  the  first  20  hours. 

Case's  plan  is  to  ramp  up  revenue 
streams  such  as  advertising  and  fees 
from  goods  sold  on  aol. 
Those  items  accounted 
for  just  9%  of  revenues 
in  aol's  last  fiscal  year. 
But  with  their  high 
margins,  Case  expects 
ad  sales  and  transaction 
fees  to  generate  virtu- 
ally all  of  the  company's 
profits  in  just  a  few 
years.  Michael  Mufson, 

BIG  MOMENT 

NYSE  Chairman 
Grasso,  AOL  chief 
Case,  and  Chairman 
Emeritus  Kimsey  as 
the  company's 
shares  open  on  the 
Big  Board 

portfolio  manager  of  the  Putnam  otc 
Emerging  Growth  Fund,  figures  aol 
will  rack  up  $250  million  in  revenues 
from  these  other  sources  for  the  current 
year,  out  of  a  projected  $2  billion  in  to- 
tal sales.  However,  aol  will  have  plenty 
of  rivals  for  those  advertiser  and  retail 
dollars,  including  a  splashy  relaunch  of 
the  Microsoft  Network  on  Oct.  10.  "It's 
very  uncertain  how  these  revenues  will 
shape  up,"  warns  Jonathan  H.  Cohen,  an 
analyst  with  Smith  Barney  Inc. 

If  those  new  sources  of  revenue  don't 
materialize,  aol  does  not  have  many 


AOL  KEEPS  ADDING 
SUBSCRIBERS... 


..TO  BOOST 
REVENUES. 


TOTAL  SUBSCRIBERS 


liiilifi 

 ,  

SEPT. '95    DEC  '95    MAR  '96    JUNE  '96    SEPT '96       i:  j         SEPT  95    DEC  '95     MAR  '96    JUNE '96    SEPT '96 
.  MILLIONS  I        A  MILLIONS  OF  DOLLARS 

DDES  ADVERTISING  AND  TRANSACTION  FEES  "SUBSCRIBERS  LEAVING  VS  TOIAI  MEMBERSHIP  DATA  ROBERTSON,  STEPHENS  8  CO 


.BUT  COSTS  ARE  RISING 
AND  CHURN'  REMAINS  HIGH 


iOO 


ACQUISITION  COST 


CHURN 


240 

DOLLARS  PER  NET  NEW 
180    DOMESTIC  SUBSCRIBER 


DATA  MONTGOMERY  SECURITIES,  MERRILL  IYNCH 
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The  Saab  9000  Aero  is  truly 
a  rare  investment  opportunity.  It 
delivers  rapid  gains  thanks  to  a 
225-hp  turbocharged  engine.  And 
it  yields  some  other  benefits  as  well. 
It  has  an  abundant  56.4  cubic  feet 
of  cargo  capacity.  In  fact,  it's  one  of 
the  few  imports  rated  a  "Large" 
car  by  the  EPA  based  on  interior 
space.  And  the  9000  is  ranked  the 
safest  car  in  production.' 

Call  for  a  free  Saab  Excursion 
Kit  giving  complete  information  on 
all  our  models.  And  the  perfect 
Saab  to  find  your  own  road. 
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other  tricks.  With  the  stock  now  trading 
in  the  low  thirties,  the  company  will 
have  a  hard  time  tapping  the  market  in 
the  near  term,  despite  a  recent  move  to 
the  New  York  Stock  Exchange,  cele- 
brated with  nyse  Chairman  Richard  A. 
Grasso  and  aol  Chairman  Emeritus 
James  V.  Kimsey.  Case  does  not  expect 
aol  will  have  to  go  back  to  the  capital 
markets  any  time  soon.  Still,  for  the 
year  ended  in  June,  aol's  operations 
generated  a  negative  cash  flow,  reducing 
the  $218  million  raised  last  year  from 
the  markets  to  just  $118  million  in  cash. 
media  blitz.  What's  more,  those  lucra- 
tive new  revenue  streams  are  needed  to 
help  offset  the  $314  million  in  deferred 
direct  marketing  costs  on  aol's  balance 
sheet.  Because  aol  spreads  out  those 
costs,  it  must  take  a  charge  against  earn- 
ings each  quarter  to  work  off  the  de- 
ferred asset.  If  it  hadn't  extended  from 
12  months  to  18  the  period  over  which  it 
amortizes  those  costs,  the  $29.8  million  in 
net  income  it  reported 
last  year  would  have 
been  a  loss.  "If  they 
don't  deliver  on  new 
revenues  or  stronger 
growth  and  they  are 
spending  at  this  rate, 
they're  in  trouble," 
warns  David  M.  Si- 
mons, managing  direc- 
tor at  Digital  Video  In- 
vestments, an  investment  research  firm. 

The  best  way  to  attract  advertisers 
and  retailers  is  to  deliver  a  massive  au- 
dience. That's  why  on  Sept.  30,  Case 
kicked  off  aol's  biggest  media  blitz  ever. 
The  campaign  includes  prime-time  TV 
ads  designed  to  promote  the  brand,  a 
video  touting  aol's  strengths  to  be  sent 
to  every  subscriber,  and  of  course,  a 
blizzard  of  free  sign-up  disks,  aol  also 
plans  an  infomercial  and  a  syndicated 
cable-TV  show.  The  goal:  to  hit  10  million 
members  by  next  summer. 

To  do  that,  Case  will  first  have  to  re- 
duce aol's  "churn,"  or  the  rate  at  which 
subscribers  drop  the  service.  Even 
though  many  customers  stick  around  for 
as  many  as  three  years,  roughly  25%  of 
the  membership  leaves  each  quarter. 
"We  had  dropped  the  ball  in  terms  of 
making  new  members  feel  welcome  and 
comfortable,"  concedes  Case. 

AOL  is  trying  to  get  new  members 
hooked — and  keep  them  from  bolting. 
Company  execs  are  devising  ways  to 
walk  recruits  through  their  first  aol 
session.  A  new  "Loyalty  Lab"  was  cre- 
ated to  study  how  consumers  use  the 
senice  and  understand  what  works  and 
what  doesn't,  aol  has  also  started  giv- 
ing customer-service  agents  a  bonus  for 


AOL  has  a  good  shot 
at  big  bucks  from 
advertising,  but  it  is 
far  from  a  cinch 


each  customer  they  talk  out  of  canceli. 
Before,  when  a  subscriber  canceled, ) 
questions  were  asked,  aol  hopes  si i 
hand-holding  will  help  prevent  m 
users  from  giving  up  in  frustration  t\ 
make  aol  more  attractive  than  t> 
chaotic  Internet.  Case  says  such  effo: 
are  already  paying  off. 

But  it  will  hardly  eliminate  the  thn 
from  the  Net.  Cutthroat  price  comp<- 
tion  will  only  intensify.  And  the  Net 
becoming  a  much  friendlier  place.  Co 
panies  such  as  Time  Warner  Inc.  a 
Individual  Inc.  are  offering  personalis 
views  of  their  content  on  the  Xet,  ba.- 
on  a  Web  surfer's  interests.  Starti 
such  as  PointCast  are  even  sending  c 
torn  content  directly  to  subscribers'  p 
And  Microsoft  Corp.'s  born-again  m 
will  focus  on  interactivity  and  organic 
content  into  more  than  20  key  "ch; 
nels."  aol's  furious  expansion,  me; 
while,  has  led  to  clutter.  "I  would  eli 
inate  80%  of  the  content  on  aol,"  se 
Tom  Gardner, 
founder  of  the  pof 
lar  aol  investment 
mm  Motley  Fool. 

Case  is  respondi 
by  improving  aol.  1 
latest  version  is  fast 
and  doesn't  bog  do' 
with  endless  dow 
loads  of  art.  aol 
also  working  on  a  w 
to  customize  content — and  eliminate  cl 
ter.  Later  this  fall,  aol  will  begin  offi 
int!  Microsoft's  Internet  Explorer  taw 
er  for  members  who  want  to  surf  t 
Net  in  style.  "It's  folly  for  them  to  thi 
they  can  have  lousy  Internet  access  a 
rely  on  proprietary  content,"  says  Ni 
Donatiello,  president  of  research  ft 
Odyssey  LP.  In  a  recent  survey,  Odyss 
found  that  consumers  are  going  direc 
to  the  Internet,  rather  than  using 
online  service. 

Even  as  Case  embraces  the  Net, 
must  convince  customers  and  advert 
ers  that  aol  offers  something  uniqi 
Since  August,  AOL  has  signed  $30  rr 
lion  in  ad  deals  with  companies  such 
General  Motors,  Sprint,  and  Starbucl 
But  more  and  more,  aol  will  be  co 
peting  against  Web  sites  for  those  a< 
That's  why  this  marketing  blitz  is 
important.  Will  it  work?  Paul  Debei 
dictis,  president  for  new  media  at  r 
chette  Filipacchi  Magazines,  expec 
aol's  marketing  campaign  to  boost  v 
its  to  Hachette's  sites  on  aol,  such 
Car  &  Driver  and  Elle,  by  50%  to  75 
"We're  looking  for  a  big  lift,"  he  sa; 
Case  can  only  hope  so. 

By  Amy  Barrett  in  Washington,  wi 
Paul  M.  Eng  in  New  York 
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Of  course  horsepower  is  just  half  the  story.  For  those  who  get  their  kicks  from  G-forces,  the  Saab  9000  Aero 
boasts  252  lb.  ft.  of  torque  at  1,800  rpm.  And  since  it  does  0-60  in  6.2  seconds,*  exhilaration  is  assured.  No  wonder 
David  E.  Davis,  Jr.  of  Automobile  magazine  exclaimed,  "You  must  drive  this  car!"** 
For  more  information  about  Saab,  call  I "800~582~SAAB,  Ext.  249.  www.saabusa.com 
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Developments  to  Watch 
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GILDING  THE  ULTIMATE  CHIP 

THE  GOLD  NUGGETS  BEING  EXTRACTED  BY 

these  Purdue  University  researchers  (pic- 
ture) are  far  too  tiny  to  be  seen  by  the 
naked  eye.  But  they  could  be  pay  dirt  for 
chipmakers  in  the  future.  Each  contains 
only  about  500  atoms  of  gold.  It  would 
take  a  string  of  250,000  of  these 
nanonuggets  to  span  the  head  of  a  pin. 

The  nuggets  are  so  small  that  an  elec- 
trical current  can  exist  only  in  the  form  of 
a  single  electron  passed  off  from  one 
nugget  to  the  next.  For  the  chip  industry, 
single-electron  signal  flows  are  the  ulti- 
mate dream:  Nothing  could  be  smaller. 
"We're  working  hard  on  ways  of  making 
logic  and  memory  circuits,"  says  team 
member  Ronald  P.  Andres,  a  professor  of 
chemical  engineering  at  Purdue. 

He's  confident  of  eventual  success  be- 
cause the  technology — and  the  challenges 
ahead — are  fairly  straightforward.  The 
nuggets  are  precipitated  from  gaseous 
gold  and  wrapped  in  organic  molecules, 


then  dissolved  in  a  solvent.  The  mixture 
is  painted  on  a  silicon  wafer.  The  solvent 
evaporates,  and  the  nanoclusters  form  an 
ultrathin  conducting  film. 

The  Purdue  University  researchers' 
next  goal  is  to  control  the  self-assembly 
process  to  produce  circuit  lines  instead  of 
a  film.  The  research  has  already  sparked 
interest  from  chipmakers,  especially  in 
Japan,  says  Andres.  "But  we've  got  a  lot 
of  work  to  do  before  we  can  make  mil- 
lions of  chips."  Otis  Port 


EARLY-WARNING 
BUGS  FOR 
TRANSFORMERS 

ELECTRIC  'A L- UTILITY  TRAN'S- 

formers  have  a  habit  of  fail- 
ing unpredictably,  sometimes 
causing  explosions,  fires,  and 
contamination.  Oil  is  used  as 
an  insulating  hairier  between 
the  transformer's  high-volt- 
age and  lower-voltage  wire 
windings.  But  moisture  and 
explosive  gases  eventually 
build  up  in  the  oil,  forming  a 


pathway  for  a  sudden,  dan- 
gerous electric  arc  between 
the  windings.  Spot  checks 
don't  help,  because  the  oil  can 
be  fine  for  years,  only  to  de- 
teriorate in  a  matter  of  days. 

Larson-Davis  Inc.  of  Pro- 
vo,  Utah,  says  it  has  a  solu- 
tion to  the  problem:  a  pack- 
age of  sensors  including  one 
called  Crosscheck  developed 
by  scientists  at  the  company 
and  Brigham  Young  Univer- 
sity. A  Crosscheck  sensor 
spots  when  the  oil  begins  to 
lose  its  effectiveness  as  an  in- 


sulator by  detecting  a  change 
in  an  extremely  low  frequen- 
cy electrical  signal  that's  sent 
through  the  oil.  The  early- 
warning  package,  placed  per- 
manently inside  the  trans- 
former, also  includes  a  gas 
sensor  and  a  vibration  sen- 
sor derived  from  the  compa- 
ny's work  on  submarine-chas- 
ing detectors.  The  vibration 
sensor  predicts  mechanical 
failure  from  the  change  in  the 
transformer's  hum.  The  pack- 
age's cost:  $5,000  to  $25,000 
per  transformer.    Peter  Coy 


&  Ding  Administration  tri- 
als, but  there  are  still  no 
products  on  the  market. 

Progress  comes  in  small 
steps.  In  June,  Baxter  Inter- 
national Inc.  in  Deerfield,  ID., 
received  fda  approval  to 
move  its  HemAssist  product 
into  Phase  III  clinical  tri- 
als— a  large,  double-blind 
test  for  efficacy  in  surgery 
patients.  Baxter  could  re- 
ceive special  fda  clearance 
for  trauma  patients  within 
months.  The  company's 


INNOVATIONS 


a  Are  all  those  routine  ' 
tests  hospital  patients  mi 
endure  really  necessary? 
recent  Mayo  Clinic  surv 
raises  doubts.  Researchc 
tracked  five  common  tests 
ministered  to  531  patien 
The  tests  led  to  diagnosis 
new  diseases  in  only  4.8% 
the  cases. 

■  Sea  sponges  have  start 
scientists  in  the  past  w 
their  ability  to  dissolve  roc 
and  catch  prey.  In  the  late 
issue  of  Nature,  Italian  s 
entists  report  that  soi 
sponges  also  utilize  sophis 
cated  fiber  optics.  Tiny,  boi 
like  spikes  of  silica  bring 
light  from  the  outside,  he 
ing  to  nurture  symbio 
green  algae  that  live  insi 
the  sponges'  tissues. 

■  Atlanta  Braves  fans  c 
now  enjoy  the  bizarre  wo 
of  multi-user  3D  "chat" 
the  Internet.  Working  w 
a  German  startup,  Black  S 
Interactive,  the  Braves  ci 
ated  a  virtual  stadium.  Fa 
enter  it  using  Black  Sui 
browser,  CyberGate,  whi 
can  be  downloaded  for  fr 
at  www.atlantabraves.co 
Once  inside,  fans  go  to  t 
dugout  and  select  a  three-< 
mensional  persona,  or  avat 
to  represent  them.  The 
they're  free  to  wander,  me 
other  fans,  purchase  merr 
rabilia,  and  exchange  bu: 
ness  cards. 


patented  process,  shown  to 
be  safe  in  earlier  trials,  in- 
volves retrieving  millions  of  1 
hemoglobin  molecules  from 
red  cells  in  outdated  donated  i 
blood.  These  are  purified  to 
eliminate  the  danger  of 
transmitting  diseases.  Baxtei 
cross-links  the  molecules  to 
stabilize  them  (illustration) 
and  prevent  rapid  excretion 
from  the  kidneys.  After 
that,  they  are  safe  to  inject 
into  the  patient's  blood- 
stream.      Ron  Stodghill  II 


NEW  HEMOGLOBIN  FROM  OLD  BLOOD 


SCIENTISTS  HAVE  BEEN 
straggling  for  dec 
ades  to  develop 
an  inexpensive 
and  safe  replace- 
ment for  hemo- 
globin— the  oxy- 
gen-carrying 
component  in  red 
blood  cells.  Such  a 
substitute,  in  theory, 
w  ould  be  ideal  for*  emer- 
gency rooms,  where  donated 


blood  is  always  in  short 
supply.  Analysts  fig- 
ure a  blood  substi- 
tute could  be 
worth  $2.5  billion 
annually.  But  the 
niman  body 
doesn't  tolerate 
such  tampering 
easily.  A  half-dozen 
biotech  and  medical-equip- 
ment companies  have  prod- 
ucts wending  through  Food 
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AVIATION 


COULD  A  LAPTOP 
BRING  DOWN  AN  AIRLINER? 

Some  experts  want  tighter  controls  on  in-flight  use  of  electronic  devices  by  passengers 


In  January,  1993,  a  passenger  flight 
from  Denver  to  Newark,  N.J.,  was 
proceeding  smoothly  at  cruise  alti- 
tude when  the  aircraft's  directional 
gyros  abruptly  stopped  working.  The 
pilot,  moving  quickly  to  avert  a  crisis, 
instructed  a  flight  attendant  to  tell  pas- 
sengers that  they  must  immediately 
turn  off  aD  radios,  tape  recorders,  laptop 
computers,  and  video  game  players.  She 
returned  to  tell  the  pilot  that  25  pas- 
sengers had  been  listening  to  a  football 
game  on  their  radios.  One  passenger 
had  been  using  a  laptop. 

The  pilot  waited  for  the  gyros  to  re- 
turn, but  the  malfunction  continued.  He 
asked  the  flight  attendant  to  make  sure 
the  radios  had  been  turned  off.  She  re- 
turned to  the  cabin  and  found  that  the 
passengers  had  ignored  her  instruc- 


tions— the  radios  were  still  on.  The  cap- 
tain announced  by  loudspeaker  that  the 
radios  were  affecting  navigation  equip- 
ment and  must  be  turned  off.  In  about 
90  seconds,  the  gyros  corrected  them- 
selves to  the  proper  headings. 

The  crisis  had  passed.  But  20  min- 
utes later,  the  gyros  "began  moving  off 
[the]  correct  heading  by  as  much  as  20 
to  30  degrees,"  according  to  a  NASA  re- 
port on  the  incident.  The  captain  warned 
that  he  would  confiscate  all  radios  if  the 
problem  persisted.  Within  two  minutes, 
the  gyros  swung  back  to  the  correct 
heading.  No  further  incidents  occurred, 
according  to  the  report  by  NASA's  Avia- 
tion Safety  Reporting  System.  The  re- 
port did  not  disclose  the  name  of  the 
airline  involved. 

The  gyro  eiTore  might  have  had  noth- 


ing to  do  with  the  radios  in  the  csfc 
Coincidences  do  occur,  and  an  invij- 
gation  was  unable  to  explain  how  it- 
radios  could  have  affected  the  gyj 
But  there  have  been  enough  of  tl 
cases  in  recent  years  to  raise  ser 
concerns.  Since  1982,  pilots  have 
ported  at  least  137  in-flight  incidi 
that  could  have  been  caused  by  t 
tromagnetic  interference  from  port; 
electronic  devices,  according  to  r 
Inc.,  a  nonprofit  organization  that  1- 
vises  the  aviation  industry.  That  fi£.? 
comes  from  rtca's  review  of  its  ijn 
databases  and  those  of  NASA  and  it 
International  Air  Transport  Assn.  Sk 
these  are  voluntary  reports,  the  acil 
number  of  such  incidents  may  be  higi. 
experts  say.  With  the  continuing  prlf-. 
eration  of  portable  electronics — lapt| 


PRIMARY  FLIGHT 
DISPLAY 

Indicates  whether 
plane  is  on 
course  and  at 
proper  altitude 
during  landing. 


ENGINE  DISPLAY 

Shows  status  of 
engines.  Not  like- 
ly to  be  affected 
by  interference. 


RADIOS 
AND  TAPE 
PLAYERS 

Could  affect 
the  landing 
instruments 
and  the  VOR. 


A  Question  of  Risk  at  30,000  Feet 

Experts  worry  that  portable  electronic  devices  could  pose  a 
serious  threat  to  airline  safety.  Here  is  how  the  cockpit  displays 
of  a  large  commercial  jet  might  be  affected: 


NAVIGATION 
DISPLAY 

Shows  the  output 
of  the  VHF 
omnidirectional 
range  localizer,  or 
VOR,  the  aircraft's 
primary  navigation 
system. 


GAME 
MACHINES 

So  low-pow-  *fr 
ered  they're 
probably 

harmless.  But  they  emit 
frequencies  that  could 
affect  the  VOR. 


LAPTOP 
COMPUTERS 

Shielded  - 
to  prevent 
emissions.  But  the 
shielding  can  develop  "leaks" 
that  could  interfere  with  many 
cockpit  indicators. 


CELLULAR 
PHONES 

Banned  in 
flight.  They 
could  inter- 
fere with  the 
instruments. 


landing 
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LET  METLIFE  SMAPE  A  BENEFITS  PLAN 
TO  YOUR  COMPANY'S  NEEP5 . 


Downsizing  and  budget  cuts  may  give 
benefits  managers  more  to  do  than  ever 
before,  and  maybe  less  staff  to  do  it  with. 

That's  why  MetLife  can  be  especially 
useful.  We're  prepared  to  create  a  custom 


benefits  plan  to  your  needs,  drawing  from 
our  wide  range  of  products  and  services 
including  Voluntary  Employee  Benefits. 

For  more  information,  call  your  broker 
or  consultant,  or  1-800-MetLife. 


Group  Term,  Universal  and  Variable  Universal  Life  Insurance,  Executive  Life,  Managed  Disability, 
Group  Dental  and  Vision,  Group  Long-Term  Care  Insurance,  Auto  and  Homeowners  Insurance*  401  (k) 
Programs,  Investment  Management  Services  and  Benefits  Administration  Outsourcing  Services. 


SET  MET.  ITPAV5. 

1-800-MetLife 
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personal  stereos,  handheld  game  ma- 
chines, and  the  like — the  concerns  are 
growing. 

In  a  new  report,  rtca  recommends 
the  toughest-ever  restrictions  on  the 
use  of  portable  electronic  devices  on 
board  aircraft — a  ban  on  the  use  of 
portable  electronic  devices  during  "all 
critical  phases  of  flight."  That  would  in- 
clude takeoffs  and  landings,  the  times 
when  there  is  the  least  room  for  error. 
Some  experts  are  so  concerned  about 
the  danger  that  they  have  called  for  a 
complete  ban  on  all  devices  during  flight. 

Right  now,  the  Federal  Aviation  Ad- 
ministration leaves  the  decision 
up  to  individual  airlines.  It  also 
gives  airlines  all  responsibility 
for  monitoring  and  approving 
various  electronic  equipment, 
requiring  them  to  test  devices 
and  ban  any  that  could  cause 
interference.  But  rtca  Special 
Committee  177  Chairman  John 
Sheehan  says  the  faa  rule  has 
been  unenforceable  and  almost 
impossible  for  the  airlines  to 
carry  out.  "faa  came  up  with  a 
regulation  that  neither  it  nor 
the  airlines  could  comply  with," 
says  Sheehan.  The  faa  says 
that  reports  of  problems  have 
trailed  off  since  1993,  when  it 


lines  follow  suit,  the  power  of  portable 
electronic  devices  will  be  less  and  less 
constrained  by  batteries. 

The  trade-off  between  safety  and  con- 
venience is  hard  to  measure  because  no 
one  knows  how  dangerous  interference 
is.  In  one  case,  it  may  have  been  fatal. 
British  authorities  suspect  that  electro- 
magnetic interference  from  a  laptop 
computer,  camcorder,  or  cell  phone 
might  have  sparked  a  fatal  1991  Lauda 
Air  accident  in  which  one  of  the  plane's 
computers  mysteriously  activated  the 
reverse  thrusters  of  a  Boeing  767-300 
shortly  after  takeoff  from  Bangkok.  The 


A  PLAN  TO  MAKE  THE  SKIES  SAFER 

Here  are  the  recommendations  of  Special  Committee  177 
of  RTCA  Inc.,  a  nonprofit  organization  that  recommends 
standards  and  offers  guidance  to  the  aviation  industry 

1.  The  Federal  Aviation  Administration  should  ban  the 
use  of  any  portable  electronic  device  during  "any  criti- 
cal phase  of  flight,"  almost  certainly  including  takeoff 
and  landing.  During  all  phases  of  flight,  passengers 
should  be  prohibited  from  using  a  device  to  "intention- 
ally transmit  electromagnetic  energy,"  unless  it  is  certi- 
fied safe. 


Boeing:  "Eight  different  simultan(#jf|$|C 
events  have  to  occur.  Everything  is 
to  line  up  perfect  or  you  won't  see  " 

Some  of  the  strongest  electron^  .  C 
netic  fields  can  come  from  laptop  a- 
puters.  Even  though  they  are  built  \& 
shielding  to  prevent  unintended  r:;<i 
emissions,  the  shielding  on  some  dec- 
orates over  time,  allowing  radio  v/n 
to  leak  out.  A  laptop  with  a  90-k 
microprocessor  will  give  off  radiatioiit 
that  frequency  as  well  as  at  higher,ii- 
called  harmonic  frequencies.  Tape  pr- 
ers  and  video  game  machines  eit 
waves  lower  down  the  frequency  sj> 
trum.  Strong  signals  cane 
emitted  by  devices  with  t- 
shielded  wires  hanging 
them — such  as  the  cord  fi 
headset  or  a  compiM 
mouse — because  the  wfcl 
can  radiate  like  antennas.,  f 
Overall,  the  portable  gir 
emits  radiation  across  a  m 
swath  of  the  spectrum  }t? 
planes  use  for  navigation  I 
communication.  Radio  wapi 
can  leak  through  cabin  \i-jR 
dows  and  jam  the  signals  ftp 
the  plane's  antennas  recap 
from  beacons  on  the  group, 
says  Orville  Nyhus,  an  aifl 
nautical  engineer  for  Honr-' 


2.  The  FAA,  airline  industry,  and  manufacturers  of  con 
sumer  electronics  and  aircraft  should  continue  testing 
portable  electronic  devices  "for  their  potential  to  inter- 
advised  airlines  to  restrict  the    !?r_e_^j1_?^r?-^_sy^rn-:"  weU  Inc->  which  makes  av| 

3.  The  FAA  and  industry  groups  should  "educate  the 
flying  public  regarding  the  potential  interference  haz- 
ards from  [portable  electronic  devices],  especially  those 
designed  as  intentional  radiators." 

4.  Government  and  industry  should  consider  using  sen- 
sors in  airplane  cabins  to  detect  electromagnetic  inter- 
ference from  portable  electronic  devices. 


use  of  portable  electronic  de- 
vices below  10,000  feet. 
NERVOUS  time.  The  takeoff  and 
landing  rule  applies  to  laptops 
and  other  portable  electronic 
devices  that  emit  electromag- 
netic radiation  as  an  unintended 
byproduct  of  their  operation.  In 
addition,  the  rtca  committee 
recommends  a  total  ban  on  de- 
vices designed  to  transmit  radio  waves. 
One  example  would  be  a  pager  that  au- 
tomatically acknowledges  receipt  of  mes- 
sages by  sending  a  signal  back.  Another 
would  be  a  wireless  modem  on  a  laptop 
computer.  Cellular  phones  are  also  cov- 
ered, but  they  are  already  banned  from 
aircraft  because  they  interfere  with  cel- 
lular networks  as  they  fly  over  them. 

The  interference  problem  creates  un- 
easiness for  airlines.  On  the  one  hand, 
they  want  to  ensure  safety.  On  the  oth- 
er, they  want  to  satisfy  passenger'  urge 
to  keep  busy  aloft.  American  Airlines 
Inc.  recently  announced  that  starting  in 
January,  it  will  begin  equipping  seats 
in  some  first-class  and  business-class 
sections  with  power  supplies  for  items 
such  as  laptop  computers  and  compact- 
disk  players.  To  avoid  takeoff  and  land- 
ing problems,  the  power  will  be  turned 
on  only  above  10,000  feet.  As  other  air- 


DATA:  RTCA  INC 

crash  claimed  the  lives  of  all  223  people 
on  board,  and  its  cause  remains  unex- 
plained. "Nothing  has  been  proven  on 
that  at  all.  There  are  a  lot  of  different 
suspicions,"  says  Mary  Jean  Olsen,  a 
Boeing  Co.  spokeswoman. 

The  uncertainty  surrounding  the 
harmfulness  of  portable  electronic  de- 
vices stems  from  the  unpredictability 
of  electromagnetic  fields.  During  ex- 
haustive tests,  investigators  have  often 
been  unable  to  replicate  a  reported  in- 
terference in  a  controlled  environment. 
"It's  like  taking  a  bunch  of  Superballs 
and  bouncing  them  into  a  corner.  It's 
possible  to  rig  it  to  get  the  same  ran- 
dom bouncing  twice,  but  it's  very  diffi- 
cult. And  you're  talking  about  a  lot  of 
money.  Who's  going  to  pay  for  this?" 
says  rtca  committee  member  Finbarr 
M.  O'Connor  Jr.  Adds  Bruce  J.  Don- 
ham,  an  electromagnetics  engineer  at 


ics  gear.  "This  is  a  real  thijl 
that  causes  channel  interi1- 
ence,  but  often  people  dm 
take  it  seriously,"  Nyhus  s». 
TOUGH  LINE.  Some  engines: 
believe  the  rtca  recommj- 
dations  don't  go  far  enow- 
Says  Albert  Helfrick,  anil 
sociate  professor  of  enginq" 
ing  technology  at  Embl- 
Riddle   Aeronautical   University  ja 
Daytona  Beach,  Fla.,  who  in  1994 
tensively  tested  fuselage  shielding  w. 
a  member  of  the  RTCA  committee: 
were  up  to  me   I  wouldn't  al 
[portable  electronic  devices]  on  boi 
aircraft  at  all,  ever." 

The  vulnerability  of  aircraft  to  in! 
ference  raises  a  frightening  questiH 
What  if  someone  deliberately  tampe 
with  the  radio  systems?  Embry-Riddi 
Helfrick  says  that  an  electronics-sam 
terrorist  could  use  a  radio  transmitter 
possibly  even  from  the  ground — to  sfl 
otage  an  aircraft's  navigational  and  cm 
munications  equipment.  Terrorisms 
always  difficult  to  thwart,  of  courf.| 
But  airline  passengers  would  rest  eaM' 
knowing  their  plane's  captain  isn't  be ' 
blinded  by  someone  in  14E  trying' 
call  the  office  on  his  cell  phone. 
By  Christina  Del  Valte  in  Washing  • 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


iCISIONS  ARE  TOUGHER. 


•IE  IS  CRITICAL 


SOURCES  ARE  LEANER. 


!D  THE  BUCK  STOPS  WITH  YOU 


IYPE  JUST  WONT  CUT  IT  ANYMORE. 


9I9.677.8200    Fax  9 1 9.677.4444  www.sas.com/vision/ 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAR  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  I00. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
ot  SAS  Institute  Inc  Copyright  ©  1996  bv  SAS  Institute  Inc. 


Science  &  Technology 


SEMICONDUCTORS 


NATIONAL  SEMICONDUCTOR  S 
SILICON  DREAMS 

New  CEO  Brian  Halla  is  betting  big  on  "systems  on  a  chip" 


N 


lational  Semiconductor 
Corp.  is  the  Rodney  Dan- 
Igerfield  of  Silicon  Valley. 
The  company  has  always  had 
great  technical  prowess,  but  its 
lackluster  financials  haven't 
earned  it  any  respect.  Even 
five  years  under  turnaround 
artist  Gilbert  F.  Amelio,  who 
left  early  this  year  to  head  Ap- 
ple Computer  Inc.,  produced 
only  modest  profits  and  little 
growth.  National's  new  ceo, 
Brian  L.  Halla,  aims  to  change 
that  with  a  strategy  that  will 
bring  National  into  direct  com- 
petition with  his  former  em- 
ployer, LSI  Logic  Inc. 

Halla,  50,  who  signed  on  in 
May,  plans  to  transform  Na- 
tional into  a  customer-oriented 
company  with  a  "systems  on  a 
chip"  mantra.  This  approach  is 
only  natural.  For  most  of  the 
eight  years  he  was  with  LSI, 
Halla  was  a  high-profile  apostle 
of  the  chip  industry's  hottest 
trend:  fast-turnaround  custom  ~ 
designs  that  cram  multiple  functions 
onto  one  sliver  of  silicon.  He  spear- 
headed lsi  Logic's  drive  into  silicon 
systems — and  reaped  a  lucrative  con- 
tract to  supply  the  brains  of  Sony 
Corp.'s  popular  PlayStation  video  game 
machine. 

VISION  THING.  That  experience  should 
serve  him  well  at  National.  In  fiscal 
1996,  which  ended  last  May,  National 
made  a  modest  $185.4  million  on  sales  of 
$2.6  billion.  But  it  lost  $207.6  million  in 
the  latest  quarter.  That  red  ink  was 
due  mostly  to  a  one-time  charge  of  $286 
million  to  split  National  in  two.  Halla 
says  National — America's  No.  6  chip- 
maker — already  is  effectively  two  com- 
panies, and  the  split  just  makes  it  for- 
mal. The  company's  old-line  commodity 
products  are  now  grouped  into  a  sub- 
sidiary christened  with  the  historic 
Fairchild  Semiconductor  name.  (Nation- 
al bought  Fairchild  in  1987  and  had  re- 
tired the  name.)  Assets  of  the  new 
Fairchild  represent  about  27%  of  Na- 
tional's revenues,  6,000  employees,  and 


NATIONAL  SEMI  S 
TURNAROUND 


HALLA:  Beyond  analog  chips 


half  the  company's  man- 
ufacturing capacity.  Na- 
tional hopes  to  sell  off 
Fairchild  as  soon  as 
possible. 

When  Halla  was  ap- 
proached about  suc- 
ceeding Amelio  as  Na- 
tional's chief  executive, 
he  had  some  doubts. 
After  the  first  session 
with  National's  board, 
"I  told  my  wife  I  wasn't 
sure  if  the  board  was 
looking  for  a  leader  or  a 
caretaker."  But  when 
Halla  explained  to  the 
board  his  vision  of  Na- 
tional's future,  the 
board  responded  enthu- 
siastically, easing  Hal- 
la's  doubts.  Director 
Charles  E.  Sporck, 
National  Semiconductor's 
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•ASSUMING  DIVESTITURE  Of  FAIRCHILD 
SEMICONDUCTOR  ASSETS 
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legendary 
founder,  was  impressed  by  Halla's  plan 
to  reinforce  the  company's  traditional 


strength  in  analog  chips  while  mc 
more  toward  custom  chips. 

Analog  chips,  despite  being  o' 
shadowed  by  their  digital  counterps 
remain  crucial  components  in  compu 
and  other  electronics  gear.  And  tl 
are  essential  to  the  new  generatioiiif 
multimedia  consumer  electronics  andt 
formation  appliances.  So,  while  it  it 
seem  that  high  tech  steadily  beco$j 
more  digital,  analog  chips  are  eaj 
holding  their  own. 

MIX  AND  MATCH.  To  exploit! 
morrow's  multimedia  oppoK- 
nities,  Halla  wants  to  integit 
National's  analog  technok 
with  its  knowhow  in  mi< 
processors,  digital  signal  {• 
cessing,  and  other  digital  U 
nologies.  Entire  chips  wo 
become  little  circuit  module::' 
an  electronic  library.  By  n 
ing  and  matching  various  k 
and  analog  circuits,  silicon 
signers  could  quickly  ere 
chips  that  combine  the  featus 
of  several  existing  chips  on 
piece  of  silicon. 

Tailoring  such  multipurp 
devices  to  the  specific  ne 
of  individual  customers  will 
a  risky  deparUu-e  for  Natioi.. 
The  company  is  used  to  era 
ing  out  cheap  chips  by 
bucket,  then  hand! 
them  to  distributors 
sell.  There  was  little  • 
rect  contact  betwd 
National  and  the  q- 
tomer.  Now,  under  S| 
la's  new  plan,  Natioi 
will  work  closely  w 
its  customers  to  g 
them  the  designs  t 
best  meet  their  nei 
and  pocketbook. 

Halla's  game  plan  i 
be  a  very  traumatic  ife 
heaval,  says  Jonatb 
Cassell,  an  analyst  i 
market  research 
Dataquest  Inc.  Mo 
over,  Halla  will  be  go: 
head-to-head  with  riv 
already  firmly 
trenched  in  the  custo 
chip  business,  includ; 
LSI  Logic  and  VLSI  Te 
nology  Inc.  And  the  ( 
tural  transformation  \ 
not  be  cheap  or  qui 
which  means  that 
vestors  may  have  to  t 
dure  a  few  more  disappointing  quartf 
Because  Fairchild  sells  billions 
low-margin  commodity  parts  throu 
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Bill  Dotter.  Your  best  plant  manager.  Vinner  of  dozens  of  productivity 


awards.  Real  team  player.  His  team  is  50%  behind  its  goal 

I  want  out. 


11 


The  problems  that  box  in 
your  finest  people  aren't  always 
easy  to  see.Your  plant  may  be  capable 
of  producing,  but  could  the  underlying 
problem  be  a  lack  of  teamwork  with  your 
suppliers? 

To  understand  the  real  problems  and  find  real 
solutions,  come  to  Arthur  Andersen. 

Accomplished  Arthur  Andersen  business 
advisors,  applying  their  breakthrough,  one-of-a- 
kind  Global  Best  PracticesSM  knowledge  base,  can 
expose  your  people  to  many  different  viewpoints. 
They'll  work  to  develop  insights  into  creative  ways  to 
polish  performance  -  throughout  your  organization. 


Find  out  how  Arthur  Andersen  can 
help  build  teamwork  and  knock  down  walls 
that  keep  your  people  from  being  inventive, 
more  confident  -  and  reaching  your  company's 
goals.  Call  1-800-804-6620  or  visit  our  Web  site  at 
http://umw.ai1hiirandersen.com/gbp. 

Global  Best  Practices™ 

Putting  Insight  Into  Practice™ 


.Arthur 
Andersen 


©19%  Arthur  Andersen,  Andersen  Worldwide  SC.  All  rights  reserved. 


Here's  to  America  Online.  The  coolest  place  for  the  hottest  tips. 
Track  your  portfolio. ..research  companies. ..plan  your  next 
market  move.  Play  the  market  with  America  Online,  and  you'll 
discover  great  returns. 
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There's  something  for  everyone  on  America  Online.  From  non-stop  sports  action  to  instant  Internet 

access.  From  exchanging  e-mail  with  family  and  friends  to 
"chatting"  about  your  favorite  hobby.  From  breaking  news  to 
business  forums. 

Plus  you  can  enjoy  BusinessWeek  Online.  Leaf  through  the 
magazine's  electronic  pages  for  global  business  information 
and  analysis  —  before  it  hits  the  newsstand.  Even  interact  with 
editors  and  newsmakers  online. 

We're  forecasting  strong  appreciation  of  the  results. 
Because  America  Online  is  as  easy  as  it  is  informative. 
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Turn  your  excess  inventory  into  a 
tax  break  and  help  send  needy 
kids  to  college. 


Call  for  your  free  guide  to  learn  how 
donating  your  slow  moving  inventory  can 
mean  a  generous  tax  write  off  for  your  company. 

Call  (708)  690-0010 

Post  Office  Box  3021 
Glen  Ellyn,  IL  60138 
Fax  (708)  690-0565 

Excess  inventory  today... student  opportunity  tomorrow 


Companies  who  have 
selected  Open  Market  to 
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Bank  One 


First  Union 
National  Bank 


Time  Warner's 
Pathfinder 


Tribune  Company 
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Why  is  Open  Market  the  only  company  that  has  paved  the  way  to  Internet  commerce?  Our  goal  from  day  one 
s  to  develop  commerce  software  for  the  Internet.  And  unlike  other  companies,  our  software  is  available  today, 
fact,  some  of  the  world's  most  successful  companies  are  already  using  our  secure,  scalable  internet  commerce 

solutions  to  do  business 
with  other  companies  and 
consumers.  With  these 
solutions,  larger  companies 
can  manage  not  only  payment 
processing  but  every  aspect  of 
Internet  business  transactions. 
And  smaller  companies  can 
reap  the  benefits  of  internet 
commerce  while  outsourcing 
the  complexity',  allowing 
them  to  focus  on  what  they 
do  best.  In  short,  Open 
Market  fits  your  needs  no 
matter  what  size  you  are. 

to  hnd  a  smooth  road  to 
your  own  Internet  commerce 
solution,  visit  our  website  at 
www.openmarket.com/road  OR 

CALL  I  -  888  -  OPEN  -  MKT. 


Open  Market 
Z43  First  Street 
Cambridge,  MA  0ZI4.Z 
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i  CRISIS  LOOMS 

array  of  new  rivals  has  the  industry  on  the  defensive 


ames  L.  Dolan,  chief  executive  of  Cablevision  Sys- 
tems Corp.,  professes  not  to  have  a  care  in  the 
world.  The  head  of  the  country's  sixth-largest  cable 
operator,  based  in  Woodbury,  N.  Y.,  on  Long  Is- 
land, says  he's  not  worried  about  satellites,  tele- 
phone companies,  debt,  or  any  of  the  ominous  forces 
le  and  other  industry  executives  are  battling, 
-armed,  cheerful  man,  who  recently  took  over  day-to-day 
gement  of  Cablevision  from  his  father,  industry  pio- 
Charles  F.  Dolan,  Jim  Dolan 
es  for  his  remote  control.  He  is 
to  show  off  the  latest  cable  giz- 
he  digital  set-top  box  that  will 
e  cable  operators  to  offer  many 
channels  and  new,  revenue-pro- 
g  features  like  movies  on  de- 
.  But  Dolan  has  trouble  work- 
ie  device.  "I'm  not  doing  it  now," 
ys,  fumbling  with  the  buttons  as 
•ints  the  remote  control  toward 
nresponsive  Sony  television  set 
>  office.  But  "I'm  giving  you  a 
i  of  the  future."  After  a  concert- 
fort,  Dolan  does  successfully  or- 
p  Mr.  Smith  Goes  to  Washington. 
TING  TO  deliver.  If  only  all  the 
es  at  Cablevision  were  as  easily 
i  Its  stock  has  slipped  29%  in 
ist  year,  and  1995  operating  cash 
didn't  cover  even  a  third  of  its 
service  payments  and  capital  ex- 
tures.  Worse,  just  to  have  a 
e  of  surviving  in  the  nasty  com- 
ve  environment  for  cable,  Dolan 
he'll  spend  $460  million  this  year- 
grade  his  systems.  Nonetheless, 
ys:  "We're  on  the  offense." 
it  is  true  that  the  best  defense  is 
)d  offense,  then  cable  certainly 
i  the  best  offense  it  can  muster. 
;  sure,  cable  companies  have  al- 
faced  high  debt  levels  and  tough 
with  regulator's.  But  now,  regu- 
|  are  being  rolled  back,  and  ca- 
monopo!y-like  hold  on  67%  of 
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U.  S.  households  is  being  seriously  threatened  by  an  array  of 
new  competitors.  And  the  worst  may  be  yet  to  come,  as 
fearsome  rivals  such  as  Rupert  Murdoch's  News  Corp.  and 
mci  Communications  Corp.  work  to  launch  American  Sky 
Broadcasting,  yet  another  direct-broadcast  satellite  service,  in 
late  1997  or  early  1998. 

At  the  same  time,  many  cable  operators  are  suffering 
weaknesses  in  their  operating  results,  which  harms  their 
ability  to  roll  out  quickly  new  technologies  that  require  huge- 
ly expensive  upgrades  to  their  existing 
wires.  How  expensive?  Schroder 
Wertheim  &  Co.  cable  specialist  Philip 
Sirlin  estimates  that  together  they 
have  to  spend  about  $25  billion  just 
to  install  hybrid  fiber-coaxial  cable  and 
interactive  capabilities.  That  is  rough- 
ly equal  to  the  industry's  entire  annu- 
al revenue.  To  date,  he  estimates,  only 
about  25%  of  this  work  has  been  done. 

That  huge  cost  helps  explain  the 
string  of  delayed  or  never-delivered 
new  services,  such  as  interactive  TV, 
cable  modems,  digital  set-top  boxes, 
and  telephone  service,  that  has  left  the 
industry  with  little  credibility  on  Wall 
Street.  A  three-year  index  of  the  stock 
of  large  cable  operators  trails  the  Stan- 
dard &  Poor's  500-stock  index  by  60%. 

The  only  way  cable  moguls  such  as 
Dolan,  Tele-Communications'  John  C. 
Malone,  and  Time  Warner's  Gerald  M. 
Levin  can  wriggle  clear  of  their  cur- 
rent predicament  is  to  roll  out  their 
long-promised  new  services — fast.  The 
two  most  viable  are  cable  modems, 
which  deliver  high-speed  Internet  ac- 
cess to  PCs,  and  digital  set-top  boxes, 
which  transmit  better  sound  and  pic- 
tures and  allow  cable  operators  to  offer- 
many  more  channels  than  in  the  past. 
Those  new  revenue  streams  are  "there 
for  us  to  take,"  says  Continental  Ca- 
blevision President  William  T.  Schleyer. 
Those  who  can't  move  quickly  "will 
have  blown  it,"  he  says.  "As  an  indus- 


ENDGAME? 

Malone-now  seen 
rarely  in  public- 
has  trimmed  his 
TCI  stake  and  may 
be  seeking  a  buyer 


try,  we'd  just  hand  over  our  busi- 
ness to  the  telephone  companies." 

This  fall,  most  major  cable  opera- 
tors are  finally  beginning  to  deliver 
the  goods — though  with  limited  of- 
ferings in  only  a  handful  of  markets. 
Time  Warner  Inc.  launched  its  Road 
Runner  cable-modem  service  in 
Akron.  Ohio,  in  early  September,  and 

Tele-Communications  Inc.  began  offeiing  cable-modem  service 
to  customers  in  Fremont.  Calif.,  that  same  month,  tci  will 
launch  the  first  digital  cable  service  on  Oct.  21  in  Hartford. 
Conn.  Cablevision  already  provides  telephone  service  to  350 
commercial  customers  on  Long  Island.  Also  this  month, 

Philadelphia-based 
Comcast  Corp.  will  be- 
gin offering  cable 
modems  to  nonpaying 
customers  in  a  Baltimore  test,  with  actual  commercial  service 
planned  by  yearend. 

With  new  products  coming  to  market,  most  in  the  cable  in- 
dustry  don't  accept  forecasts  of  their  decline.  Even  if  new  rev- 
enue streams  are  slow  to  emerge,  there  is  still  growth  po- 


HEAVY  ANCHOR 

Levin  may  havt 
to  cut  loose  cat 
holdings  that 


have  been  a  dri  ^ 
on  Time  Warne 
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tential  from  traditional  cable  sub-     HEAVY  ANCHOR  I 

scribers,  they  say.  Currently,  only 
two-thirds  of  the  95  million  cable- 
ready  homes  subscribe,  and  Time 
Warner,  especially,  thinks  it  can  find 
new  customers  as  young  people, 

i  more  accustomed  to  paying  for  TV 
than  then-  parents,  increasingly  head 
then-  own  households.  "This  industry 
has  been  pretty  scrappy,  pretty  nimble,"  says  Time  Wapi 
Cable  Ventures  ceo  Glenn  A.  Britt — the  most  senior  e) 
tive  at  that  company  willing  to  speak  about  cable's  prosp  - 
"We  are  going  to  do  a  lot  better  than  people  think." 

After  all,  the  upgraded  cable  systems,  with  then*  hug 
parity,  offer  many  advantages  over  the  wires  owmed  bj 
telephone  companies.  "Cable  operators  have  a  distinct 
vantage  because  they  are  the  ones  with  the  fat  pipe,"  says  ; 
torola  Inc.'s  James  M.  Phillips,  a  vice-president  with  the 

!  pany's  Multimedia  Group,  which  supplies  cable  moderr; 
Time  Warner.  "In  the  digital  world,  speed  defines  everyt 
The  more  you  [can]  flow,  the  better  your  multimedia,  v 

I  graphics."  Unencumbered  by  financial  constraints,  cable 
technology  is  a  winner.  And  major  banks  appeal1  comfor 


PROMISES, 
PROMISES 

Cable  hasn't 
delivered  on 
its  hype 


DECEMBER.  1992 

John  Malone  makes  his 
now-famous  500-chan- 
nels  speech,  setting  off 
a  frenzy  of  excitement 
and  industry  dealmak- 
ing  to  prepare  for  the 
converging  world  of 
video,  data,  and  voice. 


OCTOBER,  1993 

-<  TCI  agrees  to  be 
bought  by  Bell  Atlantic 
for  $35  a  share. 
Malone  calls  the  deal 
"a  godsend."  The  idea: 
Create  a  telecom  giant 
to  offer  groundbreaking 
new  services. 


the  industry's  prospects.  Says 
>s  B.  Lee,  head  of  global  invest- 
;  banking  at  Chase  Manhattan 
l.,  the  largest  commercial  lender 
ie  cable  industry:  "Cable  corn- 
's have  always  run  very  com- 
bly  at  these  debt  levels.  They 

almost  infinite  liquidity  in  the 

market." 

it  access  to  more  debt  capital 
linly  isn't  the  answer  to  the  ca- 
;uys'  troubles.  They  have  plenty 
,her  worries.  Consider  the  two 
;st — Tele-Communications  Inc. 
Time  Warner,  tci's  Malone  en- 
sd  the  industry  in  1992  by  pre- 
ng  a  world  of  500  channels  by 
.  That  never  came  to  pass,  and 
S-a-share  acquisition  offer  from 
Atlantic  Corp.  fizzled  as  well, 
now  trades  at  about  14k!,  and 
vily  cable  mogul  is  rinding  him- 
uncharacteristically  boxed  in. 

las  to  spend  billions  to  upgrade  tci's  network — $1.9  bil- 
in  just  the  past  year — even  though  continuing  such 
ding  will  likely  depress  the  stock  price  further, 
ven  this,  tci  has  no  plans  to  rush  forward  with  new  ser- 
i  in  most  of  its  markets  until  there  is  proven  customer 
ind.  "The  market  will  tell  us  when  it  is  ready  for  the  ser- 
i  it  wants,"  says  Brendan  R.  Clouston,  ceo  of  tci's  cable 
ims  unit.  Over  the  past  few  years,  tci  has  quietly  scaled 
its  once  ambitious  expansion  and  now  will  spend  only  in 
s  where  it  can  expect  a  quick  payoff.  "We  have  all  the 
m  we  need  [for  our  plans].  We're  not  running  around  in 
kind  of  a  panic,"  says  Clouston. 

it  some  in  the  industry  believe  Malone  is  looking  for  a 
out,  most  likely  by  spinning  off  tci's  sexier  divisions,  such 
atellites  and  programming,  and  selling  the  core  cable 
ims — if  he  can  find  a  buyer.  Malone  "has  made  the  deci- 
that  the  cable  business  is  not  where  he  wants  to  be," 
s  Schroder  Wertheim  media  analyst  David  J.  Londoner, 
leclines  to  talk  about  its  plans. 

ME-COMPANY  INCURSIONS.  Time  Warner  is  perhaps  in 
ie  shape,  ceo  Levin  gambled  in  1995  by  expanding  Time 
ner's  cable  holdings  by  paying  $5  billion  to  acquire  cable 
jms  with  about  4  million  subscribers.  In  late  1994,  he 
t  an  estimated  $100  million  in  a  splashy  debut  of  a  trial 
•active-TV  service,  called  the  Full  Service  Network,  in  Or- 
3.  The  network  has  never  been  rolled  out  elsewhere, 
ow,  the  anchor  of  the  cable  systems  is  dragging  down  the 
■e  media  conglomerate.  Time  Warner's  1995  operating  cash 
from  cable  was  $3.3  billion,  but  it  spent  about  $1.5  billion 
3bt  payments  and  $1.4  billion  in  cable-related  capital  ex- 
itures.  Its  operating  margin  has  slipped  from  10.3%  in  1992 
6%  in  1995— to  just  4.4%  in  the  first  quarter  of  1996,  says 
dy's  Investors  Service.  Analysts,  shareholders,  and  some 
3any  executives  have  been  pushing  Levin  to  sell  off  cable 
ts  to  lessen  the  company's  huge  debt  load  and  lift  its  lag- 
stock.  It  now  appeal's  that  Levin  may  finally  be  giving  in. 


The  Big  Six:  By  the  Numbers 

Financial  position  of  major  cable  operators; 
all  figures  are  for  the  12  months  ending  June  30, 1996 
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tWill  be  acquired  by  U  S  West  this  year 

DATA  SALOMON  BROS  DEBT  ANALYST  STEVYN  SCHUTZMAN 

Surely  no  one  could  be  blamed  for  wanting  to  avoid  the 
coming  crunch  of  competition.  Direct-broadcast  satellite,  or 
DBS,  is  growing  increasingly  popular  as  providers  such  as 
DirecTV  Inc.  slash  prices  for  a  service  of  175  or  so  digital 
channels  that  far  outstrips  what  is  now  offered  by  cable. 
Rapidly  growing  DBS  already  lays  claim  to  some  5  million 
U.  S.  TV  sets.  As  the  price  of  the  equipment  plummets  and  a 
customer's  local  TV  stations  are  eventually  included  in  the  ser- 
vice, Donaldson,  Lufkin  &  Jenrette  Securities  Coip.  media  an- 
alyst Dennis  H.  Leibowitz  expects  DBS  will  have  19  million 
subscribers  by  2000.  By  comparison,  growth  of  cable  sub- 
scribers has  flattened  out  at  about  64  million — rising  only 
1.1%  in  the  first  six  months  of  1996. 

Even  tci  is  tiying  to  make  a  big  push  into  DBS.  In  May,  it 
allied  with  Canada's  Telesat  to  launch  two  new  services  to 
beam  programming  to  homes  in  the  U.  S.  and  Canada.  But 
the  Federal  Communications  Commission  has  objected,  and 
the  venture  is  now  in  question. 

At  the  same  time,  incursions  from  telephone  companies 
are  under  way  across  the  country.  The  phone  companies 
have  a  reputation  for  being  slow  and  bureaucratic,  but  their 
healthy  cash  flows  and  blue-chip  debt  ratings  make  them  a 
real  threat  to  pinched  cable  operators.  This  year,  Chicago- 
based  Ameritech  Corp.  began  offering  cable  service  in  12  dif- 
ferent cities  in  Illinois,  Ohio,  and  Michigan.  In  Toms  River, 
N.  J.,  Bell  Atlantic  claims  its  cable  operator  has  more  than 
75%  of  the  6,400  Adelphia  Communications  Corp.  customers 
to  whom  it  has  offered  cheaper  cable  service  since  February. 
Southern  New  England  Telephone  Co.  delivered  a  nasty 
shock  to  the  cable  industry  on  Sept.  25  when  it  was  award- 
ed the  right  to  offer  cable  service  to  the  entire  state  of  Con- 
necticut, snet  is  spending  $4.5  billion  on  the  wiring  that  al- 
lows it  to  offer  cable,  and  it  plans  to  roll  out  its  new  service 
in  the  first  quarter  of  1997. 

The  phone  companies'  stodgy  reputation  won't  spill  over 
into  programming — they'll  be  providing  much  the  same  fare 
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DECEMBER  1994 
Time  Warner  unveils  its 
interactive  Full  Service  Net- 
work in  Orlando  in  the  first 
step  of  what  was  then  a 
promised  $5  billion  rollout 
of  interactive  TV.  Since 
then,  FSN  rollout  plans  have 
been  tabled.  >► 


JANUARY,  i9m 
Time  Warner  launches  a 
test  of  phone  service  in 
Rochester,  N.Y.  To  date, 
it  has  an  estimated  500 
customers  and  has  not 
yet  launched  telephone 
service  commercially  in 
other  markets. 


El 


CYBERSPACE  RACE 

Comcast's  Roberts 
counts  on  cable's 
lead  in  high-speed 
Internet  access 


Cover  Story 


that  cable  operators  offer.  The  1992  Cabie  Act  made  it  illegal 
for  most  cable  networks,  such  as  cxx  and  Discovery  Channel, 
to  refuse  to  sell  their  programming  to  competing  services. 
That's  why  DirecTV,  for  example,  offers  what  many  viewers 
think  of  as  cable  fare,  such  as  hbo  and  cxx. 

Also  becoming  a  threat  is  wireless  cable,  a  technology 
that  several  telephone  companies  are  using  to  quickly  and 
cheaply  offer  a  service  competitive  with  cable  (box).  Since  it 

avoids  costly  wire  in- 
stallation, telephone 
companies  can  under- 
cut existing  cable 
rates  and  in  turn  force  that  market's  cable  companies  to  cut 
prices.  That  will  hurt  cable's  cash  flow  and  hinder  its  efforts 
to  offer  telephone  services. 

How  will  it  all  shake  out?  The  likelihood  is  that  the  finan- 
cially weaker  cable  operators  will  be  gobbled  up  by  other  cable 
companies  or  by  larger,  better-financed  communications  gi- 
ants. Glenn  R.  Jones,  ceo  of  Jones  Intercable  Inc.,  based  in  En- 
glewood,  Colo.,  thinks  that  U.  S.  utilities  and  foreign  buyers 
could  begin  buying  up  cable  assets  now  that  stock  prices  have 
fallen  so  low.  For  those  players  that  — — «— 
cannot  withstand  huge  operating  losses 
as  they  battle  for  market  share,  it  may 
come  down  to  finding  a  buyer — or  else. 
"There's  going  to  be  roadkill  all  over," 
says  Robyn  G.  Nietert,  a  telecommu- 
nications lawyer  at  Brown  Nietert  & 
Kaufman  in  Washington,  D.  C.  "There 
are  no  niches.  There's  no  place  to  hide." 
deep  pockets.  Continental's  Schleyer 
says  that  it  was  the  fear  of  thin  re- 
sources in  such  an  unforgiving  envi- 
ronment that  prompted  the  company 
to  accept  a  $10.8  billion  takeover  offer 
last  April  from  U  S  West  Media    D^S  Direct-broadcast  satellite  beams  TV  content  or  data  from  a  satellite  to 

Group,  a  separately  traded  division  of    any™  hooked_ u  P_to_  a_comP^lbJe  d_ish  

INTERACTIVE  TV  Two-way  communications  for  information  and  entertain 
ment  on  the  TV  screen 


dent.  And  Jones  made  a  deal  with  Bell  Canada's  h 
company,  bce  Inc.,  in  late  1994.  For  $349  million,  bce  go' 
of  Jones  and  an  option  to  acquire  the  entire  comp; 
2002.  Those  Canadian  resources  enabled  Jones  to  launc 
lier  this  year  a  state-of-the-art  system  in  Alexandria,  Va. 
offers  cable,  data,  and  phone  service  (page  106). 

Jones's  effort  has  taken  a  huge  upfront  investment.  So 
hasn't  snared  many  customers,  but  it  is  being  closely  wa 
as  other  cable  operators  gauge  the  near-term  consumer  de 
for  these  new  services.  Although  faced  with  long  periods  t 
they  can  hope  to  see  a  return,  the  cable  operators  have  txfr 
ceed.  "The  only  way  for  cable  companies  to  go  fin-ward 
them  to  spend  what  they  have  to  spend.  It's  like  they're 
in  a  tunnel.  [The  competition]  closes  in  around  them 
point  where  they  can't  go  backwards,"  says  Lazard  Fre: 
Co.  media  investment  banker  Steven  Rattner.  "If  they 
[proceed],  then  they  will  perish." 

Cable  can  blame  Washington  for  i 
tion  of  its  current  troubles.  Reregu 
in  1992  cut  into  cash  flows  and  may 
slowed  investments  and  new  ser 
And  for  years,  the  big  cable  oper 
dithered  by  not  demanding  standarfc 
cable  modems  and  digital  set-top  m 
from  outside  manufacturers.  Their  ■ 
cision  cost  them  their  technological  lead — of  at  leas™ 
years — over  the  telephone  companies,  acknowiedges  one  I 
time  cable-industry  executive. 

Losing  their  lead  was  unfortunate.  Had  they  been  eaip 
market  with  broadband  technology  and  upgraded  their  sy 
to  offer  integrated  digital-TV,  data,  and  telephone  servie 
outlook  for  cable  could  have  been  quite  bright.  Yet  even 
cable  operators  started  out  ahead  in  the  market,  as  wit 
they  lacked  focus  and  speed.  TCI,  Time  Warner,  Cox  CoM 
nications,  Continental,  Comcast,  and  General  Electric  st*f 
Primestar  Partners,  a  DBS  service,  in  1990 — four  years  bl 
industry  leader  DirecTV  was  launched.  But  Primestar  reliB 
a  medium-powered  satellite  that  requires  a  much  larger* 
and  delivers  fewer  channels  than  the  high-powered  servicj 
fered  by  DirecTV,  EchoStar  Communications  Corp.,  and  on 
Long  hobbled  by  the  lack  of  a  focused,  unified  marketing* 
paign,  Primestar  has  dishes  in  1.3  million  homes,  compared! 
DirecTV's  2.1  million,  according  to  Satellite  Business  Nei\ 
Now,  cable  is  ahead  again — in  high-speed  Interne 
cess — and  many  leading  cable  executives  acknowledge 
the  lead  is  theirs  to  lose.  "We're  competing  with  ourselv 
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CABLESPEAK 

BUNDLING  A  marketing  effort  to  increase  revenues  from  a  single  customei 
by  offering  a  combination  of  services,  like  cable  and  telephone  service 

CABLE  MODEMS  High-speed  modems  that  use  cable's  thick  coaxial  wire 
to  handle  more  data  faster  than  thinner  telephone  wires 

DIGITAL  COMPRESSION  Crunches  data  to  allow  more  information  and  " 
programming  to  be  transmitted  over  wires  or  through  the  air 

DIGITAL  SET-TOP  BOX  Device  that  hooks  up  to  a  TV  and  can  collect, 
store,  and  display  digitally  compressed  TV  signals 


Baby  Bell  U  S  West  Inc.  The  deal  is 
scheduled  to  close  in  November. 
Schleyer  says  his  new  parent's  deep 
pockets  will  allow  him  to  complete  in 
two  years  the  capital  improvements 
that  would  have  taken  the  company 
six  years  had  it  remained  indepen- 


WIRELESS  CABLE  A  lower-cost  version  of  DBS,  in  which  signals  are  col- 
lected and  transmitted  to  towers  for  retransmission  to  homes  outfitted  with 
special  antennas 


i  launched,"  says  Brian  L.  Roberts,  president  of  Comcast, 
i  mntry's  fourth-largest  cable  system.  The  cable  pipe  is  al- 
| '  capable  of  handling  huge  amounts  of  data  that  skinny 
l  lone  wires  can't  now  offer,  despite  ongoing  experiments 
i  data  compression.  Yet  not  even  5%  of  cable  households 

had  the  wiring  upgrades  necessary  to  support  the  cable 

ms,  estimates  Schroder  Wertheim's  Sirlin. 
I  11,  the  race  for  cable  modems  is  only  part  of  the  game. 
|  important  for  cable  operators  is  their  gambit  to  head  off 
I  rowth  of  DBS  by  offering  digital  set-top  boxes  to  a  sig- 
.  it  number  of  subscribers.  Although  cable  operators  have 
|  d  contracts  for  two  million  boxes,  manufacturer  General 

uments  Corp.  has  actually  made  only  20,000. 

iother  battleground  for  cable:  winning  customer  trust. 

>  has  long  been  derided  for  poor  customer  relations  and 


irritating  service  interruptions.  Now,  a  recent  study  by  con- 
sultants Yankee  Group  Inc.  shows  that  most  consumers  are 
eager  for  one  company  to  provide  combined  TV,  Internet  ac- 
cess, and  telephone  service.  But  for  more  than  55%  of  the 
consumers  surveyed,  the  winning  choice  would  be  long-dis- 
tance or  local  telephone  companies.  Only  4.4%  of  the  con- 
sumers would  choose  their  cable  company. 

The  industry  has  worked  recently  to  guarantee  more  re- 
sponsive service,  but  consumers'  memories  of  those  short- 
comings haven't  faded.  Few  consumers  are  apparently  willing 
to  risk  unreliable  phone  service.  Even  worse  for  customer  re- 
lations, most  cable  operators  have  hiked  prices  in  the  past 
year.  On  average,  the  industry  has  jacked  up  prices  by  10%  or 
more  this  year,  so  desperate  are  they  for  increased  cash  flow. 

Although  they  don't  say  so,  the  rocky  road  ahead  leaves 


A  WIRELESS  WEAPON  IN  THE  CABLE  WARS 


Iidden  in  an  industrial  park  in  El 
Monte,  Calif.,  an  assault  on  cable 
TV  is  being  readied.  Guarded  by 
frared  beams  and  a  10-foot  fence, 
k  gleaming  white  satellite  dishes 
»int  skyward.  Inside,  a  half-dozen 
icific  Telesis  technicians  install 
dps  inside  racks  of  digital  boxes. 
By  Mar.  1,  the  telephone  industry 
expected  to  launch  its  biggest  sin- 
e  bid  to  take  business  from  cable 
•mpanies.  That's  when  PacTel  says  it 
ill  give  5  million 
)uthern  Califor- 
a  households  the 
>tion  to  get  up 
135  channels  of 
r  shows  and 
ly-per-view 
ovies  for  less 
tan  any  cable 
tmpany  charges. 
>ESPERATE."  To  do  this, 
acTel  won't  be  ripping  up 
reets  to  lay  wires  or  launch- 
ig  a  satellite  into  earth  orbit, 
istead,  it  will  use  so-called 
ireless  cable  technology  to 
;nd  signals  from  mountaintop 
>wers  to  antennas  atop  indi- 
idual  homes  (diagram).  Later 
1 1997,  PacTel  and  others  will 
iread  these  services  to  San 
rancisco,  Boston,  and  Hamp- 
>n  Roads,  Va.  "We  figure  we 
im  get  15%  to  20%  of  the 
larket  wherever  we  offer  it," 
ays  Michael  J.  Fitzpatrick, 
resident  of  Pacific  Telesis  Enterpris- 
s.  "Our  customers  are  desperate  for 
n  alternative  to  cable." 
Eager  to  siphon  off  some  of  the  $25 
illion  a  year  people  spend  on  cable 
ervice,  Baby  Bells  hope  to  leverage 
heir  low  startup  and  operating  costs. 
'acTel  figures  it  can  undercut  by 
bout  $2  the  monthly  bills  of  existing 


cable  systems,  which  on  average  offer 
just  half  as  many  channels. 

Wireless  cable  has  been  around  for 
a  while  and  is  already  beamed  into 
about  900,000  U.  S.  homes.  But  cur- 
rent systems  all  use  old  analog  tech- 
nology. At  most,  they  can  handle  33 
channels,  and  the  signals  are  easily 
blocked  by  trees  and  tall  buildings. 

PacTel's  rollout,  in  contrast,  will  be 
the  first  large-scale  use  of  digital  tech- 
nology, which  gets  around  some  signal 
obstruction  problems.  The  new  sys- 
tems also  use  compression  to  broad- 
cast many  more  channels.  In  addition, 
wireless  promoters  say  they  can  offer 


HOW  CAN  CABLE  BE  WIRELESS? 

TV  signals  are  collected  from 
satellite  and  broadcast  antennas 
at  receiving  stations 

Digitized  programming  is 
transmitted  through  fiber- 
optic cables  to  towers  located 
-  on  buildings  or 
§1  mountaintops  J* 


DATA:  BUSINESS  WEEK 


on  wireless  cable  licenses  covering  7 
million  California  homes.  Bell  Atlantic 
and  Nynex  paid  $100  million  for  war- 
rants to  buy  45%  of  cai  Wireless, 
which  has  access  to  11  million  homes 
in  New  York  and  Philadelphia.  Nearly 
5  million  homes  will  subscribe  to  wire- 
less cable  TV  by  2001,  figures  Paul  Ka- 
gan  Associates  analyst  John  Mansell. 

The  big  cable  operators  don't  seem 
worried.  "So  far  it's  just  talk,"  says 
Marc  B.  Nathanson,  chairman  of  Fal- 
con Cable  TV  in  Los  Angeles.  "They 
still  have  to  prove  someone  will  buy 
their  service." 

But  phone  companies 
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Programs  are 
transmitted  by  m 
wave  from  towers  to  roof 
top  antennas  on  private 
homes  or  buildings  in 
a  10-  to  30-mile 
radius 
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better  service  than  the  cable  compa- 
nies. "You  won't  have  to  wait  a  week 
to  get  hooked  up,"  says  financier  Gary 
Winnick,  who  launched  Dallas'  Op-Tel. 
In  less  than  three  years,  it  has  signed 
on  125,000  apartment  dwellers. 

Phone  companies  will  dig  into  their 
deep  pockets  to  make  wireless  cable 
take  off.  PacTel  has  spent  $350  million 


are  believers.  Later,  some  will  switch 
to  optic  fiber,  which  has  far  more  ca- 
pacity. But  wireless  is  here  now.  "The 
interim  may  be  a  lot  longer  than  any- 
one thought,"  says  PacTel's  Fitz- 
patrick. For  the  cable  industry,  that 
means  more  competition  from  the  sky. 

By  Ronald  Graver  in  El  Monte, 
Calif.,  with  Neil  Gross  in  New  York 
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many  cable  operators  eyeing  the  exits.  Like  Continental  and 
Jones  Intercable,  some  sell  out.  But  that  may  be  less  of  an  op- 
tion now,  with  cable  companies  needing  billions  more  to  stay 
viable.  Says  Lazard's  Rattner,  who  represented  Continental  in 
its  sale  to  U  S  West  this  spring:  "It's  clear  that  the  number  of 
[interested]  buyers  is  limited.  And  it  may  at  the  moment  be 
fairly  close  to  zero." 

The  biggest,  and  oftentimes  most  troubled,  cable  operators 
are  left  with  few  attractive  options.  At  Time  Warner,  the  bulk 
of  its  11.8  million  cable  subscribers  is  held  by  a  partnership 

25%  owned  by  U  S 
West  Media.  The  two 
companies  have  long 
been  at  odds,  and  ne- 
gotiations to  reorganize  the  partnership  have  been  stalled  for 
months  because  Levin  has  been  loath  to  hand  over  control  of 
the  systems  to  U  S  West.  But  with  cable  in  deep  disfavor  with 
investors,  jettisoning  the  cable  systems  could  goose  Time 
Warner's  long-depressed  stock  price. 

tci  is  in  a  similarly  tough  spot,  since  there  is  no  clear  buy- 
er for  its  14.5  million-subscriber  cable  system.  Malone  isn't 
betting  his  personal  fortune  on  the  future  of  cable  systems: 
He  has  trimmed  his  stake  in  TCI  to  less  than  1%,  while  he 
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holds  30%  of  Liberty  Media  Corp.,  tci's  separately  tr 
programming  arm.  And  three  years  after  his  failed  att 
to  sell  out  to  Bell  Atlantic,  an  industry  source  says  he  is  | 
ing  to  at&t  about  a  deal.  Neither  company  will  commeij 
the  rumor.  But  recently  at&t  ceo  Robert  E.  Allen 
"You  can  be  assured  we  are  not  in  an  acquisition  mode 

The  only  person  who  knows  the  endgame  for  tci 
course,  Malone  himself.  But  the  much-feared  cable  mo£ 
been  almost  invisible  for  nearly  a  year,  and  he  declined 
interviewed  for  this  story.  According  to  the  company,  hd 
suffered  from  prolonged  bouts  of  the  flu,  in  additic 
spending  months  at  a  time  at  his  vacation  compour 
Maine. 

Malone  did  make  a  rare,  brief  appearance  on  Sept. 
a  glitzy  annual  industry  dinner  in  Manhattan  inforr 
known  as  the  "Cable  Prom."  But  he  ducked  out  early,  | 
tied  into  an  elevator  by  cable-unit  head  Clouston  as 
porter  said  hello.  The  rest  of  the  cable  moguls- 
Jones,  Brian  Roberts,  Jim  Dolan,  Ted  Turner — rema 
behind  in  the  hotel  ballroom,  along  with  about  1,800  othe! 
dustry  executives,  sticking  with  the  party  until  the  er 

By  Elizabeth  Lesly  in  New  York  and  Ranald  Grover  i% 
Angeles,  with  Neil  Gross  in  New  York  arid  bureau  repo 


THE  DUEL  FOR  YOUR  DIAL  TONE 


The  Boulevard  at  Old  Town, 
a  red-brick,  159-unit  apart- 
ment complex  in  Alexan- 
dria, Va.,  is  ground  zero  in  the 
war  between  the  cable-TV 
industry  and  the  Baby  Bells. 
This  coionial  city  of  117,300  is 
where  Jones  Intercable  Inc., 
based  in  Englewood,  Colo.,  has 
spent  $38  million  to  install 
what  may  be  the  nation's  most 
advanced  cable  system,  offer- 
ing not  only  cnn  but  also  cut- 
rate  phone  service  and  high- 
speed Internet  links.  But  the 
residents,  who  should  be  prime 
Jones  customers — twenty- 
somethings  raised  on  mtv — 
won't  be  easy  to  lure  away 
from  rival  Bell  Atlantic  Corp. 
Given  a  choice,  "we'd  stick  with  the 
phone  carrier  we've  been  with,"  says 
28-year-old  Valerie  Dorian. 
PORTABLE  NUMBERS.  Jones  knows  it 
faces  an  uphill  struggle.  Customers 
who  like  their  current  operator  need 
"a  compelling  reason  to  switch,"  ad- 
mits Jeff  P.  Spiegleman,  vice-president 
and  general  manager  of  the  Alexan- 
dria system.  And  in  the  11  months 
since  the  service  was  launched,  only 
247  residents  have  signed  up. 

Still,  industry  watchers  aren't 
counting  Jones  out.  The  company  is 
laying  the  fiber-optic  foundation  for  a 
system  with  the  technical  capacity  to 
be  far  more  interactive  than  either  di- 
rect-broadcast satellite  or  the  wireless 
cable  phone  companies  can  be.  Some 


GABLE  CONVERT 

Alexandria  (Va.)'s 
LoPresti  is  happy 
with  Jones's  phone 
and  TV  package 


analysts  think  cable 
phone-service  sales 
will  take  off — but 
only  when  bundled 
with  interactive  ser- 
vices that  finally  cap 
ture  the  public's 
imagination.  "They 
have  to  offer  service  that  is  slam- 
dunk  better  than  the  phone  company's 
and  people  [feel  they]  have  to  have 
it,"  says  Robert  P.  Norcross  of  Mercer 
Management  Consulting  Inc.  in  Lex- 
ington, Mass.  Still,  Jones  is  going  "in 
the  right  direction  for  cable." 

Jones's  Spiegleman  says  that  block- 
buster interactive  services  are  com- 
ing, including  a  gizmo  that  lets  you 
watch  Seinfeld  on  Saturday  if  you 


missed  it  Thursday — without 
VCR.  But  he  admits  they  are 
least  18  months  away.  Mean- 
while, Jones  has  inked  a  deal 
with  Bell  Atlantic  for  access  t( 
the  local  phone  network  and  r 
cently  negotiated  number  port 
bility.  That  means  customers 
who  switch  from  Bell  Atlantic 
no  longer  have  to  change  theii 
phone  numbers — a  big  win  for 
Jones,  since  the  need  to  give  i 
long-standing  phone  numbers 
was  a  huge  marketing  obstack 

The  portability  issue  may 
help  explain  why  Jones  has 
signed  so  few  phone  customer 
though  Spiegleman  says  the 
company  is  happy  with  its 
progress.  Analysts  figure  that 
growth  will  speed  up  as  word  ( 
mouth  spreads  about  its  prices 
and  service.  Jones  charges  $13. 
for  its  phone  package,  vs.  $24.8 
at  Bell  Atlantic.  The  low  cost 
and  quick  response  has  new 
Jones  subscriber  Joan  N.  Lo- 
Presti "very  pleased."  And  Jon! 
asks  $39.95  a  month  for  its  10- 
megabit,  unlimited-usage  Net  link, 
which  is  347  times  faster  than  a  28i 
baud  modem. 

The  entire  project  is  costing  plenf 
but  Jones  may  have  little  choice  as 
Bell  Atlantic  gears  up  to  invade  its 
turf .  The  Alexandria  battle  is  a  test  £j 
how  well  cable  can  respond. 

By  Stan  Crock,  with  Amy  Barret 
in  Alexandria,  Va. 
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"Only  Oracle  Applications  provide 
the  flexibility  we  need  to 
integrate  22  business  units  in 
120  locations  across  27  countries." 

Dr.  Keith  Turnbull,  Executive  Vice  President 

Alcoa 


Da,  the  world's  largest  manufacturer  of  aluminum 
related  products,  operates  22  independent  business 
§  spanning  27  countries.  They  needed  applications 
each  business  unit  could  rapidly 
)t  while  still  sharing  common  ^ 
ness  process  and  data.  Alcoa 

;e  Oracle  Applications.  Projects 

le  is  the  world's  fastest-grow-  tM  i 

supplier  of  open  business  applica- 
is,  with  more  manufacturing  and  financial 
ication  sites  running  than  anyone  else. 


Market 
Management 


e  d  Techno 


Oracle  Applications  automate  your  entire  enterprise 
with  over  30  integrated  software  modules  for 
finance,  supply  chain  management,  manufacturing, 
project  systems,  human  resources  and 

Supply  Chain  . 

Management  market  management. 

Do  your  business  applications 
provide  the  flexibility  you 
need  to  manage  your  business? 


Manufacturing 


Finance 


9* 


If  not,  call  Oracle  at  1-800-633-1061, 
ext.  10076  today.  Or  find  us  on  the  Web  at 
http://www.oracle.com/applications 
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Enabling  the  Information  Age  1 


Oracle 


Applications 
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OK,  SO  STEREOTYPE  ME 

and  listen  to  Big  Band.  Right  ?  Wrong.  B( 
smooth,  roomy,  and  comfortable.  But,  itj> ; 
they  designed  it.  Now  as  far  as  Big  Banc  ^ 


For  information  via  the  Internet,  enter  http://www.lincolnvebicles.com  or  to  receive  a  free  brochure,  call  1  800  446-8888. 


ork  and  no  play.  Drive  some  kind  of  big  cushy  sofa  on  wheels 
play.  Hard.  And  I  drive  a  Lincoln  Town  Car.  Yeah,  it's 
and  responsive.  It's  almost  like  they  had  me  in  mind  when 
,  you  got  1  out  of  3. 


1  LINCOLN 

What    A    Luxury    Car     Should  Be 


Industries 


BEVERAGES 


SUDDENLY,  NO  HIGH  LIFE 
AT  MILLER 

The  brewer  is  laying  off  more  workers  as  its  key  brands  stall 


Thank  goodness  for  the  Green  Bay 
Packers.  The  strong  stall  by  the  nfl 
team  has  helped  lift  some  of  the 
gloom  among  the  regulars  at  Jorgy's  Tav- 
ern on  State,  a  working-class  bar  in  Mil- 
waukee. Apart  from  the  Packers,  much  of 
the  talk  centers  on  the  problems  up  the 
road  at  Miller  Brewing  Co.,  where  many 
of  Jorgy's  patrons  work — or  used  to.  Pro- 
duction workers  are  in  the  midst  of  their 
second  layoff  this  year.  And  by  mid-No- 
vember, more  than  one-third  of  the 
office  staff  will  be  leaving. 

It's  a  dramatic  turn  of  events  for 
the  No.  2  brewer,  coming  after  a 
fluny  of  new-product  introductions 
and  a  72%  surge  in  profits  since 
1992.  But  just  as  industry  rivals 
No.  1  Anheuser-Busch  Cos.  and 
No.  3  Adolph  Coors  Co.  are  pulling 
out  of  their  profit  and  volume 
slumps,  Miller  is  going  flat.  Key 
brands  are  down  sharply  this  year, 
offset  by  slight  growth  at  Lite  and 
by  sale.;  of  the  new  Miller  brand. 
Sanford  C.  Bernstein  &  Co.  ana- 
lyst Gary  Black  forecasts  a  1%  prof- 
it drop  this  year  at  Miller,  the 
stepchild  among  high-performing 
units  at  parent  Philip  Moms  Cos. 
What  has  gone  wrong?  All  the 


new  products  created  confusion  and 
churning  as  drinkers  switched  among 
Miller  brands.  The  biggest  disappoint- 
ments have  been  the  heavily  hyped  in- 
troductions of  Red  Dog  in  late  '94  and 
would-be  flagship  Miller  in  February  of 
this  year.  After  some  brief  excitement, 
Red  Dog,  positioned  as  a  quasi-micro- 
brew,  is  dropping  like  a  stone.  Miller  ex- 
ecs blame  poor  marketing  for  damaging 
the  new  Miller  brand,  which  has  had  a 

MILLER  GOES  FLAT 


JORGY'S  TAVERN:  Milwaukee  bluet 


— 


disappointing  showing  so  far.  "Th-e  : 
been  an  identity  crisis,"  says  distriltor 
Kevin  R.  Burke.  "A  lot  of  people  thqht 
it  was  repackaged  Miller  High  Lil|  oi 
Genuine  Draft."  After  three  ad  I 
paigns,  it's  likely  Miller  will  embark 
fourth. 

DILUTED  STRENGTH.  The  idea  behirn 
new  products  was  to  try  to  make  uj fe- 
ttle sales  fall-off  of  once  hot  MiDer  it 
the  nation's  third-ranking  brand.  "[  M 
thought  it  could  compete  with  a  hoge 
podge  of  little  brands,"  says  Tom  f 
president  of  consultant  Bevmark  I 
who  has  worked  for  Miller  and  thei 
brewers.  The  result,  though,  wasihatl 
perhaps  $150  million,  by  one  rival's? 
mate,  was  diverted  away  from  spelling 
on  larger  brands. 

The  good  news  is  that  Lite,  afteijtid- 
ing  for  five  years,  seems  to  be  rebandi 
ing,  with  sales  up  slightly  last  yeaimc 
again  this  year.  Now,  with  Philip  Mpri; 
demanding  action,  Lite  is  emergir;  a; 
the  cornerstone  of  a  new  strategy  tiget 
Miller  back  on  track.  Distributorsarit 
insiders  say  Miller  Chairman  Joh!  N 
MacDonough  is  taking  a  page  fror  hi: 
alma  mater,  Anheuser,  where  he  ; 
senior  marketing  exec:  Forget  ^Oir 
steady  product  rollouts  and  instead  sent 
to  the  hilt  on  a  few  core  brands.  Yet 


BRAND 


RED  DOG 


CHANGE  IN  UNIT  SALES  VOLUME* 


MILLER  GENUINE 
DRAFT 

MILLER  GENUINE 
DRAFT  LIGHT 

LITE  ICE 

MILWAUKEE'S 
BEST 


LITE 

SUPERMARKET  VOLUME 
THROUGH  AUG  30 
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can't  afford  to  take  your  foot  off  theied 
al  on  your  core,  premium-priced  brads, 
says  Robert  C.  Lachky,  group  vice-)res 
ident  of  the  Budweiser  brands,  wh|ha? 
been  doling  out  big  sums  on  Bucar, 
Bud  Light,  the  top  two  brands  iiithi 
country. 

MacDonough  is  scaling  back  new-rod 
uct  debuts  and  hiking  spending  eveifiir 
ther  on  Lite.  Other  brands  are  like  | 
get  heavy  regional  focus.  A  new  30ta 
son  marketing  team  will  work  di 
with  bar  owners  to  try  to 
sales.  MacDonough  also  has  1  I 
ad  agencies  know  he's  not  sa; 

Distributors  at  least  are  ibt 
ened  by  what  one  calls  "aliev 
sense  of  urgency"  at  Mlei 
Whether  the  brewer  can 

round  for  round  wh  i 
reinvigorated  Anhb 
another   que  it 
Maybe    it  wil 
enough  to  pr 
some  cheer  ti 
guys  at  Jor^ 
and  impatient  rati] 
Moms  bosses. 

By  Richar 
Melcher  in  Chcu/' 
with  Cary  Spit  : 
Milwaukee 


compete 


THE  MORE  TIME  YOU 
SPEND  THINKING 
ABOUT  YOUR 
INFORMATION  SYSTEMS, 

THE  LESS  TIME  YOU 
HAVE  FOR  CUSTOMERS. 


ie  very  systems  that  should  make  you  more  competitive  are  often  a  sinkhole  of  your  time,  your  effort, 
d  your  money. 

Fortune  500®  companies  don't  have  that  worry  because  of  their  vast  resources.  Why  should  you? 
lat's  the  premise  of  networkMCI  Enterprise  Management™ 

This  innovative  service  can  help  your  company  build,  manage  and  support  cutting-edge 
ormation  systems.  For  the  first  time,  state-of-the-art  equipment,  constant  monitoring  and 
paralleled  end  user  support  are  available  from  a  single  source. 

By  offering  packages  of  proven  technology  and  ongoing  support  services,  we  will  make  your 
ormation  systems  both  af  fordable  and  easy  to  manage.  To  see  mst  how  affordable  and  easy,  call  your 
:al  networkMCI  representative  at  1-800-338-6815  or  log  on  to  http://www.mcisystemhouse.com. 

MCI  Systemhouse 

Real  benefits  from  converging  technologiessM  ©1996  mci.aii  rights  reserved. 


A  De>ktop  That's  Act  u ally  Capabli 


I'm  no  mmp. 
Bui  it's  pmn 
hot  in  here. 
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Talk  about  considerate. 
having  a  thermal  sensor  that  tellfX 
its  too  hot,  the  new  Compaq  Da 
will  warn  you  ii  its  hard  drives 
to  laiJ  anvwhere.  Its  all  part  of  wfc 
call  the  next  generation  of  Inteig 

1 

Manageability.  Among  other  thlg' 
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give  IS  managers  a  broader  range  of 


integrated  solutions.  And  to  minimize 


installation  and  your  configuration 


ling  You  It's  Too  Hot.  Cool 


time,  we  provide 
an  upgradeable 





integrated  NIC  and  network-ready  soft- 


ware which  protects  your  investment 


and  allow  s  lor  growth.  Ultimately  what 


you  get  with  Intelligent  Manageability 


lowered  cost  of  ownership.  Add 


to  that  a  three-year  warranty,  plus 


vs  you  to  take  inventory  of  all  your      the  hood  that  alerts  the  support  desk  il      dedicated  toll-lree  technical  support 


lware  and  software  from  one  loca-     anyone's  tampered  with  it. 


that's  open  lor  business  seven  days  a 


.  In  case  of  hard  drive  failure,  it  Intelligent  Manageability  is  still  week,  24  hours  a  day.  Control.  It's  what 

ks  up  your  data  on  the  network;  based  on  open  industry  standards  that  makes  the  new  Compaq  Deskpro  so  hot. 

now,  thanks  to  our  new  PD-CD  ensure  compatibility  and  integration  In  a  cool  kind  of  wav.  For  more  informa- 

e  backup,  it  also  preserves  your  with  any  network.  Our  partnerships  tion,  visit  us  at  www.compaq.com  or 

i  locally.  There's  even  a  sensor  in  with  Microsoft,  Novell,  Intel  and  others  call  1-800-392-8883. 


COMPAQ. 

Has  It  Changed  Your  Life  Yet? 
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INVESTIGATIONS 


CAVEAT 

ENTREPRENEUR 

The  latest  stock  scams  prey  on  new,  nonpublic  outfits 


For  Nick  Morf.  it  was  the  classic 
entrepreneur's  dilemma:  a  great 
big  idea  and  very  little  money.  An 
avid  venturer  from  Lighthouse 
Point,  Fla..  Morf  had  developed  a  CD- 
ROM  database  enabling  actors  to  hook  up 
with  talent  agencies  and  studios.  But 
his  fledgling  company.  Global  Talent 
Guild  (GTG),  had  consumed  $500,000, 
much  of  his  savings. 

In  mid-1994,  though,  Morf  says  he 
was  introduced  through  a  mutual  friend 
to  Grant  R.  Curtis,  who  presented  him- 
self as  an  "investment  banker."  Curtis 
was  interested  in  a  deal.  He  put  Morf  in 
touch  with  a  colleague.  Leo  J.  Mangan. 
who  said  he  would  help  take  GTG  public 
by  merging  it  with  Alter  Sales  Co..  a 
troubled  Miami  auto  parts  wholesaler 
that  already  had  a  public  listing.  Man- 
gan and  a  third  partner,  Timothy  H. 
Masley,  promised  investment  capital 
from  Comprehensive  Environmental 
Systems  Inc..  a  West  Babylon  (N.  Y.) 
environmental  remediation  firm  that 
they  controlled. 

Although  he  says  he  had  zero  securi- 
ties experience,  Morf,  53,  became  the 
titular  CEO  of  Alter  Sales.  That  was  no 


problem,  he  says,  because  the  business 
was  being  guided  behind  the  scenes  by 
Mangan.  Curtis,  and  Masley.  Morf, 
though,  missed  some  warning  bells.  Ac- 
cording to  Morf,  his  new  partners  paid 
for  everything,  including  houses,  with 
cash  or  wire  transfers  from  offshore  ac- 
counts. They  also  avoided  putting  per- 
sonal assets  or  phone  numbers  in  their 
names  and  frequently  changed  beeper 
and  cell-phone  numbers. 

Not  until  months  later  did  Morf  sus- 
pect he  might  unknowingly  be  part  of  a 
stock  fraud.  In  fact,  half  a  dozen  sources 
who  have  been  interviewed  by  federal 
investigators  believe  Curtis,  Mangan, 
and  Masley  are  the  leading  players  of 
what  the  feds  claim  is  an  unusually  elab- 
orate stock  scheme  that  could  be  a  mod- 
el for  a  new  breed  of  1990s  chicanery. 
According  to  sources  close  to  the  probe, 
the  Alter  Sales  network  may  have  pock- 
eted as  much  as  $7  million. 

Teams  from  the  Securities  &  Ex- 
change Commission  and  the  U.  S.  At- 
torney's office  in  Brooklyn  as  well  as 
U.  S.  Postal  inspectors  are  looking  at 
several  companies  and  individuals  for 
evidence  of  possible  securities  fraud. 


money  laundering,  income  tax  evj 
and  mail  and  wire  fraud.  Asked 
the  probe,  the  sec  and  the  U.  S. 
ney's  office  in  Brooklyn  said  the 
not  comment  on  ongoing  investiga^ 

Stock  fraud  schemes  have 
roomed  in  recent  years,  and  sea 
have  developed  increasingly  sopj 
cated  ways  of  gulling  unwary  inve 
and  companies.  Back  in  the  1980^ 
days  of  penny-stock  fraud,  invefc 
were  hoodwinked  into  buying  stop 
dubious  initial  public  offerings.  Thejhc 
ny  companies  would  quickly  go  of 
business.  Nineties-style  hustlers  erj 
much  of  the  old  hype  and  hard-sell 
tics.  But  they  play  a  more  del 
longer-term  con  game  that  is  hardjf 
detect  and  prosecute. 
hard  to  trace.  To  mask  the  scJ 
hustlers  hide  behind  securities  law| 
signed  to  help  companies  raise 
without  excessive  red  tape.  Abu 
two  such  rules,  the  sec's  Regulatia 
and  Form  S-8.  are  rampant.  The 
low  companies,  in  certain  circumst 
to  issue  big  blocks  of  stock  without  I 
lengthy  registrations  or  publiclj 
closing  the  deals.  The  regulatior 
make  it  easy  to  conduct  hard-tc 
stock  transactions  with  foreign  invaar 
and  use  overseas  tax  havens  to  sim 
ill-gotten  gains. 

These  swindles  highlight  weak  igu 
lation  of  thousands  of  small  publicum 
panies  by  an  understaffed  sec  anfifl 
perfcial  monitoring  by  the  nasdaq  toe 
market  of  its  listing  requiremnts 
Frauds  often  go  undetected  beat 
hustlers  are  shrewd  enough  to  wor 
through  sham  businesses,  but  appasot 
ly  legitimate  companies.  They  filfl 
required  sec  reports,  conduct  aiiit; 
and  supply  necessary  documentatiqfo 
transactions  and  stock  transfers.  "U|s 


THE 

NEW 

STOCK 

FRAUD 

GAME 


£b*  Merge  target  company 
with  public  but  moribund  or 
"shell"  company,  getting  public 
listing  with  minimal  disclosure. 


Target  small,  non-public  com- 
pany with  alluring  line  of  busi- 
ness. Promise  its  managers  finan- 
cial assistance. 


«3-  Dress  up  target  corpfe 
Pump  in  money,  acquinit 
ventures.  Meanwhile,  tae|< 
trol  by  putting  cohorts  p ft 
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really  start  digging,  everything 
s  on  the  up-and-up.  And  these  guys 
>  all  the  right  answers,"  says  a  se- 
cies regulator. 

he  current  SEC-Justice  Dept.  inves- 
uion  of  the  Alter  Sales  ease  had  its 
;sis  in  a  federal  inquiiy  into  possible 
rities  violations  by  TV  commenta- 
Dan  Dorfman  and  his  stock-promot- 
riend,  Donald  Kessler  (BW-Nov.  6, 
).  On  Aug.  29,  Dorfman's  employer, 
e  network  cnbc,  said  an  internal 
ew  of  Dorfman's  financial  records 
/ed  no  violation  of  securities  laws  or 
/ork  policies.  Sources  confirm  that 
man  is  still  a  part  of  the  ongoing 
inal  and  civil  probes,  but  only  as  a 
>layer  in  what  has  since  become  a 
ii  larger  alleged  fraud.  A  spokesman 
Dorfman  had  no  comment. 
SK  COASTER.  The  modus  operandi 
ie  new  breed  of  stock  fraud  is  delib- 
ely  complex  and  obfuscated.  Ring- 
ers will  target  a  small,  nonpublic  en- 
reneurial  outfit  with  offers  of  capital. 
;  then  assume  effective  operational 
rol — often  by  putting  co- 
3  on  an  unwitting  board 
irectors — and  airange  a 
ger  with  a  failing  or 
bund  company  that  has 
ic  stock  outstanding.  This 
vs  the  target  company, 
feet,  to  go  public  through 
back  door,  without  the 
latory  scrutiny  that  ac- 
ranies  the  usual  registration  process 
nitial  public  offerings, 
at  more  important,  the  hustlers  can 
various  regulatory  loopholes  essen- 
'  to  loot  the  newly  merged  company 
ssuing  millions  of  new  shares.  The 
i  is  covertly  distributed  to  the  ring- 
ers as  well  as  accomplices,  such  as 
ers  and  promoters.  They  then  hype 
stock  by  releasing  bullish  informa- 
and  getting  brokers  to  ballyhoo  the 
i.  The  young  company's  shares  be- 

\uthorize  target  to  quietly  is- 
nillions  of  shares,  which  you 
rour  pals  snap  up.  Register 
through  SEC  loopholes. 


gin  a  roller-coaster  ride,  which  may  last 
only  a  year  or  two.  The  hustlers  rarely 
follow  through  on  promises  of  financial 
assistance  to  the  entrepreneurs,  whom 
they  often  force  out  of  the  company. 
Soon,  the  company's  revenues  and  earn- 
ings fail  to  meet  optimistic  forecasts, 
and  the  stock  takes  a  dive.  But  by  that 
time,  the  hustlers  have  sold  their  stock 
at  a  hefty  profit. 

Indications  that  Alter  might  have  been 
the  nexus  of  what  investigators  believe 
was  a  fraud  scheme  were  lost  on  Morf  in 
1994.  Curtis,  Masley,  and  Mangan  came 
off  as  smait,  knowledgeable,  personable, 
and  successful.  "They  were  all  big 
spenders,  drove  expensive  cars  and 
boats,  and  carried  wads  of  $100  bills," 
recalls  Morf.  "These  guys  were  really 
slick.  They  had  all  the  moves,"  he  says. 

Morf  says  Curtis,  36,  was  the  brains 
behind  the  alleged  scheme,  and  Masley, 
35,  was  the  bank  expert.  The  two  stu- 
diously avoid  public  disclosure  of  their 
management  role  in  companies,  accord- 
ing to  former  employees  and  associates. 

Scam  artists  take  a  target  company 
public  through  the  back  door.  How? 
By  merging  with  a  failing  company 
that  has  public  stock  outstanding 


Each  may  have  had  reasons  for  keep- 
ing a  low  profile.  In  June,  1994,  Curtis, 
who  started  out  in  the  securities  busi- 
ness as  a  broker  and  consultant,  was 
convicted  of  conspiracy  to  defraud  Dal- 
las-area banks  of  over  $1.1  million  after 
they  granted  him  loans  secured  by 
worthless  letters  of  credit.  If  Curtis 
were  involved  in  stock  fraud,  that  would 
violate  the  terms  of  his  five-year  proba- 
tion, which  requires  him  to  live  in  a 
San  Francisco-area  apartment  and  at- 


tend chiropractic  school.  His  parole  offi- 
cer, Vilma  Bonifacio,  declined  comment, 
saying  Curtis'  record  is  sealed. 

Masley  is  a  former  broker  with  North 
American  Investment  Corp.,  a  contro- 
versial Hartford  brokerage  firm  that 
ceased  operation  in  1988  amid  stock-ma- 
nipulation investigations  and  a  class  action 
by  investors,  business  week  has  no  evi- 
dence he  was  implicated  in  wrongdoing. 
But  his  record  with  the  National  Associ- 
ation of  Securities  Dealers  shows  disci- 
plinary problems,  including  a  suspension. 
RAP  SHEET.  Mangan,  40,  is  the  only  mem- 
ber of  the  Curtis  group  who  had  a  pub- 
licly disclosed  management  role:  He  be- 
came chief  operating  officer  of 
Comprehensive  Environmental  Systems 
in  mid-1993.  But  the  company  has  not 
disclosed  any  part  of  his  long  criminal 
record,  a  violation  of  sec  rules.  According 
to  his  rap  sheet,  Mangan  has  been  ar- 
rested eight  times,  dating  back  to  1972, 
mostly  for  drug  possession  and  dealing. 
He  was  sentenced  to  prison  twice,  most 
recently  in  1991  in  Denver  to  a  four-year 
term. 

In  a  letter  to  business 
week,  Curtis  denied  any  in- 
volvement in  stock  fraud  and 
said  he  has  been  a  full-time 
student  in  a  chiropractic 
school.  "I  am  unaware  of  any 
current  investigation  of  Com- 
prehensive or  ICIS  [as  Alter 
was  late  renamed]  for  any 
reason  and  certainly  not  regarding  my- 
self and  any  fraudulent  acts."  Mangan  in 
a  brief  letter  declined  a  point-by-point 
response  to  questions.  "Many  of  your 
allegations  are  demonstrably  false,"  he 
said.  Masley  did  not  respond  to  detailed 
questions. 

Morf,  though,  was  unaware  of  his 
compatriots'  backgrounds.  He  went 
along  with  then-  plan  to  merge  GTG  into 
Alter  in  February,  1995,  which  gave  the 
merged  entity  a  public  listing,  and 

6>  Cash  out.  When  the  stock 
gets  high  enough,  start  unloading 
your  positions.  Employ  offshore 
accounts  to  hide  your  profits. 


5a  Hype  company's  shares.  Re- 
lease bullish  information  on  target's 
glowing  prospects.  Get  brokers  to 
push  customers  to  buy  the  stock. 
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THE  BEST  REASON  FOR  MAKING 

D  AMPS  YOUR  WIRELESS  STANDARD 

IS  10  000  MILES  AWAY. 


The  smart  way 

to  go  digital. 


flbCSSON  g 


16-page  overview  gives  you  the  full  pic- 
about  Ericsson  D  AMPS.  For  your  free 
|  fax  us  at  +46  8  751  93  34. 


•AMPS 

IE     fOMR  TECHNOLOGV 

MPS  is  our  name  for  digital  wireless  ser- 
using  IS-136  Time  Division  Multiple 
ess  (TDMA)  technology.  Which  means 
e  capacity  for  your  system,  and  better 
'ice  for  your  customers. 


If  you're  already  offering  analog  mobile  phone  service,  your 
customers  expect  you  to  offer  digital  service,  too.  If  you're  a  new 
operator,  there's  no  other  option.  But  you  do  have  to  choose  the 
right  standard.  Which  one  is  it? 

How  about  a  standard  that  will  let  your  new  digital  users  roam 
seamlessly  throughout  the  entire  worldwide  D-AMPS/AMPS 
coverage  area:  from  North  America  to  Latin  America  to 
Asia/Pacific  (with  dual-mode/dual-band  mobile  terminals).  Or  a 
standard  that  lets  existing  operators  upgrade  their  existing 
AMPS  switches  and  base  stations  to  digital  service,  one  channel 
at  a  time.  (Or,  put  another  way,  a  standard  that  lets  you  add 
digital  service  without  starting  from  scratch.) 
Of  course,  you'd  want  a  standard  that  lets  you  offer  your  digital 
subscribers  digital  PCS  features  such  as  hierarchical  cell  struc- 
tures, short  message  service,  and  battery-extending  sleep  mode. 
Along  with  digital  Wireless  Intelligent  Network  Services  includ- 
ing virtual  private  networks  and  flexible  call  forwarding.  Sound 
like  the  ideal  system?  Actually,  it  sounds  like  D-AMPS  service 
using  proven  TDMA  technology,  now  based  on  IS-136.  For  the 
rest  of  the  story,  fax  us  a  copy  of  your  business  card,  and  we'll 
send  you  our  D-AMPS  overview.  D-AMPS:  THE  SMART  WAY  TO 
GO  DIGITAL. 

Ericsson  Radio  Systems  AB,  S-164  80  Stockholm,  Sweden.  ERICSSON 
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PLAYING  A  SHELL  GAME? 


GRANT  CURTIS 


Investigators  believe 
that  Curtis,  Masley, 
and  Mangan  used 
shell  companies  to 
fraudulently  purchase 
stock  and  resell  it  at  a 
premium.  One  such 
transaction,  handled 
by  attorney  Nearen, 
may  have  given  them 
1  million  shares  to 
buy  their  Florida  head- 
quarters 


LEO  MANGAN 


JAMES  NEAREN 


arranged  for  Comprehensive  to  invest 
$1.2  million  in  Alter.  In  what  investi- 
gators think  was  a  maneuver  to  en- 
hance Alters  attractiveness  as  a  stock 
play,  the  Curtis  group  formulated  plans 
to  slowly  withdraw  Alter  from  the  parts 
business  and  absorb  another  fledgling 
but  enticing  company  called  adtv.  It 
was  patenting  a  cable  box  that  inserted 
advertising  logos  in  the  corner  of  tele- 
vision screens  during  programs,  adtv 
became  Alter's  new  marketing  focus. 

One  further  step  was  required  to  get 
Alter  ready  to  attract  investor  inter- 
est: a  reverse  stock  split  to  boost  the 
stock  price  and  reduce  outstanding 
shares.  On  Mar.  20,  1995,  the  company 
gave  shareholders  1  new  share  for  20 
old  ones.  The  number  of  shares  out- 
standing dropped  from  10  million  to 
about  500,000,  while  the  price  automat- 
ically rose  to  nearly  $7,  from  34c 
FLAGRANT.  For  companies  with  low  stock 
prices,  reverse  splits  can  serve  several 
purposes.  Investors  are  attracted  to  a 
company  with  fewer  shares  outstanding 
because  earnings  per  share  are  higher. 
And  after  a  merger,  NASDAQ  requires 
that  the  company's  stock  must  sell  for  at 
least  $3  to  retain  its  public  listing. 

After  the  split.  Alter,  in  a  seemingly 
paradoxical  move,  authorized  the  is- 
suance of  10  million  shares  for  acquisi- 
tions and  for  paying  employees  and 
consultants.  The  move  was  approved  by 
Alter's  three-member  board  of  direc- 
tors, which  was  now  heavily  influenced 
by  the  Curtis  group.  Sources  close  to 
the  probe  say  board  members  outside 
the  Curtis  group  are  not  under  investi- 
gation. Within  two  months,  shares  out- 
standing ballooned  from  500,000  to  3.6 
million.  According  to  the  sources,  the 
stock  issuance  was  the  crucial  and  most 
flagrant  step  in  the  alleged  fraud,  which 
may  have  channeled  millions  of  shares 
into  the  pockets  of  Curtis,  Mangan, 
Masley,  and  their  confederates.  That, 
investigators  believe,  gave  them  con- 
trol of  Alter. 

Normally,  potential  issuance  of  so 
many  new  shares  would  have  drastically 
shrunk  Alter's  stock  price.  But  investors 
didn't  learn  about  the  new  shares  until 
months  later,  when  the  moves  showed 
up  in  the  company's  quarterly  sec  re- 
ports. During  this  period,  the  stock  con- 
tinued trading  above  $6. 

Federal  authorities  are  exploring 
whether  the  Curtis  group  used  regulato- 
ry loopholes — designed  to  reduce  red  tape 
for  companies — to  register  the  newly  is- 
sued stock  so  it  could  be  traded  in  public 
markets.  And  they  are  looking  into 
whether  stock  might  have  been  fraudu- 
lently siphoneil  to  the  Curtis  group. 


The  group,  investigators  suspect, 
might  have  used  Form  S-8.  Most  com- 
panies must  make  extensive  disclosure 
when  they  issue  stock.  But  S-8,  which 
pertains  mainly  to  employees  and  con- 
sultants, allows  companies  to  register 
shares  with  a  short,  boilerplate  filing. 
"Disclosure  is  so  minimal  they  could 
probably  do  it  on  the  back  of  a  napkin, 
and  regulators  would  never  look  at  it," 
says  an  sec  official,  referring  to  the  rule. 

At  the  direction  of  Curtis  and  Man- 
gan, according  to  Morf,  Alter  registered 
500,000  S-8  shares  on  Mar.  23.  Regula- 
tors were  informed  that  the  shares  were 
used  generically  for  an  "employee  ben- 
efit plan."  According  to  internal  compa- 
ny documents,  nearly  all  the  shares 
were  given  to  entities  and  individuals 
who  investigators  suspect  may  have 
been  illegal  proxies  for  the  Curtis  group. 
Documents  say  Ray  Irangy,  a  stock  pro- 
moter from  Brooklyn,  N.  Y.,  who 
worked  closely  with  Masley,  received 
280,000  shares'.  And  50,000  shares  were 
given  to  Irangy's  affiliated  entity,  Habib 
Capital. 


An  additional  100,000  shares,  acccfin 
to  company  documents,  were  giviit 
Pedro  Gomez  and  Venezuela-based  an 
Tuck  Morgan  Ltd.,  of  which  Gorrls : 
president.  Several  sources  deslSt 
Gomez  as  Masley's  gofer  and  somfe 
limousine  driver.  Irangy  and  Gomez  9U1 
not  be  reached  for  comment. 

Investigators  are  looking  at  whfo 
profits  from  the  sale  of  most  of  thcB 
8  shares  ended  up  in  the  bank  acoin 
of  Curtis,  Masley,  and  Mangan. 

A  second  registration  metho'  i 
volves  the  SEC's  Regulation  S.  It  abw 
companies  to  sell  shares  to  foreig  I 
vestors  without  detailed  registrti 
statements.  The  shares  need  on!  1 
held  for  40  days  before  the  foreijie 
can  begin  trading  them  back  in  the  Mi 
market,  compared  with  two  year  f 
restricted  stock  held  by  U.  S.  inveib  - 

Investigators  believe  the  Curtis  m 
employed  Reg  S  to  fraudulently  acid' 
1  million  shares  of  Alter  stock  own<|  1 
Marc  A.  Osheroff,  who  had  been  rap- 
dent  of  Alter  before  it  was  mergedjfl! 
GTG.  Investigators  suspect  Osheroffn: 
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As  we  celebrate  the  first 
anniversary  of  NCR  WorldMark 
servers,  we'd  like  to  thank  all  our 
customers  for  their  support. 

Since  we  introduced  NCR  WorldMark  ™ 
servers  12  months  ago,  they've  become 
the  most  successful  product  launch 
in  NCR  history  with  their  unique 
combination  of  scalability  and 
performance 

Wed  like  to  thank  all  the  customers  world- 
wide who  made  our  first  year  so  successful  by 
choosing  WorldMark  as  their  platform  for 
everything  from  data  marts  and  LANs  to  data 
warehousing  and  high-availability  OLTP 

To  get  more  information  on  our  highly 
scalable  WorldMark  servers,  call  1  800-CALL  NCR 
ext.  3000.  Or  visit  us  on  the  web  at  wwwncrcom. 


©NCR 
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have  been  involved  with  the  alleged 
fraud.  Curtis  and  Masley  allegedly 
arranged  for  Osheroff  to  sell  his  shares 
for  §150,000.  or  15c  a  share,  a  fraction  of 
the  market  price.  In  what  authorities 
think  was  a  series  of  devices  to  dis- 
tance the  Curtis  group  from  the  trans- 
actions, the  buyers  were  three  foreign 
entities — Principal,  b&h.  and  Piedmont 
Securities — that  were  supposedly  based 
in  Dublin.  Ireland,  and  on  Guernsey  in 
the  Channel  Islands.  Sources  believe 
the  accounts  were  controlled  by  Curtis, 
Mangan.  and  Masley.  Sometime  after 
the  40-day  wait,  the  shares,  now  al- 
legedly controlled  by  the 
three  men.  were  sold  in  the 
U.S.  at  prices  between  S6 
and  ST.  Osherroff  did  not  re- 
spond to  requests  for 
comment. 

ethics  probe.  A  :rost  at  the 
Guernsey  address  is  at  the 
center  of  another  complicated 
Reg  S  transaction.  It  al- 
legedly had  two  goals:  to  put 
an  additional  million  shares 
of  Alter  stock  in  the  hands 
of  Curtis.  Mangan,  and 
Masley.  and  to  buy  a  head- 
quarters building  for  Alter. 
That  would  buoy  the  compa- 
ny's bottom  line  and  help  it 
maintain  its  NASDAQ  listing. 

In  March.  1995.  Alter  is- 
sued 1  million  Reg  S  shares 
to  Millennium  Environmental 
Corp..  a  shell  company  with 
no  operations.  In  return.  Mil- 
lennium paid  Alter  -5250,000. 
The  money  ostensibly  came 
from  20  European  investors. 
The  $250,000  was  then  used 
as  a  downpayment  to  buy  a 
former  Ethan  Allen  Interiors 
Inc.  furniture  showroom  in 
Lighthouse  Point,  Fla..  to 
serve  as  Alters  headquarters.  Investi- 
gators are  said  to  believe  the  -5250.000 
actually  came  from  Curtis  and  his  al- 
lies. And  they  suspect  that,  through  Reg 
S,  the  shares  ended  up  with  the  Curtis 
group,  where  they  could  be  sold  at  much 
higher  prices.  Morf  says  Alter  never  re- 
ceived verification  that  the  20  investors 
actually  existed. 

According  to  company  documents,  the 
attorney  handling  the  deal  was  James 
W.  Nearen.  a  former  sec  enforcement 
attorney.  Nearen,  43.  started  doing  work 
for  Comprehensive  Environmental  and 
Alter  in  early  1995.  Nearen  was  inves- 
tigated by  the  sec  in  early  1995.  for  al- 
legedly fraternizing  with  the  owner  of  a 
Colorado  brokerage  he  had  investigated 
as  an  sec  attorney,  says  a  source  close 


Frauds  often  go  undetected  because  they 
work  not  through  sham  organizations  but 
through  legitimate  companies 


to  the  investigation.  The  sec  doesn't 
comment  on  ethics  probes.  In  October. 
1994.  he  pleaded  guilty  to  third-degree 
assault  in  an  incident  in  which  he 
grabbed  his  ex-wife  by  the  throat.  In 
addition,  the  Florida  Bar  Assn.  says 
that  Nearen  is  not  licensed  in  the  state. 


NICK  MORF  MISSED  WARNING  BELLS 

His  partners  paid  for  everything,  including  houses, 
with  cash  or  wire  transfers.  They  frequently  changed 
beeper  and  ceil-phone  numbers 


Nearen  says  he  had  nothing  to  do  with 
the  Millennium  deal  He  declined  to  re- 
spond to  other  questions  about  the  sec 
probe,  his  arrest  record,  or  his  attorneys 
license. 

By  the  end  of  April,  1995.  after  the 
various  Reg  S  and  S-8  deals,  Curtis. 
Mangan.  and  Masley  may  have  accumu- 
lated upwards  of  2  million  shares,  ac- 
cording to  sources  close  to  the  investi- 
gation. The  Curtis  group  then  apparently 
decided  it  was  time  to  promote  Alter  as 
a  hot  stock.  The  trio  tried  to  get  brokers 
to  push  the  stock.  Federal  authorities 
are  looking  at  whether  brokers  were 
paid  off  to  push  Alter  stock. 

Mangan  hired  stock-promoter  Donald 
Kessler.  an  acquaintance,  who  was  re- 
puted to  have  an  ability  to  get  plugs 


from  his  close  friend  Dan  Dorfm 
Apr.  18.  Dorfman  gave  a  posativ 
report  on  Alter,  highhghting  thel 
tial  for  its  adtv  cable-advertisni 
sidiary.  About  that  time,  Kessl 
came  ceo  of  Comprehensive  and  | 
director  at  Alter. 

Ironically.  Alter  bed 
winding  in  the  sum] 
1995.  soon  after  the  Dl 
report.  Garrett  was  fi 
president  of  adtv  fo| 
performance.  Morf, 
while,  says  that  he  H 
frustrated  that  he  hi 
ceived  none  of  the  prB 
additional  funding  to  £ 
his  operations.  In 
tried  to  assert  controll 
ter.  But  Morf  says 
hensive  drained  Alt 
fers  and  froze  an 
account.  He  signed  a| 
ance  aggreement  and  | 
August. 

From  a  high  of  nt 
a  share  in  March, 
stock  had  plummeted 
than  SI  a  share  by  tl 
of  August.  Investigate 
exploring  trading  recc  |f 
see    whether  the 
group  unloaded  large 
ties  of  stock  while  it  w 
high. 

After  business 
raised  questions  wit 
principals  of  Alter  and 
prehensive,  Mangan  saB 
letter  that  he  had  resigned  fromp 
prehensive  and  Kessler  had  lef 
prehensive  and  Alter.  Last  fall, 
name  was  changed  to  icis  M 
Group  Inc.,  Nearen  was  made 
dent,  and  the  board  approved 
of  50  million  new  shares.  To  rer 
company,  icis  acquired  Champioijl 
Works,  which  manufactures  vintai 
kits.  Shares  of  both  icis  and 
hensive  still  trade  on  nasdaq. 

Federal  authorities  say  the/r 
ping  up  prosecutions  of  the  new  A 
of  stock  operators  who  prey  on» 
entrepreneurs  and  investors.  That* 
though,  mav  have  come  too  lal 
Nick  Morf.  * 

By  Michael  Schroeder  in  LighM 
Point,  Fla. 
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4  languages,  multiple  networks,  an  endless  stream  of 
documents  and  one  GP30F  to  manage  the  whole  operation. 


 LL 


GP30F  Digital  Imaging  System. 

multiple  environments 
with  one  integrated 
document  management  system:  The 
GP30F  Total  Document  Management 
System  from  Canon. 

The  GP30F  is  built  around  open  industry 
standards,  and  it  connects  directly  to 
numerous  network  environments.  So  no 
matter  how  many  different  environments 
you're  working  with,  anyone  on  any  network 
can  print,  fax,  scan  and  copy  more 
productively,  all  through  the  same 

i  Nei  wore 

digital  system.  The  GP30F  also 
speaks  your  pnnting  language,  whether 
you're  using  PCL,  PostScnpt,  AFPDS,  SCS 
or  all  of  the  above. 

So  with  the  GP30F,  you  don't  have  to 
change  your  whole  environment  to  make 
your  document  processing  more  efficient. 
'm And  you  don't  have  to 
lfe>jH>  sacrifice  the  present 
Adobe  PostScript  for  the  future.  The 
GP30F  will  integrate  seamlessly  with 
whatever  new  technology  you  employ. 

If  your  office  needs  an  integrated 
solution  to  document  management,  the 
GP30F  is  one  system  that  can 
manage  the  job  perfectly. 
For   more   information,  call 


1  -800-OK-CANON  anytime,  or  visit  us  at 
http://www.usa.canon.com  on  the  web. 

Canon 


Customer  is  responsible  for  determining  compatibility  with  their 
systems  and  applications.  Optional  equipment  required.  Novell  and 
Netware  are  registered  trademarks  of  Novell,  Inc.  TRIL  qualified  Token 
Ring  products  are  certified  for  physical  interoperability  in  multi-vendor 
environments.  PostScript  is  a  trademark  of  Adobe  Systems,  Inc., 
registered  in  the  U.S.  and  other  countries.  AS/400  is  a  registered 
trademark  of  International  Business  Machines  Corporation. 
©  1996  Canon  U.S.A..  Inc. 
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BANKING 


DEUTSCHE  BANK'S 
BIG  GAMBLE 

Will  its  lavish  move  into  global  investment  banking  pay  off? 

Wind  River  Systems 
Inc.  couldn't  have 
picked  a  worse 
week  for  a  stock  of- 
fering. The  Alameda  (Calif.) 
software  company  was  sched- 
uled to  issue  3.3  million  new 
shares  on  July  11 — right  in 
the  middle  of  a  market  cor- 
rection in  which  tech  stocks 
took  their  hardest  hit  in 
years.  Nearly  two  dozen 
technology  deals  expected 
during  the  week  were  de- 
layed or  killed.  Yet  on  that 
tense  Thursday,  Wind  Riv- 
er's bank  called  every  Amer- 
ican insitutional  investor  it 
knew  and  was  able  to  place 
every  share.  The  bank  made 
money  on  the  deal,  too. 

A  miracle  pulled  off  by 
one  of  Wall  Street's  wizards? 
No,  this  was  Germany's 
Deutsche  Bank,  sweating  out 

its  first  job  as  lead  manager    contender.  geoning  Chinese  bank 


HILMAR  KOPPER'S  GAME  PLAN 

INVESTMENT  BANKING  Spend  top  dollar  hiring 
new  talent  to  become  No.  1  in  Europe  and  a  global 
contender 


Continental  rivals,  knows  that  tq 
banking  culture  is  doomed.  H| 
weights  from  Wall  Street  and  th 
of  London  are  muscling  in  on  Eur 
privatizations  and  mergers.  An 
European  banks  can  no  longer  r 
collecting  fat  fees  from  thousa" 
midsize  companies  by  acting  as 
personal  lender. 

So  Kopper,  who  had  master" 
his  bank's  acquisition  of  London's 
gan  Grenfell  PLC  back  in  198 
months  ago  pulled  Deutsche's 
wide  investment  activities  und 
Deutsche  Morgan  Gr 
(DMG)  umbrella.  More 
sitions  may  be  ahead, 
rent  industry  gossip 
that  Deutsche  could  ta 
major  U.  S.  house,  su 
Lehman  Brothers  Inc. 
lomon  Brothers  Inc. 
Kopper:  "I  would  not  e 
it,  but  it's  not  for  this 
ry.  It'll  take  three  ye 
get  DMG  up  and  ru 
fully." 

LOUSY  ODDS.  Deutsc 
lighting  on  many  fron 
home,  Kopper  is  si 
costs  of  domestic  oper 
while  taking  on  giant 
nich-based  insurer  Allia 
domination  of  the  Ger 
nancial-services  indust 
Asia,  the  bank  is  pittin 
talent  against  old-line 
banks  with  former  c 
connections,  as  well 


for  a  new  technology  issue 
in  the  U.S.  The  deal  was 
a  watershed  for  Frank  P. 
Quattrone,  the  tech  guru 
Deutsche  had  lured  from 
Morgan  Stanley  &  Co.  just 
three  months  earlier  with 
a  multimillion-dollar  pay 
package  that  raised  eyebrows 
throughout  the  financial  com- 
munity. 

Deutsche  Bank  will  need 
many  more  such  victories. 
After  resisting  change  for 
most  of  its  126-year  history, 
the  $471  billion-asset  bank  is 
remaking  itself  from  top  to 
bottom.  Under  the  leadership 
of  Chairman  Hilmar  Kopper, 
Deutsche  is  trying  to  forge 
a  new  identity  as  a  global  contender 
in  the  cutthroat  field  of  investment 
banking. 

It's  a  strategy  that  Kopper  and  his 
colleagues  call  inevitable.  It's  also  the 
riskiest  one  the  bank  has  pursued  since 


DOMESTIC  BANKING  By  yearend,  cut  domestic 
staff  to  42,000,  a  20%  reduction  in  four  years.  Cut 
the  ratio  of  costs  to  income  to  less  than  65%  from 
70%  last  year. 

REMOTE  BANKING  Turn  Bank  24  electronic-bank- 
ing unit  into  Germany's  dominant  player,  and  intro- 
duce it  elsewhere  in  Europe,  such  as  France. 

ACQUISITIONS  Beginning  with  its  5.2%  stake  in 
Munich's  Bayerische  Vereinsbank,  position  Deutsche 
for  ongoing  consolidation  in  German  banking. 

SHAREHOLDER  VALUE  Moved  to  international 
accounting  standards,  revealing  $13  billion  of  hid- 
den reserves.  Will  begin  reporting  results  by  division 
next  year. 

DATA:  BUSINESS  WEEK 

its  postwar  reconstruction.  Conserva- 
tive to  a  fault,  Deutsche  built  its  fran- 
chise in  the  cozy  world  of  relationship 
banking,  lending  to  German  companies 
in  which  it  also  often  held  shares. 
Now,  Deutsche  Bank,  along  with  its 


Japanese,  and  the  Ame 
In  the  U.  S.,  Kopper  is  i 
to  break  the  run  of  ba< 
that  other  European 
have  had  in  crackin* 
"bulge  bracket,"  or  topi 
of  Wall  Street  firms. 

The  odds  seem  stm 
against  Deutsche.  A  jB 
ese  assault  on  the  U.  S. 
ing  market  in  the  1980 
the  newcomers  billio: 
they  tried  to  win  new 
ness  by  accepting  pape 
margins.  The  Japanese 
made  a  dent,  and  no 
pean  bank  has  ever 
better  on  its  own. 

Controlling  a  glob 
vestment  bank  is  a  lot  1 
than  keeping  tabs  on  a  staid  comn 
bank.  Last  month,  Deutsche  hi 
cough  up  $280  million  to  make  go] 
losses  in  two  mutual  funds  inn  by 
Morgan  Grenfell  Asset  Manage! 
unit  in  London.  And  on  Sep 
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O       M        P        U        T        I        N        G  WITHOUT  LIMITS 


The  PC  Manufacturers  Seem  To  Have 
A  Hard  Time  Explaining  Why  Their  Memory 
Costs  So  Much  More  Than  Ours. 


Wm   Since  Kingston"  memory  is  virtually  identical  to 
Kg   the  PC  manufacturers',  the  difference  in  price  is 
■p»   hard  to  explain.  You  see,  Kingston 
:s  with  the  same  components  and 
same  specifications  the  system 
ufacturers  use.  Then  our  engineers 
mize  the  design  of  each  module  to  suit 
system  in  which  it  will  he  used.  So  compatibility  is 
red.  Finally,  to  ensure  reliability,  we  test  every  cell  mi 


every  chip  on  every  module.  On  a  16  megabyte  module, 
that's  128  million  cells.  And,  unlike  most  PC  manufacturers, 
we  also  provide  a  lifetime  guarantee.  Yet 
Kingston  has  always  cost  a  lot  less, 
almost  50%  less  in  some  cases.  And 
now  we're  cutting  our  prices  even  further. 
Why  not  give  us  a  call?  (800)  567-0401. 
We'd  be  K'lad  to  explain  just  how 
much  you  can  save  with  Kingston. 


Kingston 

*.m.T  E  C  HWH  o  l  o  g  y 


more  information  call  us  at   (800)  5  6  7-0401  f( 4n»i );)  Visit  our  Web  site:  http://www.kingston.com/bw.hti 


»» Technology  Company,  17600  Newhorv  Street,  Fountain  Valley,  CA  92708  USA,  (714)  4*5-2600,  Fax  (714)  435-2699.©  1996  Kingston  Technology  Company.  All  rights  resetved  Kington 
istered  trademark  and  Computing  Without  Limits  is  a  trademark  of  Kingston  Technology  Company.  All  other  trademarks  and  registered  trademarks  are  the  property  of  their  respective  owners. 
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Deutsche's  tactic  of  buying  people  has  rivals  howling 
that  Kopper  has  begun  a  bidding  war  for  talent 


DIVISION 


Moody's  Investors  Services  put 
Deutsche's  AAA  rating  under  review, 
citing  "business  and  balance-sheet  risks 
resulting  from  the  group's  aggressive 
global  expansion  strategy." 

Such  scrutiny  makes  cutting  costs  in 
domestic  retail  banking  even  more  ur- 
gent. Deutsche  is  the  least  efficient  of 
Germany's  Big  Three  banks,  with  costs 
that  run  about  70%  of  net  income.  Its 
return  on  capital  is  around  9%,  com- 
pared with  an  aver- 
age of  more  than 
20%  for  U.S.  banks. 

So  the  bank  is  un- 
dergoing a  thorough 
domestic  restructur- 
ing. By  the  end  of 
this  year,  Kopper  will 
have  shed  20%  of  the 
52,600  domestic  staff 
it  employed  at  the 
end  of  1992.  About 
half  its  18  regional 
superhranches,  clas- 
sic baronies  in  the 
old  Deutsche,  will 
soon  close.  Back-of- 
fice work  for  all 
branches  has  already  been  concentrated 
in  just  four  regional  technology  centers. 
LOGICAL  fit.  To  signal  his  seriousness 
about  maintaining  Deutsche's  position 
at  home,  Kopper  on  July  10  announced 
that  the  bank  lias  taken  a  5.2%  stake  in 
Munich-based  Bayerische  Vereinsbank, 
Germany's  fifth-largest.  The  ploy  gives 
Deutsche  a  decisive  voice  in  how  the 
widely  anticipated  consolidation  of  Ger- 
many's banking  industry  will  unfold. 
Vereinsbank  and  Deutsche  are  a  logical 
fit.  hv's  branches  are  concentrated  in 
southern  Germany,  where  Deutsche  is 
weaker,  and  it  has  business  strengths 
that  Deutsche  lacks.  For  example,  it  is 
a  European  market  leader  in  real  estate 
finance.  The  relationship  "makes  a  lot 
of  sense,"  says  Manfred  Piontke,  bank- 
ing analyst  at  Bank  Julius  Baer  in 
Frankfurt. 

But  Kopper's  problem  is  that  the 
huge  hiring  costs  at  the  investment 
bank  are  swallowing  up  the  savings 
from  domestic  cutbacks.  Indeed, 
Deutsche's  high  compensation  has  ri- 
vals howling  that  Deutsche  is  driving 
up  costs  for  the  entire  industry.  Com- 
petitors also  claim  Deutsche  is  "buy- 
ing" deals,  Japanese-style,  by  severely 
underpricing  its  services,  umg  Chair- 


man Michael  Dobson  admits  that,  like 
competitors,  the  bank  will  sacrifice  mar- 
gins to  clinch  a  landmark  privatization, 
for  example.  But  he  says  Deutsche  is 
also  often  undercut. 

Indeed,  the  bank  in  1995  ranked 
No.  11  in  European  initial  public  offer- 
ings, after  Morgan  Stanley  and  Merrill 
Lynch  &  Co.  Meanwhile,  as  the  bank 
spends  billions  on  its  transformation, 
its  shareholders  have  watched  Deutsche 


finance  unit  acquired  from  ITT 
Kopper  and  his  lieutenants 
squarely  behind  their  strategy, 
sists  dmg  is  paying  compensatior 
3%  above  market  averages.  Says 
America's  McClelland,  who  has  pi 
up  the  U.S.  head  count  by  60( 
year,  to  1,800:  "It's  far  cheaper  to 
than  buy."  That  may  be  true  in  thi 
run.  But  banking  scuttlebutt  has  i 
some  of  dmg's  top-dollar  hires  in  L 


THE  MARKET  IS  LUKEWARM  TO  DEUTSCHE  BANK 


Spending  Too  Much 
On  Low-Margin  Business . 


...  Is  Pushing 
The  Stock  Price  Down 


If 


CAPITAL 
SPENT 


PRETAX  INCOME* 
CONTRIBUTED 


DOMESTIC  BANKING  51% 

INVESTMENT  BANKING  28 

FOREIGN  BRANCHES 

AND  SUBSIDIARIES  16 

ASSET  MANAGEMENT  5 


45% 
22 


21 
12 


*  Total  pretax  income  was  $2.38  billion  in  1995 

DATA:  DEUTSCHE  BANK,  GOLDMAN  SACHS  ESTIMATES 
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Bank  stock  bump  along  sideways  even 
during  a  blazing  bull  market  (charts). 

Yet  the  61-year-old  Kopper  claims 
the  bank  has  no  alternative  to  taking 
drastic  steps,  no  matter  how  expensive 
or  controversial.  Like  the  other  Conti- 
nental "universal"  banks,  which  unlike 
their  Anglo-Saxon  counterparts  do 
merchant,  investment,  and  commercial 
banking,  Deutsche  Bank  risks  becoming 
dangerously  unprofitable  if  it  continues 
to  rely  mainly  on  its  commercial 
business. 

That's  why,  in  the  two  years  through 
the  end  of  1996,  Kopper  will  have  spent 
an  estimated  $730  million — about  half 
of  last  year's  $1.4  billion  consolidated 
net  profit — to  hire  staff  and  install  high- 
priced  technology  around  the  world. 
Making  this  costly  bet  pay  off  will  be  a 
Herculean  task.  In  the  U.  S.,  says 
Carter  McClelland,  chairman  of 
Deutsche  Bank  North  America  Hold- 
ing Corp.  (dbna),  investment  banking 
revenues  will  be  up  substantially  this 
year  from  a  "very  modest"  base  in  1995. 
Yet  a  former  New  York-based  dbna  ex- 
ecutive claims  that  North  America 
is  losing  $100  million  per  year, 
before  adding  back  earnings  from  pre- 
existing businesses  and  the  commercial 


from  Wall  Street  have  kept  their 
lies  and  houses  in  the  U.S.,  rea 
head  back  home  once  their  bonus 
antees  run  out. 

Deutsche  Bank  can't  afford 
volving  door  in  investment  ban 
New  revenues  take  time  to  buil 
months  to  a  year  in  capital  ma 
and  a  year  or  two  in  other  line 
cording  to  McClelland.  Kopper  is  c 
in  a  vise  between  fast-rising  cost 
revenues  that  are  improving  slov 
best.  One  Hong  Kong  rival  pi 
bluntly:  "How  long  are  they  going 
willing  to  run  at  a  loss  out  here? 
what  kinds  of  events  will  cause  th< 
rethink  their  approach?" 

None  so  far.  With  only  a  few 
left  before  retirement,  Kopper  i 
derstandably  in  a  hurry  to  mak 
mark  on  the  bank  and  on  German; 
Despite  the  high  risks,  he  mainta 
with  perhaps  a  hint  of  the  old  Deu 
arrogance — that  his  strategy  can 
ceed.  If  it  does,  Kopper  will  be  re: 
bered  for  changing  the  face  of  j 
investment  banking. 

By  John  Templeman  in  Frani 
with  Joan  Warner  in  New  York, 
ley  Reed  in  Loudon,  and  Dave  Lit 
in  Hong  Kong 
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just  imagine 


NEC  MULTIMEDIA 


No.5  No. 4  No.2 

telecommunications  computers  semiconductors 


Only  NEC  ranks  among  the  world's  top  five  companies 
in  these  three  key  areas.  Which  is  why  we  are  ideally  positioned  to  create  the  exciting 
products  and  technologies  that  will  define  the  multimedia  age. 
The  only  other  thing  that's  necessary  is  imagination  —  ours  and  yours. 
Our  new  corporate  slogan  captures  this  spirit. 
Visit  us  at  http://www.nec.co.jp/just_imagine/ 


rce:  Datamation  (1995),  I'robe  Research  Inr  ,  Cedar  Knolls,  Nl  (1995),  IDC  (1996) 
been  reorganized  to  show  top  five  companies  equaling  100%.  rankings  based  on  sales 


just  imagine 

NEC  MULTIMEDIA 


Inside  Wall  Street 


BY  GARY  WEISS  

WELLS  FARGO  MAY 
BE  SET  TO  GALLOP 

Wells  Fargo  (wfc)  is  fast  becoming 
the  McDonald's  of  Western  bank- 
ing— its  stagecoach  symbol  as  ubiqui- 
tous as  the  golden  arches.  On  Apr.  1, 
Wells  Fargo  bolstered  its  retail-banking 
clout  by  acquiring  First  Interstate 
Bancorp.  The  move  was  supposed  to 
lower  costs  to  the  tune  of  $800  million 
a  year.  But  when?  The  Street  has  been 
impatient,  and  the  stock  has  been  lack- 
luster in  recent  months  (chart).  Still,  a 
few  value-hunting  money  managers  are 
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quietly  snapping  up  Wells  shares,  tak- 
ing the  view  that  the  Street's  attitude 
is  short-sighted. 

Institutions  began  to  sour  on  Wells 
in  July,  after  second-quarter  earnings 
came  in  below  expectations  and  after  it 
was  reported  that  reaching  the  magic 
$800  million  savings  number  would 
take  longer  than  anticipated.  The  com- 
pany's shares  staged  a  recovery,  and 
are  pretty  much  back  where  they  were 
in  April,  at  about  260.  Street  opinion 
remains  largely  negative.  On  Sept.  26, 
respected  bank  analyst  Keefe,  Bruyette 
&  Woods  cut  its  rating  of  Wells  Fargo 
from  "attractive"  to  "market  per- 
former"— polite  Street  parlance  for 
"stay  away." 

Now  come  the  value-hunters — no- 
tably James  Craig,  manager  of  the  $12 
billion  Janus  Fund.  Craig  is  pretty 
downbeat  about  the  general  valuation 
levels  of  stocks  nowadays:  He  com- 
plains that  it's  hard  to  find  stocks  cheap 
enough  to  buy.  But  Wells  Fargo  is  an 
exception,  and  he  has  been  buying  the 
stock  during  its  recent  price  weakness. 

Craig  likes  Wells  Fargo's  strong 
management,  already  endorsed  by  in- 


vestor Warren  Buffett — whose  Berk- 
shire Hathaway  holding  company  has 
taken  a  large  stake.  Craig  feels  that 
the  synergy  from  the  First  Interstate 
deal  will  start  to  pay  off  mightily  in 
the  months  ahead  and  that  the  Street's 
impatience  has  pushed  the  stock  lower 
than  its  intrinsic  value.  He  also  notes 
that  the  company  has  been  repurchas- 
ing stock,  shrinking  the  equity  pool 
and  boosting  earnings  per  share. 
"They're  buying  back  7%  to  8%  of 
their  shares  every  year,  and  the  power 
of  this  buyback  has  been  underappre- 
ciated," says  Craig. 

Craig  thinks  the  Wells  stagecoach 
is  about  ready  to  break  into  a  gallop. 
Over  the  next  year  or  so,  he  says,  the 
ever-growing  Wells  Fargo  may  well  be 
trading  at  $350  to  $360  a  share. 

SNIFFING  TROOBLE 
AT  INVISION 

For  manufacturers  of  bomb-detection 
devices,  some  heartening  news  came 
on  Oct.  1.  President  Clinton  signed  into 
law  a  bill  that  reserved  $168  million 
for  high-tech  explosive-detection  de- 
vices. The  news  sent  buyers  flocking  to 
a  NASDAQ-traded  company  called  In  Vi- 
sion Technologies  (invn).  After  all,  this 
Foster  City  (Calif.)  outfit  is  a  publicly 
traded  pure  play  in  the  bomb-detec- 
tion biz.  A  sure  thing.  Or  is  it?  A 
growing  roster  of  short-sellers  are  bet- 
ting that  it  isn't. 

InVision  was  taken  public  in  April  at 
$11  a  share,  and  its  snares  languished 
until — not  surprisingly — the  crash  of 
twa  Flight  800  on  July  17.  The  shares 
have  since  doubled,  as  increased  at- 
tention was  focused  on  aviation  securi- 
ty. InVision's  ctx  5000  unit  can  detect 
even  small  amounts  of  explosives,  using 
a  combination  of  X-rays  and  comput- 
erized axial  tomography  (cat)  scans. 
It's  an  advanced,  if  hardly  error-free, 
process.  And  it  takes  time.  "It's  a  slow 
process.  That's  a  factor,  and  so  is  the 
cost,"  says  one  New  York  short-seller 
who  requested  anonymity.  The  shorts 
also  note  that  InVision  faces  larger, 
better-financed  rivals — which  the  com- 
pany itself  noted  in  the  prospectus  for 
its  initial  public  offering.  In  addition, 
some  shorts  point  out  that  airlines  have 
been  notoriously  slow  to  adopt  lug- 
gage-screening procedures. 

Among  InVision's  competitors  are 
Vivid  Technologies  and  EG&G,  both  of 
which  sell  X-ray  machines  designed  to 
detect  explosives.  Other  companies 


in 


manufacture  trace-detection  devfes 
aimed  at  sniffing  out  even  small  lebls 
of  explosives.  All  these  companies* 
likely  to  gain  orders  as  the  questjb:  cu 
heightened  airport  security  gatlr>  i 
steam.  InVision  will  benefit  too-|u\!,tU 
at  levels  justifying  a  valuation  om 
times  book  value?  The  shorts  are  k 
ting  the  answer  is  no. 


DOES  ULTRALIFE 


REALLY  HAVE  JUICi 


A little  company  in  the  upstate  Ij 
York  town  of  Newark,  Ultr; 
Batteries  (ulbi),  has  carved  out  fo: 
self  an  impressive  niche  in  a  pn 
business.  Ultralife  makes  9-volt  lit: 
batteries,  and  its  roster  of  clien 
as  notable  as  its  recent  share-price 
formance  is  not.  Ultralife's  stock  la: 
tumbled  49%  so  far  this  year — wjsj 
means  either  that  Ultralife  is  in  troi 
or  that  Wall  Street  is  dead  wrong, 
veteran  value-hunter,  Morton  Cohe 
Cleveland's  Clarion  Capital,  thinks  I! 
tralife  is  on  its  way  out  of  the  ■>! 
drums. 

Ultralife  has  been  pummeled  by  I 
appointing  earnings  news,  such  as  w 
on  Sept.  13  that  its  loss  in  the  foil 
fiscal  quarter,  ended  June  30,  m% 
come  in  at  51c  a 
share  vs.  a  7<z         RiPE  FOR 
loss    last    year.       A  RECHARGE 
And  there's   no  n 
question  that  bat- 
teries are  a  tough 
business.  Still,  Ul- 
tralife has  snared 
orders  from  med- 
ical-device manu- 
facturers i-STAT 
and  Siemens 
Medical  Systems, 
as  well  as  First 
Alert  and  Ameri- 
can Sensors  Elec- 
tronics. Its  bat- 
teries are  sold  at 

Radio  Shack,  Target  Stores,  and  li 
Value  Hardware.  Even  more  poti 
tially  lucrative  is  the  "retrofit"  m 
ket:  installing  lithium  batteries  in  plpOl' " 
of  existing  batteries  in  cellular  pho 
and  other  consumer  electrorrics. 

That  is  the  key  challenge  facing  ! 
tralife — and  Cohen  feels  that  the  op 
pany  is  well  suited  to  move  into  tj 
end  of  the  battery  biz.  If  so,  he  s{j 
the  company's  shares  could  easily  t 
around,  surging  from  their  present* 
to  50  in  the  next  couple  of  years. 
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THE  CAMPAIGN 


BOB  S  DOLEFUL 
DEMOGRAPHICS 

He's  not  winning  over  the  young-or  his  own  generation 


M 


lildred  Timinelli.  a  94-year-old  life- 
long Republican,  listened  atten- 
Itively  on  Sept.  26  as  GOP  nominee 
Bob  Dole  assured  residents  of  the  Foun- 
tainview  retirement  community  in  West 
Palm  Beach,  Fla.,  that  he  wouldn't 
destroy  their  cherished 
Medicare.  But  even  a  per- 
sonal appeal  couldn't  con- 
vince Timinelli  that  Dole  understands 
the  problems  of  elderly  voters.  "To  tell 
you  the  truth,  I  thought  he  was  kind  of 
a  grouch,"  she  says.  Timinelli  plans  to 
vote  for  President  Clinton  because  she 
fears  Dole  might  slash  her  health  pro- 
gram: "It  was  in  all  the  papers  that  he 
was  going  to  cut  back  on  it." 

Meanwhile,  in  Phoenix,  Kelly  Mitchell, 
a  26-year-old  administrative  assistant, 
thinks  Dole  has  trouble  understanding 
the  problems  of  a  very  different  group 
of  voters — young  adults.  "I  don't  think 
Dole  realizes  how  tough  it  is  on  people 
our  age — working  and  trying  to  raise  a 
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family."  says  Mitchell.  In  1992,  she  vot- 
ed for  President  Bush.  She  switched 
parties  in  1993,  and  this  time  she'll  vote 
for  Clinton.  A  major  factor  is  Dole's 
age:  73.  "I  wouldn't  vote  for  my  grand- 
pa," Mitchell  asserts. 

As  if  he  doesn't  have 
enough  problems.  Bob 
Dole  finds  himself  caught 
in  a  generational  squeeze  play  unprece- 
dented in  modem  Presidential  politics: 
He's  faring  worst  with  the  oldest  and 
youngest  slices  of  the  electorate.  Ac- 
cording to  a  Sept.  5-8  survey  of  1.141 
registered  voters  by  the  Pew  Research 
Center  for  the  People  &  the  Press,  Clin- 
ton leads  Dole  53%  to  34%  among  vot- 
ers 65  and  over,  and  57%  to  29%  among 
those  under  30.  Yet  Clinton's  lead  is 
only  46%  to  38%  among  voters  50  to 
64.  While  the  elderly  have  favored  De- 
mocrats for  decades,  Clinton's  over- 
whelming support  among  the  young 
marks  a  big  shift  for  a  group  that  has 


YEAH,  BUT 
Seniors  aren't 
convinced  tha 
Dole  understa 
their  problem 
while  the  youi 1 
are  put  off  by  h 
image  as  a  doi 
old-fashioned  )1 

leaned  Repuba 
since  Ronald  |b 
gan's  1980  cam 
The  result 
Electoral  C 
nightmare  for 
The  Kansan  is 
ing  in  both 
and  Florida,  hi; 
cally  Repu 
states  that  are 
to  many  GOP-le 
retirees.  Indee 
last  Democrat 
Arizona  was 
dent  Harry 
in  1948.  And  no  Republican  has 
the  White  House  without  carrying 
da  since  Calvin  Coolidge  in  1924. 
NEGATIVE  CHARISMA.  Dole's  unpop 
ty  with  voters  of  his  own  generat: 
more  worrisome  than  his  neg 
charisma  with  the  young  because 
voters  turn  out  in  disproportion 
large  numbers.  That  spells  troubl 
Dole  not  just  in  the  Sunbelt  bui 
in  northern  industrial  states  witl 
concentrations  of  seniors,  such  as 
sylvania,  NewT  Jersey,  and  Ohio. 

It's  not  that  Dole  isn't  trying 
the  silver-haired  set.  He  has  propo 
steep  cut  in  the  capital-gains  t 
wants  to  repeal  a  1993  Clinton  ini 
that  raised  Social  Security  taxes  f 
most  affluent  seniors.  And  Do. . 
viewed  fondly  by  many  retirees,* 
respect  his  war  record  and  his  34  w 
of  service  in  Congress.  Just  ask  I»t 
"Lynn"  Park,  82,  a  West  Palm  Ip 
retiree  who  lauds  Dole  as  a  mit 
character.  As  for  Clinton,  she  saysp 
is  a  liar.  He  is  a  coward.  And  he  jt 
tally  unpresidential  in  my  book." 

But,  unfortunately  for  Dole,  the  bi 
inant  concern  of  the  elderly  this  fi 
paign  is  protection  of  Social  Securira 
Medicare.  In  his  West  Palm  Beac£ 
pearance,  Dole  conceded  that  Demc" 
have  convinced  many  older  voters! 
the  gop  Congress'  attempts  to  slovt 
growth  of  Medicare  were  actually  e 
reductions  in  promised  benefits.  To  H 
the  wedge  deeper,  the  Clinton  caimi 
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inding  voters  of  Dole's  1995  com- 
,hat  he  was  proud  to  have  voted 
;  the  creation  of  Medicare  in  1965. 
Medicare  isn't  Dole's  only  prob- 
ith  older  voters.  About  a  third 
illsters  they  fear  Dole  couldn't 
the  rigors  of  the  Presidency, 
oo  old,"  says  Kenneth  DeMaina,  a 
(•-old  Republican  from  Sun  City, 
who  favors  Clinton.  "A  person 
at  can  get  sick  just  like  that." 
ntysornething  voters  who  were 
lied  by  Ronald  Reagan's  cowboy 
are  put  off  by  Dole's  image  as  a 
ld-fashioned  pol.  "There's  a  gen- 
gap  that  Dole  just  can't  over- 
says  Carleton  College  political 
it  Steven  E.  Schier.  "All  this  talk 
World  War  II  might  as  well  be 
indred  Years  War."  This  discon- 
typified  by  a  recent  slip  in  which 
ailed  the  Los  Angeles  Dodgers 
ooklyn  Dodgers — a  location  the 
II  team  abandoned  in  1957. 
ng  Dole's  substantive  problems 
»ung  voters:  his  opposition  to  the 
&  Medical  Leave  Act,  his  in- 
to articulate  his  vision  of  the 
ch  global  economy  of  the  21st 
!,  his  anti-abortion  stance,  and 
:ial  conservatism,  which  runs 


counter  to  the  libertarianism  of  the  un- 
der-30  set.  "Dole  has  done  a  very  poor 
job  of  denning  what  he's  all  about,"  says 
28-year-old  John  Corbin  of  Mesa,  Ariz., 
a  Republican  who  will  vote  for  Clinton. 
"I  thought  Dole  was  moderate.  But  he's 
kind  of  committed  suicide  by  associating 
with  the  extremists  of  the  party — 

SANDWICH  CANDIDATE? 

Voter  preference  by  age  group* 


AGE 

CLINTON 

DOLE 

PEROT 

18-29 

57% 

29% 

11% 

30-49 

52% 

35% 

8% 

50-64 

46% 

38% 

10% 

65+ 

53% 

34% 

5% 

*1,141  registered  voters  surveyed  Sept.  5-8 

DATA:  THE  PEW  RESEARCH  CENTER  FOR  THE  PEOPLE  &  THE  PRESS 

the  anti-environmentalists  and  so  on." 

Such  talk  reflects  a  dramatic  turn- 
about. In  the  1984  and  1988  elections, 
voters  under  age  30  were  the  most  re- 
liable Republican  bloc,  favoring  Presi- 
dent Reagan  over  Walter  Mondale  57% 
to  42%,  and  opting  for  George  Bush 
over  Michael  Dukakis  54%  to  44%. 

The  problem  is  underscored  for  Dole 


strategists  because  young  voters  show 
far  more  support  for  gop  congressional 
candidates.  Still,  aides  argue  young  vot- 
ers are  a  volatile,  independent-minded 
bloc  that  will  be  attracted  to  the  GOP 
nominee  after  watching  him  pummel 
Clinton  in  the  Presidential  debates. 
They  note  that  young  voters  swung 
back  to  Dole  briefly  after  the  centrist 
Republican  convention  in  mid-August. 
And  they  believe  many  young,  finan- 
cially strapped  voters  will  be  attracted 
to  Dole's  promises  of  a  15%  income  tax 
cut,  tax  credits  for  families  with  chil- 
dren, and  education  vouchers  to  let  par- 
ents send  kids  to  private  schools. 

In  the  end,  the  Dole  camp  hopes  to 
win  the  oldsters  and  the  youngsters — 
misgivings  and  all — by  convincing  them 
that  they'd  be  worse  off  under  Clinton. 
They'll  be  "less  prosperous,  less  safe, 
and  a  little  less  proud  with  Bill  Clinton," 
says  gop  pollster  Kellyanne  Fitzpatrick. 
That's  a  tough  sell  at  a  time  of  declining 
crime  rates  and  a  rising  economy.  And 
that's  why  Dole  can't  seem  to  escape 
the  tightening  demographic  vise. 

By  Richard  S.  Dunham  in  Washing- 
ton, with  Jessica  McCann  in  Phoeyiix 
and  Elizabeth  Roberts  in  West  Palm 
Beach,  Fla. 


DISH  NETWORK.  WHERE  MORE  ALWAYS  COSTS  LESS. 


PER  MONTH 


At  the  DISH  Network  we're  selling  our  complete 
-the-art  18"  digital  satellite  system  for  only  $199  when 
•scribe  for  a  year  to  America's  Top  40  CDSM. 

With  one  phone  call  you  can  get  America's  Top 
Is,  including  The  Disney  Channel,  plus  39  channels  of 
nusic  for  $300  a  year!  That's  just  $25  a  month!  And  we 
II  the  multichannel  premium  services  like  HBO  and 


AMERICA'S  TOP  40  CD 

VS.  COMPARABLE  PROGRAMMING 

\-  Competitori   ■ 


Top  40  CD" 

*38 

A  MONTH 

1  '25 

Wim 


DISH  Network     OIMCTV  USSB"  U.S.  Average  Cable 


Showtime  at  cable-busting  rates,  too. 

Cahle  just  can't  compete.  Average  cable  costs  over  $42  a 
month.  THE  DISH  NETWORK  WILL  SAVE  Y0L;  $17  A  MONTH 
OR  OVER  $200  A  YEAR.  EVERY  MONTH!  EVERY  YEAR! 

So  make  the  comparison  and  then  make  the  call.  To  the 
company  where  more  will  always  cost  you  less.  The  DISH 
Network. 


Call  Now.  Limited  Time  Offer. 

30-day  money  hack  guarantee,  http://www.dishnetwork.com 


(ORDER  YOUR  COMPLETE  SYSTEM 
W  A  YEAR  OF  PROGRAMMING  CALL: 


1-800-333-DISH 


3     4     7  4 


NETWORK 


Nothing  Klse  Compares*" 


WHEN  YOU  PURCHASE 
1  YEAR  OF  AMERICA'S 
TOP  40  CD-  FOR  $300 
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Personal  Business 


EDITED  BY  AMY  DUNKIN 


PICK  A  PLATFORM, 
ANY  PLATFORM 


On  Oct.  31,  the  worlds 
of  compute)-  simula- 
tion and  real  life  will 
collide.  More  than  100  ace 
players  of  flight-simulation 
games  will  converge  in 
Orlando.  They'll  plug  in 
their  pes,  load  a  game 
called  Air  Warrioi 
II,  choose  vintage 
fighter  planes  from 
World  Wars  I,  II, 
and  the  Korean 
War,  and  do  bat- 
tle in  what  play-  1 
ers  are  calling  the  < 
"unfriendly  skies" 
of  cyberspace.  And 
when  the  "sim"  fights 
are  over,  they'll  get  to 
fly  in  real  B-25s  and  biplanes. 

That'll  be  an  experience 
even  the  best  games  can't 
duplicate— although  they're 
getting  close.  Computer 
games  are  be- 
coming faster, 
more  diverse, 
and  more  interesting.  Special 
boards  for  3-D  sound  and 
graphics  make  for  realistic 
special  effects.  Next  year, 
digital  videodisks  built  into 
pes  will  boost  graphics  stor- 
age, and  a  Pentium  chip  en- 
hancement from  Intel  called 
mmx  will  make  games  run 
even  faster.  The  result:  "Kids 
are  going  to  have  a  lot  more 
fun,"  predicts  Edmond  Hein- 
bockel,  president  of  gamemak- 
er  Tsunami  Media. 

MIND  GAMES.  Docs  all  this 
spell  d-o-o-m  for  stand-alone 
video  game  makers  such  as 
Nintendo,  Sony,  and  Sega? 
Not  this  year,  and  probably 
not  next.  Although  surveys 
show  the  number  of  U.  S. 
video  game  users  declining, 
retailers  say  sales  this  fall  are 
booming — in  pail  because  the 
three  vendors  continue  to  pro- 
vide fast,  satisfying  games  for 
a  fraction  of  the  cost  of  buy- 


ing a  computer-.  The  new  gen- 
eration of  turbocharged  video 
game  systems  all  sell  for 
about  $200 — a  bargain,  given 
the  jazzy  electronics  inside. 
Which  kind  of  system 
should  you  choose  for  your 
child?  That's  a  no-brainer 
for  education-minded 
parents.  The  huge 
variety  of  educa- 
t  tional  software  for 

S  CRASH 


and  up 

specify  games, 
titles  for  that 
in  game 


no  need  to 
Nearly  all 
group  are 
format.  And 


m  Crash  Bandicoot  is  the 
"  big  new  title  for  Sony's 
popular  PlayStation 


GAMES 


PCs  and  Macintoshes — 
and  the  skills  they  impart — 
make  these  hands-down  win- 
ners, even  if  a  PC  costs  10 
times  the  price  of  a  video 
game  console.  "PC  games  can 

  give  your  kid's 

mind  a  work- 
out," says  H. 
Buff  Hen-,  a  New  York  com- 
puter consultant. 

That's  true  even  for  some 
games  that  aren't  strictly  edu- 
cational. Herr  likes  SimCity 
(Maxis)  and  the  genre  of  sim- 
ulation games  it  has  spawned. 
The  original  Sim  City — now 
in  a  few  million  American 
homes — lets  players  map  out 
a  city,  plan  its  roads  and  pow- 
er grids,  and  manage  its  fi- 
nances. With  the  newest  ver- 
sion, SimCity  2000  Network 
Edition,  you  can  team  up 
with  friends  and  play  over 
the  Internet. 

The  hard  part  is  finding  the 
right  games  in  a  huge,  rapidly 
rising  sea  of  titles.  All  told, 
there  will  be  about  2,000  pro- 
grams on  store  shelves  this 
Christmas,  mostly  priced  at 
$30  to  $00,  predicts  researcher 
PC  Data  of  Reston,  Va.  If 
you're  looking  for  software 
aimed  at  small  children,  ages  4 


any  store  clerk  can 
direct  you  to  best-sell- 
ers such  as  Reader 
Rabbit  (SoftKey),  Math 
Blaster  (Davidson),  and 
Oregon  Trail  (MECC). 
Adult  games  are  a  lot 
trickier.  Quality  varies  dras- 
tically. So  does  the  amount 
of  time  it  takes  to  learn  a 
game's  geography  and  objec- 
tives. Expert  advice  is  gold- 
en— and  fortunately,  there's 
plenty  of  it.  For  example,  PC 
(In mes  Magazine,  launched 
this  summer  by  Infotainment 
World,  features  well-written 
previews,  concise  game  tips, 
and  ratings  on  setup,  graph- 
ics, and  play.  And  you  can 
browse  the  editors'  top  game 
choices  at  www.pcgames 
mag.com.  While  you're 
at  it,  check  out  cnet's 
Gamecenter  site  (www. 
cnet.com/Gamecenter), 
which  contains  up-to-date 


DREAMSCAPES 

Nights  is  one  of  several 
good  games  for  the  technically 
sophisticated  Sega  Saturn 


erei 


If  you  find  the  Web 
ing,  online  services  alsi 
game  guidance.  The 
called  "Channels"  on  Arr 
Online  will  direct  you  toW  one  <u 
areas,  or  you  can  typlf  ••  - 
keyword  "games."  Ree1 
and  downloads  are  arrig  pe; 
by  category,  such  as  figd) 
sports,  and  simulation/A 
from  any  screen,  it's  eapaw 
get  to  chat  areas  to  taUwsitem 
other  gamers. 
BLOOD  AND  GUTS.  At  r 
these  sites,  you'll  find  pley 
intelligent    simulation  a 
strategy  games.  Critic  | 
gushing     about  Afii 
(LucasArts)  and  Warcril 
Tides  of  Darkness  (Bliau:—,- 
You'll  also  find  an  abuiBrdw 
of  blood,  guts,  and  gi 
mayhem.  The  leader  i: 
categoiy  is  Quake,  fro,' 


creators  of  Boon 
Software.  Like  it  1 


reviews,  previews,  and  a  run- 
ning tally  of  the  most  popular 
games  people  are  download- 
ing from  the  site.  These  data 
are  conveniently  sorted  by 
platform — that  is,  games  for 
Win95,  various  configurations 
of  dos,  and  the  Macintosh. 


decessor,  Quak 
you  roam  through  grim 
bers  to  massacre  mo: 
with  a  variety  of  we; 
The  game  pushes  the 
lope  in  3-D  effects.  An 
Doom,  it  can  be  { 
against  others  on  the  H- 
the  newest  iteration,  W 


1  **0  Qi  kimccq  \mccu  /  nrmnco  1  a    i  oar, 


vorld,  id  has  reserved 
jstate  on  computer 
i  around  the  world  so 

in  different  countries 
ttle  one  another  with 
,1  delays  or  glitches, 
iks  to  the  soaring  pop- 

of  games  such  as 
and  Duke  Nukem  3D 
Jen),  the  Internet  has 
id  as  a  hot  new  game 
1  in  its  own  right.  Pub- 
d  played  an  important 
icouraging  players  to 
their  own  gory  cham- 
nd  post  them  on  the 


Net  for  others  to  download. 

The  sense  that  there  are 
no  boundaries  on  the  Net,  ei- 
ther technical  or  imaginative, 
has  added  fuel  to  the  net- 
worked game  explosion,  and 
virtually  all  gamemakers  are 
trying  to  tailor  products  to  it. 
Parker  Brothers,  for  one,  has 
released  a  network  version  of 
Monopoly  that  lets  players  in 
different  countries  compete, 
even  though  users  in  France 
are  looking  at  a  different 
board  and  playing  in  francs. 

Hardware  companies  are 


rat's  Hot  in  Electronic  Play 


CONSOLE  GAMES 


>H  BANDICOOT  (Sony  PlayStation)  Cute  critter 
and  smashes  his  way  through  lush  tropical  land- 
is.  Will  appeal  to  all  ages. 

TS  (Sega  Saturn)  Exuberant  flying  game  set  amid 
?e  dreamscapes,  from  the  artistic  team  that  creat- 
mic  the  Hedgehog. 

W  MARIO  64  (Nintendo  64)  The  little  guy  is 
in  challenging  3-D  environments.  Nintendo's  best 
ever. 


COMPUTER/INTERNET  GAMES 


.IZATION  II  (MicroProse)  Strategy  game  that 
j  out  in  4000  B.C.  and  culminates  with  the  colo- 
on  of  Alpha  Centauri  in  2020. 

><E{\6  Software)  Arguably  the  hottest  game  on  the 
:rom  the  folks  who  created  Doom.  Whole  clans  of 
3ns  are  preparing  to  do  battle  in  gory  3-D. 

'  CRAFT  II:  TIDES  OF  DARKNESS  (Blizzard 
tainment)  Strategic,  multiplayer  war  game  in 
*  i  humans  and  elves  battle  trolls  and  goblins. 

DATA:  BUSINESS  WEEK 


LOST  IN  CYBERSPACE 

Logged  on  at  Cybersmith 
in  Cambridge,  Mass.;  the 
Net  is  a  big  game  medium 


also  catering  to 
gamers  more  than 
ever.  NEC,  Compaq, 
IBM,  and  others  have 
put  out  souped-up 
Win95  pes  that  will 
run  games  faster  and 
louder  than  the  aver- 
age Pentium  machine. 
Gateway  2000's  giant- 
screened  Destination 
models  also  suit 
gamers.  Recently,  I 
played  Berkeley  Sys- 
tems' You  Don't  Know  Jack 
on  a  31-inch  Destination.  Re- 
laxing on  a  sofa  and  gazing  at 
a  huge  monitor,  it  was  easy 
to  get  swept  into  this  fast- 
paced,  funny  quiz-show  simu- 
lation. Such  bells  and  whistles 
come  at  a  steep  premium: 
Prices  for  Destination 
machines  can  top 
$4,000.  So  for  now,  Jf 
if  you  really  want 
to  play  on  a  big 
screen  in  the 
family  room,  a 
video  game  ma- 
chine still  makes 
sense. 

TOUGH   CHOICES.  If 

you  decide  to  go  this 
route,  the  hardest 
part  will  be  choosing 
among  the  three  incompatible 
platforms.  The  new  Nintendo 
64  is  built  around  the  fastest 
chip  available  today  and  is 
the  only  machine  that  will 
run  the  new  Super  Mario 
64 — arguably  the  most  inter- 
esting game  ever  written  for 
a  stand-alone  console  (page 
134).  Nintendo's  cartridge 
system  also  loads  games 
much  faster  than  the  disk 
systems  from  Sega  and  Sony. 
Two  disadvantages:  Software 
is  scarce,  and  it's  expensive. 
There  will  probably  be  just 
12  titles  on  the  market  by 
Christmas,  and  each  will  cost 
as  much  as  $69. 

Sony's  PlayStation  is  a 
good  choice  if  you  want  to 
go  with  the  market  leader. 
Sony  claims  to  have  shipped 
over  7  million  units  world- 


wide. In  the  U.S.,  it 
outships  Sega  nearly 
3  to  1.  It  also  boasts 
an  abundance  of  soft- 
ware. The  latest  big 
title,  Crash  Bandi- 
coot, is  challenging  and  fun, 
and  two  or  three  other  likely 
winners  are  in  the  pipeline. 

Sega  could  end  up  trailing 
both  Sony  and  Nintendo  this 
fall,  but  it's  not  for  lack  of 
technical  sophistication  or 
good  games.  Sega  was  the 
first  to  jump  to  a  powerful 
32-bit  processor  and  will  also 
be  the  first  to  tap  into  the 
Internet.  Later  this  month, 
for  $200,  Sega  Saturn  own- 
ers will  be  able  to  buy  a 
28.8-baud  modem  called  Net 
Link  that  lets  you  browse 
the  Web  on  your  TV.  Initially, 
the  modem  will  let  two 
friends  duke  it  out  over  a 
phone  line.  Down  the  road, 
Sega  hopes  to  let  Saturn 
owners  roam  the  Internet 
and  do  combat  in  the 
ame  way  that 
Quake  players  can 
do  battle  from 
their  PCs. 

Video  game 
execs  know  they 


BIG  QUAKE 

All  the  monsters 
you — and  your  buddies  on  the 
Internet — can  murder 


are  under  fire  from  the  PC 
world.  That's  one  reason 
Sony  is  making  an  aggres- 
sive move  into  home  PCs  and 
Sega  is  rewriting  its  best 
games  to  run  on  pes  as  well 
as  on  the  Saturn.  But  shop- 
pers for  video  games  should 
not  feel  spooked.  "The  video 
game  market  is  not  going  to 
go  away,"  says  PC  Data  Pres- 
ident Ann  Stephens. 

Especially  not  this  season. 
Toy  retailers  are  predicting 
shortages  for  both  Sony  and 
Nintendo  by  Christmas, 
which,  by  default,  could  be 
good  news  for  Sega.  Between 
the  explosion  of  networked 
computer  games  and  the 
resurgence  in  the  video  game 
camp,  expect  to  see  lots  of 
electronic  glitter  under  the 
tree  this  year.      Neil  Gross 


Personal  Business 


INFINITELY  COOL' 
IN  64  BITS 


A  few  weeks  ago,  I 
got  hold  of  a  Japa- 
nese model  of  the 
Nintendo  64  game 

machine,  which  hit  U.  S. 
stores  on  Sept.  29.  Within  a 
week,  my  6-year-old  son  Alec- 
was  constantly  humming  the 
theme  music  from  the  Super 
Mario  64  game.  One  day  I 
joined  in,  prompting  the  fol- 
lowing exchange.  Alec:  "Don't 
sing  that  song.  I  hate  it."  Me: 
"I  thought  you  loved  it.  You 
sing  it  all  the  time."  Alec:  "I 
don't  love  it. 
Nintendo  just 
stuck  it  in  my  brain." 

Somewhere,  Mario's  cre- 
ators are  smiling.  Just  one 
look,  and  kids  get  hooked.  At 
the  bustling  Toys  'R'  Us  in 
midtown  Manhattan,  children 
have  been  mobbing  N64  demo 
machines  since  early 
September.  At  Cyber- 
smith,  a  trendy  online 
cafe  in  Cambridge, 
Mass.,  "the  N64  has 
been  the  highest-us- 
age system  since  we 
brought  it  over  from 
Japan    in  August," 
says  spokesman  Eric 
McNulty. 

ENTHRALLED.  In  oth- 
er words,  the  N64 
lives  up  to  its  prere- 
lease hype  in  at  least 
some  regards.  Built 
around  a  lightning- 
fast  64-bit  processor 
from  Silicon  Graph- 
ics— the  same  kind  of 
hardware  that  creat- 
ed dinosaurs  for  the 
movie  Jurassic  Park 
— the  $19!)  machine 
displays  brilliant  3D 
graphics,  at  times  ex- 
ceeding what  older, 
32-bit  systems  from 
Sony  and  Sega  can 
do.  On  the  other 
hand,  games  are  in 
short  supply,  and  the 
situation  won't  im- 


VIDEO  GAMES 


prove  much  by  Christmas 

So  far,  kids  seem  en- 
thralled, and  when  you 
see  Mario,  you'll 
know  why.  This  is 
probably  the  most 
perfectly  crafted 
video  game  ever. 
Designed  by  Ninten- 
do's resident  game 
whiz  Shigeru  Miya- 
moto, author  of  the 
original  8-bit  Mario,  it 
combines  dazzling  environ- 
ments, witty  flourishes,  and 
great  "gameplay"  for  kids 
ages  six  and  older. 

As  in  the  ear- 
lier 8-bit  and  16- 
bit  Mario  games,  the  hero 
roams  through  various  rooms 
and  landscapes.  He  collects 
hidden  stars  that  increase  his 
power,  fights  enemies,  navi- 
gates treacherous  slides,  and 
rescues  a  princess.  Familiar 


Mario  pants  when  you  run 
him  too  hard,  leaps  with  his 
fist  in  the  air,  and  mutters 
"mama  mia."  Driven  by  a 
tiny  joystick  on  the  controller, 
he  swims  in  the  castle  moat, 
cavorts  with  colorful  fish,  and 
retrieves  magical  knick- 
knacks.  (Don't  hold  him  down 
long — he  drowns.)  There's  no 
head-ripping  ugliness  in  this 
world,  and  no  need  for  it. 
Next  Generation  magazine 


Mortal  Combat: 
Video  Game  Competitors 


SYSTEM 

PROS 

CONS 

- 

Speed,  dazzling  graphics, 
great  ergonomics  on 
controller.  One  brilliant 
game  cartridge: 
Super  Mario  in  3D. 
Good  titles  in  the  pipeline 
include  Wave  Racer  and 
Wayne  Gretzky  Hockey. 

Other  games  lack  Mario's 
charisma.  Scarcity  of 
titles  could  be  a  problem. 
At  $69  a  shot,  cartridges 
are  pricey.  Nintendo  says 
there  will  be  12  titles  out 
by  Christmas.  That  may 
not  be  enough. 

NINTENDO  64 

Plenty  of  raw  processing 
power.  First  out  with  a 
$200  gizmo  for  browsing 
the  Web  on  your  TV.  Kids 
love  slick  sports  and 
fighting  games 

Hot  titles,  such  as 
homicidal  Virtua  Cop, 
may  earn  parental  ire. 
Games  on  disks  are 
slower  to  load  than 
Nintendo  cartridges. 

SEGA  SATURN 

(  "  rl 

The  clear  market  leader 
for  advanced  consoles. 
Sony  and  its  software 
partners  have  unleashed 
a  flood  of  games.  Crash 
Bandicoot  looks  hot. 

Game  quality  is  uneven. 
Female  roles  are  few. 
Sony  has  yet  to  unveil 
how  PlayStation  will 
connect  to  the  Internet 
or  online  gaming. 

SONY  PLAYSTATION 

DATA:  BUSINESS  WEEK 


figures  fans  will  get  aboi  8f 
hours    of    fun  explql 
Mario's  castle  and  cofl 
ing  all  120  stars  mm 
g|  to  beat  the  game. 

I  didn't  have(Ji( 
%,IL     time  or  patiW 

&       fur  that,  ; 
#Pps>    lent    my  . 
chine    to  \t 
player  Andrew  "A.  K."  jau 
a  seventh  grader  at  the  m 
ity  School  in  New  York.  Jjp 
one  long  session,  A.  K.  jra 
nounced  the  system  "infittje 
ly  cool."  In  about  24  hjn 
aided   by   some  magaaM 
hints,  he  retrieved  all  butpa 
of  the  stars. 
Since    A.  K.  j:a> 
zoom  to  the  upper  leva  o 
a  video  game  faster  th». 
can  read  a  simple  instruto. 
pamphlet,  I  took  him  aniM 
classmate  Ian  Fergusq 
meet  with  Nintendo  andlla; 
some  prerelease  software 
ter  2%  hours,  the  kids  re;  I 
a  verdict:  Mario  rules,pa 
some  "reasonably  cool"  I 
is  in  the  pipeline. 
GREAT  GRETZKY.  Both 
liked  a  racing  game  oilja 
skis  called  Wave  Racl  i 
which  skiers  churn  uplln 
water,    ride    over  frp| 
waves,  and  smash  into  (jcfe 
and  buoys.  The  other  bi  I 
was  Wayne  Gretzky  Him 
by  Williams  Entertain™, 
which  four  people  can  plj 
once.  Human  and  comal 
players  check  one  anotfo  I 
the  ice,  and  can  even  biwi 
The  trouble  is,  neithr  < 
the  other  two  games  cm 
ly   shipping   with  Nfj-i-j 
flight  simulation  game  m 
Star   Wars  spin-off — tit 
measures  up  to  Mario, 
tendo  is  promising  anotlr 
games  by  Christmas,  pi 
Tokyo  analyst  Masami  F  iri 
of  Jardine  Fleming  Seap 
says  Nintendo  has  had  fo< 
ble  getting  other  softar 
companies  to  produce  gpK 
for  the  N64. 

Should  parents  worry  K>\ 
that?  Not  too  much.  Ninij 
is  a  $3.3  billion  company 
a  great  stable  of  gaim 
signers  in  house.  If  yc 
spring  for  N64,  there's  jtt 
danger  of  it  sitting,  unw1 
in  the  closet.         AW/  <  " 
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^rsonal  Business 


S  THE  SEASON  TO  BUY 
NG-TERM-CARE  COVERAGE 


i  statistics  show- 
that  one  in  five 
;ricans  over  age 

may  need  long- 
care  in  the  next  year, 


0> 


mce  that  covers 
ome  stays  and 
i  services 
ecome  an 
•tant  component  of  fi- 
ll planning.  If  you're 
3-aged  and  have  consid- 
purchasing  a  plan  but 
)een  dragging  your  feet, 
nay  be  a  good  time  to 
iction. 

;  good  news  is  that  a 
sderal  law  offers  a  tax 
ive  to  do  so.  Starting 
i.  1,  1997,  a  portion  of 
loney  you  spend  for 
erm-care  services  and 
mce  premiums  will 
as  itemized  medical  ex- 
5  on  your  tax  return, 
aaximum  amount  you 
pply  will  depend  on 
ge  and  will  be  indexed 
lly  for  inflation  (table), 
in  any  year  you  are 
llowed  to  deduct  total 
al  costs  in  excess  of 
)f  your  adjusted  gross 
i,  those  long-term-care 
iuld  help  push  you  over 
ireshold  for  some  tax 

ON  PLOY.  The  new  law 

consumers  another  in- 
;  to  consider  insurance: 
f  don't  have  a  private 

of  support  down  the 
ihe  government  won't 
arily  be  there  to  pick 
tab  for  long-term  care. 

because  a  common 
people  long  used  to 
r  for  Medicaid  assis- 
-literally  impoverish- 
^mselves  on  paper  by 
ag  their  assets  through 
e  estate  planning — is 
egal. 

?-term-care  insurance 
insure  you  receive  the 
f  care  you  need,  in  the 
'  you  choose,  without 


nurs- 
home 


SMART  MONEY 


losing  your  life  savings.  To- 
day's policies  run  the  gamut. 
Some  make  a  daily  payment 
for  nursing  home  or  alterna- 
tive care;  others  cover  hos- 
pice programs;  and  the 
newest,  most  flexible  kind  of 
policy  offers  a  pool  of  money 
for  you  to  spend  on  whatev- 
er services  you 
choose.  The 
younger  and  healthier  you 
are,  the  more  affordable  it 
becomes.  However,  for  most 
people,  it  doesn't  make  sense 
financially  to  buy  before  age 
50. 

According  to  the 
Health  Insurance  Assn. 
of  America,  a  typical 
policy  purchased  by  a 
65-year-old  costs  about 
$93  per  month  and 
pays  an  average  daily 
benefit  of  $86  for  nurs- 
ing home  care  and  $80 
for  home  services.  It 
currently  costs  about  age 
$105  a  day— or  $38,000 
a  year — to  live  in  a 
nursing  home,  accord- 
ing to  the  American 
Health  Care  Assn. 

If  you  already  own 
a  comprehensive  long- 
term-care  policy,  one 


Fortis  Long  Term  Care  in 
Milwaukee,  Wis. 

But  as  of  Jan.  1,  to  receive 
a  tax  break  on  the  premi- 
ums, you  must  buy  a  "feder- 
ally qualified"  policy  that 
complies  with  the  new  stan- 
dards governing  eligibility  for 
benefits.  For  example,  to 
start  collecting  from  the  in- 
surance, you  must  be  unable 
to  perform — for  90  days — at 
least  two  of  five  or  six  "ac- 
tivities of  daily  living."  These 
include  bathing,  dressing,  eat- 
ing, exercising  continence, 
getting  yourself  to  the  bath- 
room, and  transfening  (mov- 
ing from  a  bed  to  a  chair). 
Or  you  must  show  signs  of 
severe  cognitive  impairment, 
such  as  Alzheimer's  disease, 
and  the  condition  must  be 

How  Much  Can 
You  Deduct? 

Medical  expenses  above  7.5%  of  adjusted 
gross  income  are  tax  deductible.  As  of 
Jan.  1,  long-term-care  insurance  premi- 
ums can  be  included  as  medical  expenses 
up  to  the  following  individual  limits: 


DEDUCTION 


40  AND  YOUNGER 

$200 

41-50 

375 

51-60 

750 

61-70 

2,000 

70  AND  OLDER 

2,500 

new  federally  qualified  plans, 
says  Sam  Morgante,  vice- 
president  for  product  devel- 
opment and  government  re- 
lations for  ge  Capital 
Assurance  in  San  Rafael, 
Calif.  For  example,  the  in- 
surance contracts  in  Califor- 
nia and  Texas  include  an  ac- 
tivity of  daily  living  not 
found  in  the  federally  quali- 
fied policies,  mobility.  And 
some  insurers  will  allow  poli- 
cyholders access  to  benefits 
based  solely  on  a  "medical 
necessity."  That  means  that 
you  can  still  perform  daily 
functions  and  think  clearly, 
but  you  have  an  illness  or 
condition  that  incapacitates 
you  and  requires  specialized 
care.  The  more  liberal  poli- 
cies will  continue  to  be  sold 
after  Jan.  1,  but  they 
will  not  be  eligible  for 
tax  breaks. 

SHOP  around.  Since 
the  criteria  for  trig- 
gering coverage  on  the 
new  federally  qualified 
policies  will  be  stan- 
dardized, the  only  way 
to  tell  them  apart  is 
to  compare  the  bene- 
fits themselves,  says 
Martin  McBirney,  di- 
rector of  strategic  ini- 
tiatives for  ltc  Inc.,  a 
Seattle-based  insur- 
ance consulting  firm. 
For  example,  one  poli- 


for  both  nursing  home 
and  home  care,  there 
is  no  need  to  replace 
it.  All  state-approved  policies 
issued  before  the  new  year 
will  automatically  qualify  for 
the  tax  incentives.  However, 
in  some  states,  such  as  Mon- 
tana and  Florida,  it's  not  cer- 
tain whether  policies  good  for 
nursing-home  or  home-care 
coverage  alone  will  be  grand- 
fathered, says  Greg  Gurlik, 
vice-president  and  actuary  of 


*  Deductions  will  increase  annually,  adjusted  for  the  medical  care 
component  of  the  consumer  price  index 

0ATA:  HEALTH  INSURANCE  PORTABILITY  &  ACCOUNTABILITY  ACT 


certified  by  a  licensed  health- 
care practitioner. 

If  you  are  seriously  con- 
sidering buying  coverage,  you 
may  want  to  act  sooner 
rather  than  later.  That's  be- 
cause comprehensive  policies 
on  the  market  from  now  until 
the  end  of  the  year  may  be 
less  restrictive  when  it  comes 
to  getting  benefits  than  the 


A  federal  law  sets  new 
standards  and  offers  a  tax 
incentive  to  buy  a  policy 


degree  of  inflation  pro- 
tection; another,  the 
services  of  a  geriatric- 
care  manager  or  adult 
day  care. 
If  you  currently  own  a 
long-term-care  insurance  pol- 
icy or  buy  one  before  the  end 
of  the  year,  you  get  the  best 
of  both  worlds.  The  benefits 
will  be  easier  to  trigger,  and 
the  premiums  and  out-of- 
pocket  expenses  will  qualify 
for  a  tax  break.  After  Jan.  1, 
you  will  be  facing  a  more  dif- 
ficult choice.  You  can  pick  a 
federally-sanctioned  policy 
that  may  give  you  some  tax 
relief  but  also  makes  it  hard- 
er for  you  to  get  reimbursed. 
Or  you  can  forget  the  tax 
angle  and  simply  go  for 
the  plan  that  pays  up  the 
fastest.  Kerry  Capell 


I  am  the  Nike  Tour.  I  am  aspiration.  I  am  redemption. 


I  am  a  47-year-old  former  hockey  player.  I  am  Denny's  Grand  Slam  Breakfast® 
I  am  the  Nike  Tour.  I  am  perseverance.  I  am  the  Nike  Tour.  I  am  South 
Dakota  and  the  Ozarks.  I  am  $1.29  for  a  gallon  of  gas.  I  am  engaged  to  my 
caddy.  I  am  the  father  of  my  caddy.  I  am  the  Nike  Tour.  I  am  one  of  the  few 
people  on  this  planet  with  the  intestinal  fortitude  to  hit  a  one-iron  over  water. 
I  am  the  Nike  Tour.  I  am  the  owner  of  a  driving  range  in  La  Grange,  Georgia. 
($5  a  bucket,  please.)  I  am  a  PGA  Championship  winner,  a  Memorial  / 


Tournament  winner,  a  BellSouth  winner,  a  Shell  Houston  Open  winner, 
a  Kmart  Greater  Greensboro  Open  winner,  a  Greater  Milwaukee  Open  winner, 
a  Deposit  Guaranty  Classic  winner,  a  Sprint  International  winner,  and  a 
British  Open  winner.  I  am  the  Nike  Tour.  I  am  not  afraid  to  do    /  ^^^^^^ 


what  I  want  for  a  living.  I  am  down  to  my  last  $100. 


I  am  without  regrets. 


JUST    DO  IT. 


/  don't  know  who  you  are. 

I  don't  know  your  company. 

I  don't  know  your  company's  product. 

I  don't  know  what  your  company  stands  for. 

I  don't  know  your  company's  customers. 

I  don't  know  your  company's  record. 

I  don't  know  your  company's  reputation. 

Now  -  what  was  it  you  wanted  to  seH  me?' 


ii? 


Sales  start  before  you  call-with  business-to-business  advertisi 


The  McGraw-Hill  Companies 

Media.    Educational  a 


nd    Professional  Publish 


V 
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iness  Week  Index 


CTION  INDEX 


>e  from  last  week:  0.1% 
je  from  last  year:  6.6% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Sept.  21=133.7 
1992=100 


Jan.  May  Sept. 

1996  1996  1996 

ex  is  a  4-week  moving  average 

jction  index  increased  slightly  during  the  week  ended  Sept.  21. 
ilculation  of  the  four-week  moving  average,  the  index  declined  sharply 
,  from  134.7.  Seasonally  adjusted  output  levels  of  autos,  trucks, 
iber,  and  electric  power  all  dropped  off  in  the  latest  week.  Rail  - 
iffic  as  well  as  coal  and  crude-oil  refining  production  edged  higher, 
ng  index  will  be  unavailable  for  an  indefinite  period  of  time, 
n  index  copyright  1996  by  The  McGraw-Hill  Companies 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (9/28)  thous.  of  net  tons 

1,972 

1,942# 

AUTOS  (9/28)  units 

125,847 

129,596r# 

-11.3 

TRUCKS  (9/28)  units 

130,394 

120,735r# 

2.1 

ELECTRIC  POWER  (9/28)  millions  of  kilowatt-hrs 

61,355 

62,096# 

4.0 

CRUDE-OIL  REFINING  (9/28)  thous.  of  bbl./day 

14,534 

14, 5180 

1.8 

COAL  (9/21)  thous.  of  net  tons 

22,453ff 

21,444 

8.2 

LUMBER  (9/21)  millions  of  ft. 

495. 6# 

502.6 

3.7 

RAIL  FREIGHT  (9/21)  billions  of  ton-miles 

26  5# 

26.0 

-0.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 


G  INDICATORS 


PRICES 


GOLD  (10/2)  $/troy  oz. 


LATEST 
WEEK 


WEEK 
AGO 


380.300  382.400 


YEARLY 
%  CHG 

-0.7 


LATEST 
WEEK 

686.19 

WEEK 
AGO 

687  02 

YEARLY 
%CHG 

17.7 

STEEL  SCRAP  (10/U  #1  heavy,  $/ton 

136.50 

136.00 

-4.9 

RICES  (9/27)  S&P  500 

COPPER  (9/27)  «/lb. 

94  3 

92.8 

-30.5 

1TE  BOND  YIELD,  Aaa  (9/27) 

7.75% 

/  80% 

3.7 

ALUMINUM  (9/27)  e/ib. 

65  5 

66.5 

-20.1 

HAL  MATERIALS  PRICES  (9/27) 

108  :-: 

109.2 

-3.0 

COTTON  (9/28)  strict  low  middling  1-1/16  in., 

e/ib 

75.07 

75.04 

-18.9 

S  FAILURES  (9/20) 

NA 

NA 

NA 

OIL  (10/1)  $/bbl. 

24.37 

24.67 

40.6 

TATE  LOANS  (9/18)  billions 

$525.8 

$526.7 

5.7 

CRB  FOODSTUFFS  INDEX  (io/i)  1967=100 

259.58 

264.22 

7.7 

lUPPLY,  M2  (9/16)  billions 

NA 

NA 

NA 

CRB  RAW  INDUSTRIALS  INDEX  uo/n  1967= 

100 

338.60 

339.79 

1.8 

CLAIMS,  UNEMPLOYMENT  (9/21)  thous 

340 

329 

-0.6 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYMEX.  Commodity  Research  Bureau 

market.  Metals 

Week.  Memphis 

Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
5t  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 


FOREIGN  EXCHANGE 


EST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FUNDS  (io/i) 

5.53% 

5.28% 

6.00% 

CIAL  PAPER  (10/2)  3-month 

5  48 

5.48 

5.81 

iATES  OF  DEPOSIT  (10/2)  3 -month 

5.50 

5.44 

5.79 

)RTGAGE  (9/27)  30-year 

8.32 

8.33 

7.89 

BLE  MORTGAGE  (9/27)  one  year 

6.04 

6.04 

5.79 

0/1) 

8.25 

8.25 

8.75 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (10/2) 

111.85 

110.38 

99.95 

GERMAN  MARK  (io/2) 

1.53 

1.51 

1.42 

BRITISH  POUND  (io/2) 

1.57 

1.56 

1.58 

FRENCH  FRANC  no/2) 

5.19 

5.11 

4.95 

ITALIAN  LIRA  (io/2) 

1522.0 

1514.0 

1616.6 

CANADIAN  DOLLAR  (io/2) 

1.36 

1.37 

1.34 

MEXICAN  PESO  10/2) 

7.511 

7.525 

6  535 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


WENT  CREDIT 

Oct.  7,  3  p.m. edt  ►  Consumers 
■owed  $7.5  billion  in  new  debt  in 
ays  the  median  forecast  of  econo- 
/eyed  by  mms  International,  one  of 
aw-Hill  Companies.  Installment 
reased  by  a  large  $7.7  billion  in 
)y  auto  financing  and  revolving 
lich  includes  credit  cards.  Econo- 
e  begun  to  point  to  high  debt  lev- 
ipayment  problems  as  reasons  for 
half  slowdown  in  consumer  spend- 
ielinquency  rate  on  credit  cards  is 

and  personal  bankruptcies  are 
o  total  a  record  of  more  than  one 
is  year.  Moreover,  interest  and 
payments  on  existing  installment 


debt  rose  to  a  high  of  11.1%  of  disposable 
income  in  the  second  quarter,  according  to 
the  Federal  Reserve. 

RETAIL  SALES 

Friday,  Oct.  11,  8:30  a.m.EDi>  The  mms 
median  forecast  expects  that  retail  sales 
increased  by  a  solid  0.4%  in  August.  Sales 
edged  up  by  0.2%  in  August  and  just  0.1% 
in  July.  Economists  expect  that  purchases 
of  motor  vehicles  rose  last  month  after  little 
gain  in  July  and  August.  Excluding  cars, 
store  purchases  probably  increased  0.3% 
after  advancing  0.2%  in  August.  That's 
indicated  by  weekly  surveys  of  department 
and  chain  stores  sales.  Also,  the  unexpect- 
ed jumps  in  housing  starts  and  new-home 


sales  suggest  that  purchases  at  building 
supply  and  furniture  stores  did  well. 

PRODUCER  PRICE  INDEX 

Friday,  Oct.  11,  8:30  a.m. edt  ►  Producer 
prices  of  finished  goods  likely  increased 
0.2%  in  September,  says  the  mms  survey. 
However,  rising  oil  and  food  prices  could  lift 
the  increase  a  bit  higher.  Excluding  the 
energy  and  food  sectors,  core  prices  proba- 
bly grew  0.2%  last  month.  In  August,  overall 
prices  advanced  0.3%,  while  the  core  index 
fell  0.1%.  Wholesale  inflation  remains  quite 
low,  especially  further  back  in  the  produc- 
tion process.  Core  prices  of  intermediate 
supplies  and  raw  materials  in  August  were 
lower  than  they  were  a  year  earlier. 
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Editorials 


HELLO?  REMEMBER 
THE  DEFICIT?  

The  sad  fact  about  Campaign  '96  is  that  honest  talk  about 
balancing  the  budget  is  being  shunted  aside — even  though 
the  pols  and  the  public  say  they  really  want  to  eliminate  the 
deficit.  Bob  Dole  is  peddling  huge  tax  cuts,  Bill  Clinton  dema- 
gogues about  Medicare  "cuts",  and  voters  complain  about  con- 
gressional lawmakers  who  tried  to  trim  their  favorite  pro- 
grams. Only  Ross  Perot  is  telling  the  truth  about  the 
budget — and  he's  at  5%  in  the  polls.  Maybe  everyone  will  get 
serious  about  the  problem  after  the  election,  but  given  the 
shameful  exhibition  of  the  past  few  weeks,  don't  bet  on  it. 

Indeed,  the  progress  made  in  reducing  the  federal  deficit  is 
about  to  be  reversed.  After  four  years  of  decline,  the  deficit  will 
soon  turn  upward.  The  1996  deficit  looks  like  it  will  come  in  at 
$110  billion,  down  from  $290  billion  in  1992.  But  Congression- 
al Budget  Office  estimates  for  the  new  1997  budget  call  for  the 
deficit  to  rise  to  $150  billion — and  higher  in  years  to  come. 

With  Social  Security  and  Medicare  off  the  table,  the  only 
place  in  the  budget  to  cut  is  discretionaiy  spending.  But  before 
rushing  home  to  campaign,  members  of  the  first  Republican-run 
Congress  in  40  years — elected  on  a  promise  to  make  govern- 
ment smaller — voted  to  spend  $16  billion  more  on  defense 
and  domestic  programs  to  improve  the  gop's  chances  of  keep- 
ing control  of  Capitol  Hill  next  year.  President  Clinton  insist- 
ed on  extra  dollars  for  educational  aid  and  environmental  pro- 
tection for  the  new  fiscal  year  that  began  Oct.  1.  As  a  result, 
the  so-called  discretionary  budget  for  federal  agencies  will 
grow  to  $503  billion  in  1997,  up  from  the  gop's  original  ceiling 
of  $487  billion.  Add  in  the  automatic  growth  in  entitlement 
spending,  and  there  goes  the  effort  to  balance  the  budget  by 
2002.  This  isn't  good  news  for  the  economic  growth. 

STOP  ATTACKING 
IMMIGRANTS  

Immigrant-baiting  is  as  loathsome  as  race-baiting,  and  it  is 
used  for  the  same  ugly  political  purposes.  Expelling  illegal  im- 
migrant children  from  public  schools  is  self-defeating  public 
policy.  So  is  denying  federally  funded  aids  treatment  for  legal 
immigrants.  Both  these  ideas  were  dropped  from  the  recent  im- 
migration bill,  thanks  to  White  House  pressure.  But  that's  not 
enough.  The  new  welfare  bill  penalizes  legal  immigrants  by 
curbing  access  to  Medicaid  and  food  stamps.  Stigmatizing  im- 
migrants by  pols  playing  the  blame  game  cannot  be  tolerated. 

Truth  is,  the  average  education  of  incoming  legal  immi- 
grants is  higher  than  the  average  education  of  the  U.  S.  work- 
force. Most  have  the  equivalent  of  a  high  school  diploma. 
I  Many  have  advanced  degrees  in  engineering,  science,  and 
math.  Where  would  America's  high-tech  industry  be  without 
immigrants?  Immigration  also  boosts  the  country's  entrepre- 


neurial energy.  Immigrant  entrepreneurs  are  revitalizing 
borhoods  in  cities  all  over  the  country. 

That  doesn't  mean  there  aren't  problems.  Up  to  30Cl 
legal  immigrants  arrive  in  the  U.  S.  every  year,  and  the 
to  be  poorly  educated.  Border  states,  such  as  Californi 
the  financial  brunt  of  educating  and  providing  health  cari' 
legal  immigrants,  even  though  it  is  a  federal  responsihj 
police  the  borders.  Washington  must  do  its  job. 

It  is  also  time  for  small  businesses  and  agribusinesses ! 
using  illegal  immigrant  labor.  California  taxpayers  be| 
nancial  burden  for  illegal  immigration  because  Californi}! 
nesses  want  their  low-cost  labor.  It's  as  simple  as  that. 

Aging  boomers  will  need  all  the  hard  workers  thi 
get  to  support  them  in  then-  retirement.  Those  worker! 
be  there  in  10  or  15  years  if  the  country  relies  solely; 
mestic  population  growth.  Accepting  the  current  lev1 
million  legal  immigrants  annually  is  the  right  course  for| 
ica.  Changing  the  mix  to  include  more  skilled,  educated) 
ing-age  immigrants  might  reduce  social  tensions  while  f 
economic  growth  for  the  entire  nation.  That  is  somethj 
can  discuss.  Immigrant-baiting  is  something  we  cannol 

BUREAUCRATS  ARE 
SABOTAGING  JAPAN 

Japan's  government  policy  mix  is  a  strategy  for  fail! 
nomic  growth.  The  Ministry  of  Finance  is  about  1 1 
taxes  sharply.  It  is  dragging  its  feet  on  deregulating  insfffi 
And  it  is  talking  the  yen  down,  making  imports  more  co:.js 
three  hurt  Japanese  consumers.  The  same  bureaucrats  vio 
gineered  Japan's  five-year  recession  are  trotting  out  a  li!$i 
export-led  strategy  that,  we  think,  courts  recession. 

Consumers  are  facing  not  one  but  three  new  taxll 
There  is  a  two-percentage-point  increase  in  the  nationlA 
tax,  to  5%,  in  April.  There  is  a  0.85%  increase  in  SociM 
rity  contributions  in  October  and  an  $18  billion  anil 
come-tax  rebate  that  will  expire  in  December.  Togethdij 
will  reduce  real  disposable  income  by  2.1%. 

The  mof  believes  that  the  38%  decline  in  the  yen  sfl 
high  of  T/i  years  ago  will  put  enough  profits  into  the  cop 
coffers  to  offset  lower  consumer  spending  with  newpvt 
ments  and  higher  wages.  It  has  worked  in  the  past.  At) 
this  time.  Japanese  companies  are  pouring  virtually  all  t;i' 
vestment  dollars  into  Thailand,  China,  and  the  U.  S.  All  it 
unlikely  that  they  will  raise  the  cost  of  doing  busiis,1 
home  by  boosting  wages.  The  mof  strategy  will  hu  F< 
sumers.  Its  decision  to  backtrack  on  previous  1994  cwi 
ments  to  open  up  Japan's  closed  insurance  to  foreig 
petitors  will  do  the  same. 

We  suggest  that  Prime  Minister  Ryutaro  Hashimoto 
nan  against  the  powerful  bureaucrats  in  the  upcoming 
al  elections  on  Oct.  20.  Cut  taxes,  don't  raise  them,  ai 
money  by  reducing  the  regulatory  bureaucracy  tha 
nates  Japan.  Take  power  away  from  the  mof.  It's  i 
Japan  to  become  a  true  democracy. 


ge  Intrepid  Sport's  3.5  litei 
alve,  single  overhead  cam 
is,  with  only  slight 
{[n  ations,  the  same 
ne  that  powers  the 
[-wheeled  Pro  Series 
at  the  famed  Skip 
■>er  Racing  School, 
itrepid  Sport  sports  a 
wheel  independent 
ension,  16"  wheels  and 
orofile  tires,  too,  for  athletic 
lling  and  a  smooth, 
Portable  ride.  There 's 
the  AutoStick"' 


It's  true, 
the  engine 
does  tend 
to  race 

a  bit. 


transmission  that 
shifts  like  a 
manual,  to  really 
make  you  feel 
like  you  're  on  a  fast  track. 
But  because  this  is  an 
Intrepid,  you  can  also  get 
the  benefit  of  4-wheel 
anti-lock  disc  brakes,  and 
cab-forward  roominess 
that  no  race  car  can 
compete  with. 
For  still  more  information, 
call  l-S00-4-A-DODGEor 
visit  our  Web  site  at 
http.V/www.  4adodge.  com 
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WHEN  YOU 
DIGITIZE  LIGHT, 

SOMETHING 
REMARKABLE 

HAPPENS 
IMAGES  BECOME 
MORE  NATURAL. 
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$  I  Is  An  MBA  Worth  The  Money? 
I  The  Strongest  Alumni  Networks 


r  ATr    «  !E 

t\JL  jL&{x£l  A^S  C(\$1{Aa<C^     It's  a  siren  song  from  a  sliver  of  asphalt 
lat  crosses  the  Mississippi.  A  whisper  from  a  winding  stretch  due 
est  of  New  Hampshire.  A  holler  from  a  highway  in  the  heart  of  Texas, 
he   road   is   calling.    Reminding  yon   that   there   are   horizons   to  be 
:hased.   Trees  to  be  blurred.   Dotted  lines  to  be  crossed.   The  road 
is   stretched   before  you.    How  will  you  embrace  it?    Consider  this 
suggestion.    The   thoroughly    reengineered,    aggressively  restyled. 


utterly  renewed   Lexus  ES  300.   The  road  is  calling.    ANSWER  IT. 


Today  in  the  real  world,  there  is 
one  way  that  cyberspace  is  funda- 
mentally changing  how  business 
works:  corporate  intranets.  And 
AMD  technology  is  at  the  heart 
of  this  new  networked  world. 
Our  advanced  networking  chips 
are  key  components  of  collabo- 
rative computing  environments 
-  whether  it's  a  local  network 
or  a  global  one.  In  fact,  AMD 
chips  help  carry  80%  of  all 
Internet  traffic.  Visit  our  website 
or  call  1-800-222-9323. 


AMDfl 


AMD  is  a  global  leader  in 
communications  technology,  offering 
a  full  range  of  high-performance, 
low-cost  networking  chips. 


AMD3 


www.amd.com 
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Up  Front 


TALK  SHOW  UBozo's  on  the  way  out." 


EDITED  BY  LARRY  LIGHT 


PAC  MEN 


BUSINESS"  DONKEY  BUSINESS 


CORPORATE   AMERICA   ISN  T 

exactly  going  all  out  to  help 
Newt  Gingrich  keep  control 
of  the  House.  With  Democrats 
targeting  about  30  vulnerable 
gop  freshmen.  Republicans 
want  to  protect  then-  19-seat 
cushion  by  picking  up  seats 
in  GOP-leaning  areas  that  in- 
cumbent Dems  are  vacating. 

But  corporate  political  ac- 
tion committee  giving  in  five 
of  the  hottest  such  open-seat 
races  offers  a  disturbing  pic- 
ture for  the  Republicans.  A 
BUSINESS  week  analysis  shows 
big  business  betting  on  Demo- 
crats (albeit  moderate,  pro- 
business  ones)  much  of  the 
time.    Consider  Alabama's 


Third  District,  which  favored 
George  Bush  in  1988  and  1992. 
Democrat  T.  D.  "Ted"  Little 
has  raked  in  more  corporate 
bucks — from 
such  pacs  as 
csx  and  Bell- 
South— than 
Republican 
rival  Robert 


BUSINESS 

DISTRICT 

GOP 

DEM 

PAC 

ALA.  3 

$15,000 

$17,600 

GIVING 

ALA.  4 

4,000 

11,500 

1995  THROUGH 

9,500 

65,800 

AUG.  31.  1996 

FLA.  2 

DATA:  FEDERAL  ELECTION 

FLA.  11 

7,000 

3,800 

COMMISSION. 

6,075 

3,050 

BUSINESS  WEEK 

N.C.  7 

— Bob  Dole  on  Bill  Clinton,  two  days  after  their  Oct.  6  detm 
when  the  Republican  told  the  Chief  Executive  that  he  wouM* 
respect  the  Presidency 


Riley.  The  gap  is  even  wider 
in  Florida's  Second,  which 
Bush  won  in  '88  and  narrowly 
lost  in  '92.  Democrat  Allen 
Boyd  has  outpaced  former 
state  Commerce  Secretary  Bill 
Sutton  almost  sevenfold  in  the 
business  PAC  harvest. 

Democratic  chances  of  re- 
gaining the  House  have  im- 
proved lately,  and  Cor- 
porate America  wants 
friends  on  both  sides 
of  the  aisle.  Huffs 
Jeff  Butzke,  PAC 
manager  for  the 
National  Fed- 
eration of  In- 
dependent Busi- 
ness, which 
pushes  Republi- 
can candidates: 
"Big  business 
always  does 
this."  Mary 
Beth  Regan 


SHOW  BIZ 

SPIKE  LEE  S 
MAGIC  BUS 


HOW  DO  YOU  MAKE  A  QUICK 
buck  in  Hollywood?  Ask  film- 
maker Spike  Lee.  Columbia 
Pictures,  distributor  of  his 
new  flick.  Get  on  the  Bus,  has 
already  paid  Lee's  investors 
an  advance  amounting  to  an 
8%  profit,  plus  the  $100,00  to 
§200.000  they  each  invested, 
just  seven  months  ago.  How 
odd.  Seven  of  every  10 
movies  lose  money.  Investor 


which  Columbia  picked  up 
and  released  on  Oct.  16,  is  a 
fictional  tale  of  15  black  men's 
travails  on  their  cross-coun- 
try trip  to  1995's  Million  Man 
March  in  Washington. 

Lee  and  producer  Reuben 
Cannon,  who  wanted  to  make 
a  movie  entirely  financed  by 
African  Americans,  signed  up 
actor  Wesley  Snipes,  Black 
Entertainment  Television 
Chairman  Robert  Johnson, 


and  lawyer  Johnnie  Cochran. 
Investors  also  are  eligible  for 
any  profits,  plus  get  a  cut 
from  the  soundtrack  (featur- 
ing Stevie  Wonder).  Why 
should  a  studio  give  Spike 
and  his  investors  such  a 
sweet  deal?  Because,  says 
Columbia,  his  movie  doesn't 
cost  much,  and  he  attracts  a 
good  turnout  from  devoted 
fans,  so  the  project  will  make 
monev.  Ronald  Grocer 


THE  LIST  PARTY  MENUS 


Democrats  and  Republicans 
not  only  differ  on  political 
issues.  They  also  differ  on 
gustatory  ones.  A  survey  of 
partisan  palates,  taken  for 
champagne  maker  Moet  & 
Chandon  by  Roper  Starch 
Worldwide,  finds  that  gop 


tastes  are  more  upscale. 
Maybe  it's  the  liberal  strain 
among  some  Democrats,  but 
more  of  them  (20%  vs. 
10%)  think  a  vegetarian  diet 
is  best.  Still,  slightly  more 
Dems  (14%  vs.  11%)  dislike 
broccoli,  a  la  George  Bush. 


-  tt  v 

THE  FLICK:  / 

returns  usually  are  delayed 
and  skimpy,  or  nonexistent. 

Not  so  for  the  15  black 
businessmen  and  entertainers 
giving  $2.4  million  to  Lee, 
whose  funding  in  recent  proj- 
ects came  from  studios.  Bus. 


PARTISAN  EATING  HABITS 


REPUBLICAN 

MAIN  COURSE  Steak 
SIDE  DISH  Pasta 
FAST  FOOD  Pizza 
ETHNIC  FOOD  Italian 
INDULGENCE    Gourmet  Food 


MAC  ATTACKER: 

Bill  at  Mickey  D's 


FUNNY  BUSINESS  I 

BEWARE  THE 
INFO  HIGHWAYS 

CYBERCROOKS  AREB 

setting  up  shop  on  t  J 
net.  And  one  of  th 
popular  new  scams, 
to  the  National  Co: 
League,  is  the  tim 
ored   pyramid  sc 
which  a  mark  is  gu 
parting  with  "inv 
money  by  promises 
and  signs  up  other 
Then  the  con  artist  v 

Earlier  this  year,  I 
eral  Trade  Commiss 
down  such  an  allege 
Something  called  For 
liance  had  a  home  p, 
promised  profits  of  m 
$5,250  per  month  in  n 
a  8250  investment.  Sc 
fell  for  it  set  up  th 
home  pages  to  entice 
emits.  The  ftc  s; 
scheme  took  in  86  mil 
The  agency  brought  a 
tion  against  two  peo; 
it  says  fled  the  count: 

The  Consumers  Le 
independent  nonprofi 
says  small-business 
are  big  targets.  The 
pay  up  front  for  cc 
gear  or  Net  services 
Web-site  design.  Th 
sometimes  don't  mate 

A  lot  of  con  jobs  ai 
as  hot  business  oppo: 
With  one,  you  pay  $ 
816.000  for  the  priv: 
selling  software  packaj 
among  other  things, 
nior  find  college  schol 
Too  bad  you  earn  n 
near  the  promised  $4. 
month.  Amy 
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JUST  ONE  OF  THE 

MANY  DISTINGUISHED 

GUESTS  YOU'LL  FIND 

ON  KOREAN  AIR 


Legend  has  it  that  the  inventor  of 
champagne  was  a  venerable  old  monk 
by  the  name  of  Dom  Perignon.  Alas 
the  good  Dom  never  experienced 


Korean  Air  service  for  himself.  But 
his  namesake  flies  with  us,  on  every 
trip.  And  our  first  class  passengers 
certainly  enjoy  the  company. 


Dom  Perignon  champagne  is  just 
one  more  pleasant  surprise  you'll 
find  on  Korean  Air,  and  perhaps,  one 
more  reason  you  should  fly  with  us. 


KOREAN  AIR  BEYOND  YOUR  IMAGINATION 


Up  Front 


SLUGFESTS 


C0M8N0  CONNIPTION  OVER  VIDEO  ENCRYPTION? 


A  PROBLEM  WITH  U.S.  EXPORT 

controls  looms  for  digital 
video  disks,  the  next  big 
leap  in  home  entertainment. 

And  that  could 
mean  even 


more  delays 
launching  dvds. 

A  U.  S.  debut  already  has 
been  stalled  by  a  debate  be- 
tween Hollywood  and  manu- 
facturers over  the  level  of 
"encryption"  the  disks  need 
to  thwart  pirates.  The  film- 
makers want  a  very  high  lev- 
el since  recordable  versions 


THE  BIG  PICTURE 


JUNK  GETS 
RESPECTABLE 

Junk  bonds  are  no  longer 
the  poor  relations  of  the 
fixed-income  world.  In- 
flows to  junk  mutual  funds 
now  outpace  those  into 
ultra-safe  Treasury  funds. 
No  wonder.  The  yield 
on  a  10-year  junk  bond 
is  9.7%,  vs.  6,5%  for  a 
comparable  Treasury. 


DATA  INVESTMENT  COMPANY  INSTITUTE. 
KDP  INVESTMENT  ADVISORS 


of  dvd  equipment,  now  un- 
der development,  will  be  able 
to  crank  out  perfect  copies  of 
films,  multimedia  programs, 
and  music. 

In  Japan,  dvd  players  are 
heading  onto  the 
shelves  using  the 
less-strict  level 
that  manufac- 
turers prefer. 
40*  But  the  issue  is 
far  from  resolved 
in  the  American 
market.  In  the  U.  S.,  some 
copyright  lawyers  say,  Wash- 
ington could  bar  exporting 
disks  with  high-level  encryp- 
tion. The  feds  fear  that  crim- 
inals could  strip  the  embed- 
ded software  code  off  dvds 
and  adapt  it  to  make  their 
electronic  dealings  eaves- 
drop-proof. 

The  feds  aren't  talking 
about  the  dvd  problem  now. 
But  the  Motion  Picture  Asso- 
ciation of  America  says  it  will 
continue  to  push  Toshiba  and 
other  manufacturers  for 
stronger  protection.  The 
Clinton  Administration's 
relaxed  software  export 
controls,  unveiled  on  Oct.  1, 
still  would  block  the  dvd  en- 
cryption levels  that  Hollywood 
seeks.  Randi  Feigevbaum 
and  Neil  Gross 


DRAWN  &  QUARTERED 


BREW  NEWS 


WHEN  BAD  THINGS  HAPPEN  TO  GOOD  ST( 


TO  SOME  BEER- 
loving  Ameri- 
cans, Guinness 
doesn't  taste  as 
good  in  the 
U.  S.  as  in  its 
native  Ireland. 
So  Guinness 
Import  Co.  is 
bringing  in 
"pourologists" 
to  show  Yank 
bartenders  how 
it's  done. 

Poured  correctly,  a  pint 
here  should  taste  the  same  as 
in  Ireland,  with  a  creamy 
head  and  a  dense,  rich-tasting 
body.  To  draw  it  right,  hold  a 
clean  glass  at  a  45-degree  an- 
gle and  fill  it  three-quarters 
full  with  39F  to  45F  stout. 
Let  it  sit  for  90  seconds,  then 


LESSON  No.  1:  No  hurry 


hold  th« 
vertical™ 
top  it  oB 
same  g<p 

cans  as  fjg 
GuinnM 

sent  20  m 
aries  inw 
here  sin« 
Five  ml 
due  nexB 
Beer  <§ 
credit  thcl 
much  of  Guinness'H 
growth:  4.7  million  casm 
alents  in  1995,  up  74''| 
1990.  Guinness  isn't  M 
preaching  to  barkeepsjj 
Budweiser — whose  U.  I 
dwarf  Guinness' — lasl 
began  dispatching  il 
pourologists  in  Buc 
vans.  Susan 


PRODUCT  PEEK 

NO  SADDLEBAGS 
ON  THIS  SCREAMER 

THE  MOTORCYCLE  WORLD  IS 

awaiting  the  debut  of  Hon- 
da's sleek  BlackBird,  due  out 
in  November.  Officially  called 
the  CBR1100XX,  the  high-end 
model  is  Honda's  bid  to  over- 
take No.  1  Kawasaki  (31% 
U.S.  market  share)  and  No.  2 
Suzuki  (30%)  in  the  "sport- 
bike"  market.  With  a  28.5% 
share,  Honda  is  only  just 
behind  them  in  the  Japanese- 
dominated  realm  of  sport- 
bikes,  whicii  are  flashy,  rac- 
ing-style  machines. 


EN  ROUTE:  Honda  BlackBird 

The  BlackBird  aims  to 
boost  now-stagnant  sportbike 
sales,  which  make  up  24%  of 
the  $1.9  billion  U.  S.  market 
for  street  bikes.  (Other  street 
cycles  include  so-called  cruis- 
ers, which  are  low-slung, 
high-barred  retro  machines, 
such  as  Harley  Davidsons.) 
Traditionally,  sportbikes  ap- 


pealed to  young 
But  unfavorable  ex 
rates,  among  other 
have    in  recent 
priced  these  bikes 
many  Gen  Xers' 
The  Honda  CBR  600 
bike,  $3,698  in  198 
goes  for  $7,699,  says! 
try  consultant  Don  Brfl 
D.J.  Brown/Associates! 

So  the  BlackBird,  rf 
for  $10,000  to  $11,000, 
geting  wealthy  baby  b( 
At  490  pounds,  riders  s 
relatively  lightweigr 
easy-handling  BlackB 
fers  high-tech  aerodyi 
good  wind  protection, 
comfortable  ride.  Rob 


FOOTNOTES  Households  planning  to  buy  a  personal  computer  in  the  next  six  months:  one  year  ago,  3.9%;  now,  2.3% 
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At  NEC,  we  believe  multimedia  can  be  something  far  more  powerful  than  just  a  CD-ROM  reader  hooked  up 
*  to  your  computer.  We  envision  it  as  a  global  network  that  breaks 

V^ifl  through  the  barriers  of  time  and  space.  A  net- 
work where  people  from  every  corner  of  the 


NEC  ranks  among 
the  top  five  in 
all  three  key 
multimedia 
technologies  - 

And  that's  why  NEC  is  positioned  to  be  the  one,  true  leader  in  multimedia.  We're  semiconductors- 

computers  and 


world  can  communicate  and  work  together  face-to-face. 


the  only  high-tech  company  that  ranks  among  the  top  five  in  all  three  key  multimedia 


communications. 


THE  UNIVERSE 
MAY  BE  EXPANDING, 
BUT  THANKS  TO 
NEC  MULTIMEDIA, 
OUR  PLANET  IS 
DEFINITELY  SHRINKING 


technologies  -  semiconductors,  computers, 
and  communications.  In  fact, 
we  hold  over  29,000  patents 
worldwide  on  everything 
from  video  conferencing  and  3D  graphic 
processors  to  plasma  display  screens  and 
global  satellite  systems. 

So,  how  will  our  multimedia  make  the 
world  a  smaller  place?  For  starters,  business 


people  from  opposite  sides  of  the  world  will  be  able  to  work  together  in  real-time  on  the  same  document.  Then 
there's  our  vision  of  the  Global  College,  where  students  will  be  able  to  attend  on-line  lectures  and  visit  vast  media 
libraries.  Even  medicine  benefits  from  our  advances  in  multimedia.  Thanks  to  our  TeleDoc™  system, 
doctors  from  thousands  of  miles  away  can  be  present  in  complex  surgery  to  offer  guidance 
,  and  advice. 

As  you  can  see,  at  NEC  we  don't  think  of  multimedia  as  simply  connecting  system  components.  We  think  of 
it  as  connecting  people.  For  more  information,  call  1-800-338-9549  or 
reach  us  on  the  Internet  at  http://www.nec.com.     1 11  sl  ' 111  a  £ ' ' Le 
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Value  Migration  OFFERS  EXECUTIVES  VITAL 

STRATEGIC  PRESCRIPTIONS  FOR  TODAY  AND  TOMORROW. 
Slywotzky's  CONCEPTS  DEFINE  A  ROAD  MAP  FOR 

company  growth  and  survival." 

-  Wayne  P.  Jones,  CEO 
International  Pizza  Hut 
Franchise  Holders  Association 


.Adrian  J. 


Buy  the  Book 

At  your  local  bookstore  or  call 
1-800-CEO-READ 

Attend  the  Seminar 

November  14,  1996 

The  Drake  Hotel  •  Chicago 

For  more  information 
phone:  617-330-6890 
email:  seminar@cdiboston.com 
www.corporate-decisions.com 

Corporate  Decisions,  Inc. 

Strategies  ^Growth  in  Changing  Markets 


Asia's  time  is  at  hand.  We  invite  you  to  join  us 
in  realizing  its  potential,  and  yours. 


•  TWvanced  Chi 

MBA  Courses 

»  I 

•  Intensive  Mandarin*  r  <■ 
Business  Communication 
Courses 

•  Field  Study  Expert* 
Related  to  Chi 


JAPAN-FOCUSED  MBA 

•  Core  MBA  Courses 

•  Advanced  Japan-focused 
MBA  Courses 

•  Intensive  Japanese 
Business  Communication 
Courses 

•  Three-month  Internship 


Please  see  our  homepage  at 
http://www.cba.hawaii.edu/jcmba 

Apply  now!  Deadlines  for  some  scholarships  begin  as  early  as 
November  30,  1996. 

JEMBA  and  CHEMBA  are  cooperative  programs  of  the 
University  of  Hawai'i  College  of  Business  Administration  and  JAIMS. 

JEMBA/CHEMBA 
c/o  JAIMS  •  6660  Hawai'i  Kai  Drive  •  Honolulu,  HI  96825  USA 
Tel:  (308)  395-2314,  ext.  0  •  Fax:  (808)  396-7111/7112  •  E-mail:  info@jaims.org 


Hawaii  is  the  Place  to  Study... 

Global  Management  with  a 
Focus  on  Asia 
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Seeing  vitamin  E 

in  a  new  lisht 


While  you  may  know  that  vitamin  E  could  reduce  the  effects  of  a 
some  types  of  cancer,  and  reduce  the  risk  of  heart  attacks,  here's  some 
you  may  not  know:  some  types  of  vitamin  E  are  more  potent  than  others. 

Yat Ural-source  vitamin  K.  the  kind  produced  from  s 


is  ;j(i°o  more  hioavailahle  than  synthetic  vitanii 

Therefore,  natural-source  vitamin  E  will  be  more  effectively  absorbed  by  the  body 
i  can  identify  natural-source  vitamin  E  by  looking  for  d-alpha  tocopherol  on  the  label. 

As  the  world's  largest  producer  of  natural-source  vitamin  E. 
ADM  hopes  we've  shed  a  little  light  on  the  subject. 


ADM 

Supermarket  to  the  world 


Morgan  means  m 


strategic  ad  rice    t>    mergers  6c  acquisitions    •    debt  6c  equity  capital  raising  • 


:cess  to  capital 


When  you  need  capital,  no  firm  offers  you  more  choices  than  J. R  Morgan. 

/Ve're  the  fastest-growing  equity  house  on  Wall  Street.  A  leader  in  cross-border 
and  U.S.  domestic  bond  issues.  A  global  force  in  syndicated  loans,  high-yield 
debt,  asset-based  finance,  and  private  placements.  And,  as  advisor  on  some  of 
the  largest,  most  complex  mergers,  acquisitions,  and  divestitures  of  the  1990s, 
we're  one  of  the  most  innovative  financing  strategists  for  any  kind  of  transaction. 

We  excel  at  supporting  issues  even  in  difficult  markets.  Reaching  the  right  investors, 
anywhere  in  the  world.  Creating  maximum  flexibility  with  proven  risk  management 
techniques.  Investing  our  own  capital  and  expertise  to  help  enterprises  grow. 

And  no  one  is  better  equipped  to  guide  you  to  the  right  market,  because  we're 
at  home  in  all  of  them.  At  J. P.  Morgan,  we  don't  just  offer  you  more  ways  to  raise 
capital.  We  help  you  find  the  way  that's  best  for  you. 

www.jpmorgan.com 


J  P  Morgan 


ves  •  credit  arrangement  &  loan  syndication  •  sales  &  trading  •  asset  management 

©1996  J.P  Morgan  &  Co  Incorporated  J  P  Morgan  Securities  Inc ,  member  SIPC  and  regulated  by  SFA  J  P  Morgan  is  ibe  marketing  name  lor  J  P  Morgan  &  Co  Incorporated  and  its  subsidiaries  worldwide 


Readers  Report 


AIRBUS  AND  BOEING: 
THE  DOGFIGHT  CONTINUES 

Airbus  executive  Rolf  Paie,  who  says 
Boeing  is  out  of  touch  with  its  cus- 
tomers, should  do  some  research  on 
Boeing  ("Booming  Boeing,"  Cover  Story, 
Sept.  30).  He  will  leam  some  valuable 
lessons  on  customer  service,  which  was 
emphasized  by  Boeing  at  a  time  when 
few  companies  engaged  in  research  to 
gauge  customer  needs. 

Boeing  has  done  a  remarkable  job  of 
maintaining  its  leading  role  in  the  com- 
mercial jet  market,  considering  that  Air- 
bus was  largely  funded  from  the  trea- 
suries of  Britain,  France.  Germany,  and 
Spain.  Using  this  money.  Airbus  made 
deals  with  airlines  and  leasing  compa- 
nies that  a  market-financed  company 
like  Boeing  could  not  match. 

Jerome  R.  Bulkan 
Coconut  Creek,  Fla. 

REINVENTING 

THE  ANTIGRAVITY  WHEEL? 

The  story  "Take  that.  Isaac  Newton," 
(News:  Analysis  &  Commentary,  Sept. 
30)  reminded  me  of  an  incident  about  40 
years  ago,  when  I  was  an  engineer  do- 


CORRECTIONS  &  CLARIFICATIONS 

"Climbing  back  after  a  wild  ride"  (Finance. 
Oct.  7)  misspelled  the  name  of  Blame  P. 
Rollins,  portfolio  manager  of  the  Janus 
Equity-Income  Fund. 

"The  soul  of  a  new  horseless  carriage" 
(Books,  Sept.  23)  reported  incorrectly  that 
California  has  dropped  a  rule  requiring  the 
sale  of  non poll uti ng  electric  cars.  The  reg- 
ulations have  been  changed  and  now  take 
effect  in  2003.  instead  of  1998. 


ing  gravity-survey  work  at  the  Franklin 
Institute  Laboratories.  With  a  colleague 
from  General  Electric,  I  visited  Joel 
Fisher  in  New  York  to  look  at  an  appa- 
ratus he  claimed  produced  an  antigrav- 
ity  effect  similar  to  what  you  reported. 

Fisher  was  a  wealthy  businessman 
who  had  reported  his  experiments 
through  the  Gravity  Research  Founda- 
tion. An  earnest  amateur.  Fisher  had 
assembled  a  flywheel  from  the  strongest 
permanent  magnet  he  could  find  and 
spun  it  on  a  vertical  axis  at  high  speed. 
He  claimed  a  sensitive  gravity  meter 
placed  along  the  axis  would  show  a 


small  but  definite  diminution  of  j 
when  the  flywheel  was  spinning, 
had  his  work  checked  by  a  ifc 
physics  professor  (whose  nameM 
get),  who  was  very  puzzled  bJn 
seemed  to  be  a  real  effect  withoB 
conventional  explanation.  Fishjj|- 
lieved  gravity  and  a  rotating  mafe 
field  were  intimately  related. 

The  demonstration  Fisher  prfc 
us  ended  in  comic  fiasco,  unfortupt 
as  the  automobile  engine  he 
spin  the  flywheel  blew  up  and  s^ 
audience  running.  I  never  heard 
Joel  Fisher,  and  I  often  woj 
whether  he  had  further  success. 

Earnest  amateurs  are  hard 
these  days,  and  that's  too  bad. 

William  C.jbi 
Blue  Bfe- 

SNOOPING  ISN'T 

AN  ONLINE  PHENOMENON 

I  have  been  deluged  lately  wit  a: 
cles  and  stories  concerning  the  nil 
line  service  offered  by  Lexis-NexiM 
line  prying  made  easy,"  Up  FrontB 
30).  I  am  a  private  investigator  m 
orado.  I  have  used  online  servicesfi 
years,  and  I  have  provided  my  m 


ervices  to  the  public  for  nine 
am  in  a  constant  battle  with  in- 
5  and  businesses  over  the  issue 
:curacy  and  privacy  of  informa- 
jj  is  available  on  them,  especial- 

The  information  has  been  and 
will  be  available.  Online  avail- 
s  faster  and  more  expensive, 
not  always  accurate, 
nformation  provided  by  Lexis- 
combines  information  from 
that  are  only  as  reliable  as  the 
ion  provided  to  them.  This  same 
ion  can  be  obtained  from  a  dili- 
id  thorough  search  of  public 
in  almost  every  state,  with  Cal- 
ling a  general  exception, 
hould  not  assume  our  private 

invaded  only  by  computer  sys- 
person  willing  to  commit  fraud  is 
y  to  use  legitimate  means  (espe- 
len  he  would  have  to  pay  an  on- 


line service  by  credit  card)  to  begin  an  il- 
legitimate operation.  Personal  informa- 
tion is  available  in  ways  much  more  like- 
ly to  be  accessed  for  illegitimate  uses. 

Dean  A.  Beers 
Owner 

Pro-Serve  Investigative  Services 
Laporte,  Colo. 

HOW  TO  HELP 

INVESTORS  GAUGE  RISK  

In  the  commentary  "It's  simple:  Make 
fund  managers  spell  out  the  risk"  (Fi- 
nance, Sept.  30),  you  say  "a  forward- 
looking  description  of  fund  risk"  has  "got 
to  be  an  improvement  on  the  history 
lesson  investors  get  now."  We  whole- 
heartedly agree. 

Standard  &  Poor's  introduced  just 
such  a  risk  measurement  for  bond  funds 
two  years  ago.  To  date,  some  88  funds 
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have  been  rated  at  the  request  of  31 
sponsors.  Unfortunately,  as  your  article 
points  out,  some  regulatory  and  vested 
interests  are  reluctant  to  change.  The 
National  Association  of  Securities  Deal- 
ers has  yet  to  approve  the  inclusion  of 
these  ratings  in  fund  sales  material,  and 
the  Investment  Company  Institute  is 
lobbying  hard  against  them.  But  we 
agree  with  business  week — and  the 
fund  sponsors  who  today  are  providing 
these  ratings — that  the  ratings  benefit 
investors  by  providing  better  disclosure 
and  hence  more  realistic  expectations. 

Leo  C.  O'Neill 
President  and  Chief  Rating  Officer 
Standard  &  Poor's  Ratings  Services 
New  York 

Editors'  note:  Standard  &  Poor's  Rat- 
ings Sewices  and  business  week  are 
both  units  of  The  McGraw- Hill  Com- 
panies, Inc. 

I  read  with  interest  Jeffrey  M.  Lader- 
man's  article  on  mutual-fund  risk  disclo- 
sure. On  one  hand,  I  am  in  complete 
agreement  with  the  intent  of  the  Finan- 
cial Economists  Roundtable — investors 
should  understand  what  strategy  is  being 
followed  by  a  fund  manager  and  should 
expect  continued  adherence  to  that  strat- 
egy. In  fact,  that  is  a  mainstay  of 
Delaware  Group's  philosophy  of  investing. 

On  the  other  hand,  the  idea  of  month- 
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numerous  semiconductors  are  among  the  standard  equipment  that  help  make  vehicles  today  more  safe,  comfortable 
i  environmentallv  friendly.  From  automotive  electronics  to  wireless  communications,  Motorola  powers  innovative  solunons  that  enable  your  success. 
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ly  reporting,  measurement  against  more 
complex  indices,  and  projections  of  risk 
(and,  one  can  assume,  rewards)  against 
these  indices  would  not,  in  my  opinion, 
ensure  greater  understanding.  In  fact, 
the  idea  of  projecting  future  perfor- 
mance, positively  or  negatively,  is 
fraught  with  the  danger  of  creating  false 
expectations. 

Perhaps  the  best  safeguard  against 
a  wayward  fund  manager  is  the  profes- 
sional financial  adviser — -the  person  an 
unsophisticated  investor  has  come  to 
know  and  trust.  The  financial  adviser 
should  be  intimately  aware  of  a  fund 
manager's  reputation  and  the  strategy 
followed  over  time.  More  reporting  and 
performance  projections  will  add  to  the 
confusion  facing  mutual-fund  investors, 
and  it  will  do  little  to  correct  a  per- 
ceived problem  of  questionable  scope. 

Keith  E.  Mitchell 
President  and  ceo 
Delaware  Group 
Philadelphia 

WHERE  FAMILY 

DOESN'T  FINISH  LAST  

Because  many  of  our  company's  clients 
are  in  the  chemical  processing  industry, 
our  creative  team  talks  about  technology 
at  the  weekly  Monday  morning  agency 
meeting.  But  a  recent  meeting  was  de- 


voted to  a  discussion  of  business  week's 
article  "Balancing  work  and  family"  (Cov- 
er Story,  Sept.  16). 

It's  our  opinion  that  we  belong  at  the 
head  of  the  class  when  it  comes  to  man- 
aging work  and  family.  This  stems  from 
the  family-friendly  work  ethic  of  Bill 
McLaughlin,  owner  and  president  of 
McLaughlin  &  Morgan  Inc.  When  he 
began  his  business  nine  years  ago,  he 
promised  himself  that  members  of  his 
organization  would  get  complete  free- 
dom to  arrange  work  around  family  life. 

The  agency  is  staffed  with  four  pro- 
fessional chemical  engineers,  each  one  a 
mother,  with  children  ranging  in  age 
from  2  to  17.  I'm  one  of  those  engi- 
neers, and  I  have  never  missed  a 
kindergarten  graduation  or  a  science 
fair  at  school.  I  work  harder  at  this  job 
than  at  any  I've  had  before.  There  is  no 
question  whether  I  can  be  with  my  son 
when  he  runs  a  fever,  so  this  job  and 
the  success  of  the  organization  are 
tremendously  importanl  to  me. 

Does  Bill  McLaughlin  bite  his  lip 
when  I  call  in,  on  the  day  of  a  major 
client  meeting,  to  say  that  in  the 
predawn  hours  a  child  awoke  with 
chicken  pox?  Perhaps.  But  his  concern  is 
for  my  child  and  for  me  when  he  tells 
me  not  to  worry  because  the  rest  of 
the  team  will  present  the  technical  pa- 
per I  was  to  deliver. 


Congratulations  to  busineI 
for  taking  the  initiative  to  w\ 
the  Center  on  Work  &  Ft 
Boston  University  to  uncover! 
ers'  best  practices  in  balancij 
and  family  commitments. 

Margaret  j 
Account 
McLaughlin  &  Moil 
Phil 
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ry  S.  Becker  and  Guity  Nashat  Becker 
aw-Hill  •  329pp  •  $25 


TICKING  TIME  BOMBS 

Edited  by  Robert  Kuttner 
New  Press  •  350pp  •  $14 


IT-SO-DISMAL  SCIENTISTS 


vo  new  collections  by  writers  of 
BUSINESS  week's  Economic 
point  column  consider  subjects 
tried  as  baseball  and  the  decline 
pic  life,  and  from  affirmative  ac- 
to  "couch  potato  democracy." 
ry  S.  Becker's  book,  The  Eco- 
cs  of  Life,  includes  more  than 
if  his  Economic  Viewpoint 
ins  written  since  1985. 
e  collection,  the  1992 
(1  laureate  demon- 
es  his  well-known  tal- 
or  extending  ever  fur- 
the  frontiers  of 
)mics. 

cker  weighs  such 
;ions  as:  "Why  not  let 
grants  pay  for  speedy 
r?"  and  "Why  don't  we 
■  schooling  as  much  as 
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the  Asians  do?"  He  terms  the  Na- 
tional Collegiate  Athletic  Assn.'s 
policy  against  paying  college  ath- 
letes a  "serious  restraint  of  trade." 
And,  reflecting  on  the  spread  of  le- 
galized gambling,  he  avers  that  it 
probably  won't  prove  to  be  a  tax 
windfall  but  should  be  a  setback  to 
organized  crime. 

Becker  says  he  began 
writing  his  columns  both 
to  influence  public  policy 
and  to  reach  a  broad  audi- 
ence. He  also  believes 
"students  have  unneces- 
sary difficulties  learning 
economics  because  text- 
books generally  do  not 
have  enough  good  exam- 
ples of  real-world  applica- 
tions "  In  these  pieces, 


Ticking  Time 
Bombs 


the  real  world  is  very 
much  at  hand. 

Robert  Kuttner's 
Ticking  Time  Bombs  is 
a  collection  of  essays 
from  The  American 
Prospect,  a  journal  Kut- 
ner  co-edits.  Tracking  a 
host  of  deferred  prob- 
lems, along  with  the  "ill- 
considered"  remedies 
being  offered  in  Washington,  Kut- 
tner says  that  only  by  reestablishing 
an  "activist  government  and  robust 
politics"  can  the  U.  S.  avoid  a  soci- 
etal explosion. 

Among  the  contributors  analyzing 
"the  new  conservative  assaults  on 
democracy"  are  Massachusetts  Insti- 
tute of  Technology  economist  Lester 
Thurow  (on  the  "corrosive"  war 
against  inflation),  Harvard  Universi- 
ty sociologist  Theda  Skocpol  (on  the 
decline  of  volunteerism),  and  Colum- 
bia University  historian  Alan  Brink- 
ley  (on  "liberalism's  third  crisis"). 
Kuttner  provides  an  introduction 
that  ties  the  essays'  many  themes 
together.  □ 
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Books 


AGAINST  THE  GODS 

The  Remarkable  Story  of  Risk 

By  Peter  L.  Bernstein 
Wiley  383pp.  $27.95 


THE  CLOSEST  THING 
TO  A  CRYSTAL  BALL 


Statisticians,  in  the  telling  of  Peter 
L.  Bernstein,  are  nothing  less  than 
Promethean  heroes.  He  argues 
that  the  people  who  mastered  the  cal- 
culation of  probabilities,  beginning  in 
16th  century  Italy,  stole  from  the  gods 
something  more  precious  than  fire — 
namely,  the  understanding  of  risk.  We 
can't  see  the  future,  of  course,  Bern- 
stein writes  in  Against  the  Gods:  The 
Remarkable  Story  of  Risk.  But  by  cal- 
culating probabilities,  we  can  do  the 
next  best  thing:  make  intelligent  deci- 
sions— and  take  control  of  our  lives — on 
the  basis  of  scientific  forecasts.  The  mas- 
tery of  risk  is  the  foundation  of  modern 
life,  he  contends,  from  insurance  to  the 
stock  market  to  engineering,  science, 
and  medicine. 

Against  the  Gods  sets  up  an  ambi- 
tious premise  and  then  delivers  on  it. 
This  is  a  lively,  panoramic  book  that  in- 
cludes tales  of  everyone  from  Omar 
Khayyam  to  Florence  Nightingale  to 
Daniel  Ellsberg.  Khayyam,  the  poet, 
was  also  a  mathematician.  Nightingale, 
the  nurse,  once  offered  to  fund  a  chair 
in  applied  statistics  at  Oxford  Universi- 
ty. And  Ellsberg,  the  Defense  Dept.  an- 
alyst who  leaked  the  Pentagon  Papers, 
specialized  in  the  behavioral  psychology 
of  risk-taking. 

Bernstein  argues  that  the  mastery  of 
risk  is  what  divides  modern  from  an- 
cient times.  The  ancient  Greeks,  for  ex- 
ample, adept  as  they  were  with  num- 
bers, regarded  mathematics  as  belonging 
to  a  higher  plane,  unsuited  for  the 
messiness  of  daily  life.  Amazingly,  Bern- 
stein says  of  dice-rolling:  "Though  peo- 
ple played  these  games  with  insatiable 
enthusiasm,  no  one  appears  to  have  sat 
down  to  figure  the  odds."  Anyone  who 
did  would  have  cleaned  up. 

Someone  who  did  try  to  clean  up  is 
Bernstein's  first  hero,  Girolamo  Car- 
dano,  a  Milanese  bom  around  1500  who 
was  not  only  a  famous  physician  but  a 


compulsive  gambler.  His  vice  led  to  his 
greatest  achievement:  publishing  the 
first  serious  work  to  lay  out  the  statis- 
tical principles  of  probability. 

From  then  on,  things  happened  quick- 
ly. Over  the  years,  the  field  of  risk  at- 
tracted such  giants  as  Galileo,  Pascal, 
Newton,  Gauss,  Poincare,  von  Neumann, 
and  Keynes.  All  of  them  come  alive 
here.  Blaise  Pascal,  for  instance,  is  re- 
membered as  a  religious  philosopher. 
But  as  a  youthful  mathematician,  he 
teamed  up  with  Pierre  de  Fermat— 
famed  for  the  mathematical 
puzzle  known  as  Fermat's 
last  theorem — on  a  solution 
to  an  old  conundrum:  how 
to  divide  the  stakes  of  an 
uncompleted  gambling 
game.  With  its  implications 
for  prediction  in  other 
fields,  Bernstein  says,  Pas- 
cal and  Fermat's  solution 
became  "the  cornerstone  of 
modem  insurance  and  other 
forms  of  risk  management." 

Confidence  in  probability 
and  statistics  reached  a 
high-water  mark  in  the  Victorian  era. 
By  the  20th  centuiy,  confidence  waned  a 
bit.  Long-run  averages  aren't  always 
helpful,  John  Maynard  Keynes  famously 
observed,  because  "in  the  long  run,  we 
are  all  dead." 

Next  to  take  a  crack  at  risk  were 
game  theorists,  led  by  John  von  Neu- 
mann, the  mid-century  genius  of  bomb- 
making  and  computing.  Game  theory 
presented  life  as  a  contest  in  which  peo- 
ple seek  to  maximize  rewards  and  min- 
imize risks — while  others  do  the  same, 
often  with  conflicting  objectives.  Many 
game  theorists  repeated  a  mistake  of 
the  Victorians,  by  having  too  much  faith 
that  human  behavior  could  be  modeled 
mathematically.  Still,  their  insight  paved 
the  way  for  modern  portfolio  theory, 
which  says  diversification  reduces  risk. 
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Harry  Markowitz  put  forth  thjjthi 
at  age  25  in  a  1952  paper  in  the 
of  Finance. 

Bernstein  brings  Against 
up  to  the  present  with  an  a 
how  some  skeptical  researche 
ning  with  the  Israeli-bom  psyc 
Amos  Tversky  and  Daniel  K 
in  the  1950s — trashed  the  class 
el  of  rationality  by  exploring  ho 
actually  behave  in  risky  situati 
bottom  line:  People  behave  irr 
even  when  they  know  they  are 
Bernstein  relates  an  anecdote 
distinguished  Soviet  professor 
tics  who  showed  up  at  an  air-r 
ter  during  a  German  bombard 
til  then,  he  had  scoffed  at  the 
of  being  hit.  What  changed  h 
"Look,"  he  explained.  "There  a 
lion  people  in  Moscow  and  one 
Last  night,  they  got  the  eleph: 
Like  Girolamo  Cardano,  B 
himself  is  a  Renaissance  man.  H 
only  an  author — Against  the  Gom 
sixth  book — but  a  o 
Wall  Street  econorrp- 
consults  for  institutp 
vestors    and  eonjji 
Against  the  Gods  \M 
with  tidbits  of  mod* 
nomic  research  and  m 
ries  from  Bemstein'slft; 
career,  which  makeffl 
enchanting  blend  offe 
and  investment  advi|J 
Bernstein  clearly  ■ 
this  stuff.  In  a  chaft 
derivatives,  he  devcS 
pages  to  describing® 
tricate  "cotton  loan"  issued  in  $$ 
the  Confederacy.  Then,  he  launc 
the  principles  behind  the  model 
proper  pricing  of  options  that 
veloped  in  the  1960s  by  Fischei 
Myron  Scholes,  and  Robert  C.  I 
After  the  early  chapters,  the 
much  here  outside  of  finance,  \ 
clearly  Bernstein's  main  interes 
within  finance,  Bernstein  give 
shrift  to  important  topics  such  as 
Carlo  analysis,  which  uses  coi 
generated  random  numbers  to  s 
tractable  problems.  But  that' 
Bernstein  covers  plenty  of  grouil 
is.  And  he  does  so  with  the  vfvl 
someone  who  has  lived  his  subjic. 
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BERNSTEIN  ARGUES  THAT  MASTERY  OF  RISK  li 
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STANDARD 

Full-width  Neon-lighted  Rear  Taillamp  Applique 

STANDARD 

Electronic  Compass 

STANDARD 

Outside  Mirrors  w/Securitv  Lamps  and  Turn  Signal  lndi 

caiors  STANDARD 

Reverse  Till-down  Outside  Minors 

STANDARD 

Speed -dependent  Ride  Height  Adjuster 

STANDARD 

Concealed  Radio  Antenna 

STANDARD 

Overdrive  Lockout 

STANDARD 

Illuminated  Interior  Door  Handles 

STANDARD 

Manufacturer's  Suggested  Retail  Price 

$36,950 

$38,830 

Equipment  Standard  on  Lincoln  Mark  VIII  and 

Full  Center  Console 

Optional  on  Cadillac  Eldorado 

Leather  Sealing  Surfaces 

Electronic  Compass 
Anti-ihefl  Alarm 
Auto-dimming  Driver-side  Mirror 
Dnver/Passenger  Power  Lumbar 
Universal  Garage  Door  Opener 
Memory  Features 
Eleclrochromic  Mirrors 

Options  Pnce 

$2,162 

Manufacturer's  Suggested  Retail  Pnce, 
Comparably  Equipped 

$36,950 

$40,992 

Buv  a  Lincoln  Mark  VIM  and  Save 

$4,042 

LINCOLN 

What    A    Luxury    Car    Should  Be 
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si  E  W  INVESTOR'S  ADVANTAGE^ 


erican  Express  introduces  online 
vesting  for  the  next  millennium. 


Experience  the  most  complete 
internet    trading  network. 

Backed  by  the  service  and  support  you  expect 
from  American  Express.  InvestDirect,  from  just 
$26.95  an  equity  trade* 


FROM 

26" 

a  trade 


Take  advantage   of   the   most  comprehensive 
research   tools  ever   assembled  on   one  site.  Make 

smarter  investment  decisions  with  real-time  access  to  breaking  news  and  financial 
data.  InvestDirect/pt  with  power  tools,  from  just  $34.95  an  equity  trade*  And 
greater  discounts  for  frequent  traders. 


Click   into  the  next  millennium. 

Visit  our  website  and  try  our  free  demo.  Open  your  online  account  today. 


Financial 
Direct 


800-658-467  7,  ext.  104 


TRY 


FREE 


Visit     our    web  site 


now 


iw.ameri  canexpress.com/di  rect 


•stDirect:  $26. 95 Jor  each  equity  trade,  InvestDirect/pt:  $34. 95  for  each  equity  trade,  $29.95  with  frequent  trader  discount  beginning  after  10  equiti  tradc\  in  a  12  month 
it  all  trades,  add  $0,005  Jor  each  share  up  to  1 ,000  and  $0.025 Jor  each  share  thereajter.  The  advertised  commission  rates  do  not  apply  to  bonds,  options  or  mutual Junds.  Trade 
for  bonds  and  options  must  be  made  by  telephone.  There  may  be  fees  Jor  special  services  or  under  certain  conditions.  Please  consult  the  commission  schedule  for  more  information. 

American  Express  Service  Corporation.  Inc.,  member  NASD  and  SIPC. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

LOVE  THOSE 
PLUG-INS 


Free  media  players 
and  other  programs 
off  the  Net  enhance 
the  Web  experience 

1 discovered    the  World 
Wide  Web  in  its  infancy, 
three  years  ago  or  so, 
and  the  first  browser  I  used 
was  a  simple  thing  called 
Lynx.  All  Lynx  did  was  dis- 
play text,  and  I  could  zoom 
around  the  Web  by  clicking 
on   underlined  hyperlinks. 
We've  come  a  long  way  to 
the  Netscape  Navigators 
and  Microsoft  Internet 
Explorers  of  today,  huge 
and  complex  programs 
that  play  music,  show 
movies,  and,  yes,  dis- 
play text. 

Browsers  have  been 
able  to  acquire  these 
abilities  largely  because 
they  were  designed  to 
use  other  programs  to  do 
part  of  the  work.  First 
there  were  "helper  applica- 
tions," then  "plug-ins,"  and 
now  "ActiveX  controls."  The 
technical  differences  among 
these  free-for-the-download- 
ing  pieces  of  software  don't 
matter  much  to  users,  and 
people  tend  to  refer  to  all  of 
them  as  "plug-ins." 
PRETTY  PAGES.  Here's  a  look 
at  some  worthwhile  plug-ins. 
But  first,  how  do  you  know 
if  you  need  a  plug-in,  and 
how  do  you  get  one?  The  an- 
swer depends  on  the  brows- 
er you're  using.  If  you  click 
on  a  .  link  to,  say,  a  Real- 
Audio broadcast  in  Netscape 
Navigator  and  don't  have  a 
RealAudio  player,  the  brows- 
er will  give  you  a  link  to  a 
site  that  offers  the  software 
for  download  and  instruc- 
tions for  installation.  Internet 


Explorer  3.0  automates  this 
multistep  process,  stopping 
only  to  ask  if  you  want  to 
install  the  plug-in.  Most 
plug-ins  come  in  versions  for 
all  computers  and  operating 
systems. 

Acrobat  Reader  from 
Adobe  Systems  Inc.  (www. 
adobe.com)  is  one  plug-in  I 
find  indispensable.  Web  pages 
usually  look  terrible  when 
they're  printed,  so  many  Web 
sites  offer  important  docu- 


ments, 
such  as 
product  de- 
scription sheets  or  technical 
papers,  in  Acrobat  format. 
With  the  proper  plug-in,  you 
can  view  the  pages  in  your 
browser — and  get  profession- 
al-quality printouts. 

Other  plug-ins  are  a  lot 
more  fun.  RealAudio  from 
Progressive  Networks  (www. 
realaudio.com)  lets  you  lis- 
ten to  an  audio  file  as  it  is 
being  downloaded  rather 
than  wait  until  it's  stored  on 
your  computer.  This  allows 
Internet  broadcast  of  a  press 
conference  or  a  ball  game.  A 
connection  as  slow  as  14.4 
kilobits  per  second  gives  ac- 


ceptable, if  somewhat  chop- 
py, sound;  28.8  is  a  lot  better. 
Version  3.0  of  the  player, 
now  in  final  testing,  promises 
much-improved  sound  quali- 
ty, though  RealAudio  does 
not  get  much  better  than  am 
radio. 

The  ShockWave  player  lets 
you  view  multimedia  anima- 
tions created  with  Macro- 
media Director.  This  is  a  fa- 
vorite tool  of  Webmasters 
seeking  to  liven  their  pages, 
and  ShockWave  animations 
are  fun  and  sometimes  even 
informative.  Check  out  www. 
macromedia.com  and  www. 
realaudio.com  for  links  to 
dozens  of  sites  that  show  off 
the  plug-ins. 

VIRUS  ALERT.  In  the  movie 
vein,  Apple  Computer  Inc.'s 
QuickTime  plug-in  (quicktime. 
apple.com)  has  become  the 
Web  standard  for  displaying 
downloaded  clips  for  both 
Windows  and  Macintosh. 
The  Web's  next  frontier 
is  3-D  virtual  reality.  Slow 
networks  and  a  lack  of 
standards  have  meant  that 
most  efforts  are  little  more 
than  technology  demon- 
strations, but  they're 
worth  a  look  never- 
theless. Netscape 
users  should  check 
out    Live3D,  at 
home.netscape.com. 
And  anyone  running 
Windows  95  or  NT 
with  either  browser  might 
try    Microsoft's  Surround 
Video,  at  carpoint.msn.com. 

One  word  of  warning 
about  plug-ins:  You  risk 
viruses  and  other  problems 
whenever  you  run  down- 
loaded software.  Internet  Ex- 
plorer includes  a  feature  that 
certifies  that  the  software  you 
download  really  is  coming 
from  Adobe  (or  whomever), 
but  it  cannot  guarantee  that 
it's  virus-free.  Your  best  in- 
surance for  that  is  good  an- 
tivirus software. 

With  that  caution  in  mind, 
go  ahead  and  explore.  Some 
plug-ins  are  must-haves, 
others  are  just  fun.  Together, 
they  are  daily  expanding  the 
horizons  of  the  Web. 


PRINTERS 
DYE  HARD 

In  response  to  a  recentol- 
umn  on  inkjet  printers  iepi 
23),  John  H.  Fletcher  of, 
Marblehead,  Mass.,  wa» 
that  some  inks  are  not! 
resistant  and  can  caust 
ble  if  used,  say,  to  addfs 
envelopes.  He's  right,  njs 
ing  older  printers  and 
low-end  current  models! 


inkjets  used  water-solu 
dye-based  inks  that  ten 
run  when  wet.  These  hai 
largely  been  replaced  b; 
stable  black  pigment  in 
Industry  leader  Hewlett- 
Packard  says  the  black 
used  in  all  current  Desk 
models  except  the  400 
are  water-resistant  pigr 
though  colors  are  less  1 
in  the  rain.  No.  2  Canon 
puter  Systems  says  all  ( 
BubbleJet  inks,  black  ar 
or,  are  water-resistant 


THE  WEB 
SEARCH  SMIRCH 

Several  readers  noted  tr 
Sept.  30  column  on  a 
search  tool  called  EchoS 
failed  to  mention  that  it 
only  on  Windows  95  or  n 
publisher,  Iconovex,  say; 
Mac  version  should  be  g 
by  yearend,  and  a  trial  e 
will  be  available  sooner 
www.iconovex.com.  But  't 
dows  3.1  users  are  probl 
out  of  luck.  The  program-- 
written  in  Java,  and  vari 
problems  have  so  far  pro 
ed  a  successful  Window: 
implementation  of  Java. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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EVER  SINCE  Alex  Martinez 

switched  to  STATE  FUND, 

HE'S  SWEATING  OVER  SOMETHING 
OTHER  THAN  THE  DETAILS. 


Why  DOES  A  GREAT  DEAL  ON  A  new  CAR 
LOOK  BETTER  IN  THE  NEWSPAPER  THAN  IT  dL 

IN  THE  SHOWROOM?  L 

You're  thumbing  through  the  newspaper  when  you  find  it.  The  perfect  I 
At  the  perfect  price.  But  when  you  walk  into  the  dealership,  well,  something 
is  missing.  Like  all  the  features  you  really  wanted.  The  fact  is,  the  car  yoif 
looking  for  is  really  thousands  of  dollars  more  than  what  you  expected  to  pel 
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At  General  Motors,  we  figured  there  had  to  be  a  simpler  and  more  straight- 
>ard  way  to  find  a  good  deal.  So  we  came  up  with  a  new  way  to  shop  for  your 
-  car  or  truck  called  Value  Pricing. 

Instead  of  bare-bones  vehicles,  you'll  find  models 
with  the  features  most  people  say 
they  need  already  included  for  one 
low  sticker  price.  Things  like 


anti-lock  brakes.  Air  conditioning. 
Airbag.  24-hour  roadside  assistance,  a 
single  Bumper -to -Bumper  Warranty  and  more. 
Oh,  there  are  some  things  you'll  have  to  do 
without,  like  the  traditional  sales  routine,  like  confusing  rebates, 
ember,  the  best  features  are  already  included  for  one  low  sticker  price.  A  lot 
than  the  competition  on  most  comparably  equipped  cars,  in  fact.  Because  it's 
ncluded  in  the  sticker  price,  you  can  make 
}r  comparisons  to  the  competition  and  judge 
e  for  yourself. 
Whether  you  buy  or  lease,  there  are  more 
80  different  Value  Priced  Chevrolet,  GMC, 
iac,  Oldsmobile,  Buick  and  Cadillac  models  to  choose  from.  Every  one  of  them 
'sents  a  simpler  approach  to  getting  a  good  deal.  And  that's  an  idea  that  looks 
on  paper- and  looks  even  better  in  person. 


Ml 

i 

n 

d     s     m  o 


i  I 


General  Motors 

www.  gmval  u  epricing.com 

©J996  Central  Moton  Corporation.  Ah/vp  mar  your  ufttf  belts.  Even  with  airbags.  Set  your  dealer  far  warranty  details. 

u      i     c     k         •  Cadillac 


AyalaAvenue,  corner  Makati  Avenue ;Makati  City  1200,  Metro  Manila,  Philippines  Tel  (63  2)8138888  Fax  (632)8135499 
Fo,  reservattons,  call  your  travel  consultant  or  USA  *  Canada  - 1  800)  942  5050  Internet:  http//www  Shangn-La  com 
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SINGAPORE 


SURABAIA 


TAIPEI 


VANCOUVER 


K  I  N  AH  A  I  U  •  k  U  \  L  A  LI' Jj 
X  I  A  N    •    Y  A  N  C.  D  N      F  M  ' 


onomic  Viewpoint 


\RY  S.  BECKER 


SOCIAL  SECURITY  LESSON 
tOM  ARGENTINA 
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ecker,  the  1992  Nobel 
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Since  1989,  Argentina  has  rapidly  intro- 
duced revolutionary  reforms  that  have 
greatly  reduced  government  regulations 
and  controls.  Privatization  of  its  social  secu- 
rity system  is  the  most  important  step  of 
the  past  couple  of  years.  Argentina's  experi- 
ence demonstrates  that,  even  under  very  dif- 
ficult economic  circumstances,  a  nation  can 
successfully  convert  from  a  pay-as-you-go 
(payg)  social  security  system  to  a  competitive 
private  pension  plan  with  individual  retire- 
ment accounts. 

A  payg  system  taxes  workers  to  pay  ben- 
efits to  currently  retired  persons.  The  com- 
bined social  security  tax  on  employees  and 
employers  in  Argentina  had  reached  50%  of 
wages,  a  crushing  burden  that  discourages 
companies  from  hiring  workers.  Private  em- 
ployment has  stagnated,  and  the  unemploy- 
ment rate  is  up  to  17%. 

To  avoid  high  social  security  taxes  and 
onerous  labor  market  regulations,  many 
workers  and  companies  operate  in  the  illegal 
underground  economy.  Argentinean  econo- 
mists estimate  that  nearly  half  of  all  workers 
have  either  illegal  or  informal  jobs. 

Since  so  many  workers  do  not  pay  social 
security  taxes,  the  ratio  of  retired  persons  to 
workers  paying  social  security  taxes  has 
been  nearly  1-to-l,  among  the  highest  in  the 
world.  This  created  a  vicious  cycle  as  high 
social  security  taxes  in  the  legal  economy 
shifted  workers  into  the  underground  one, 
forcing  still  higher  taxes  in  the  legal  econo- 
my and  encouraging  further  shifts  into  the  il- 
legal one. 

The  privatization  program  that  started  in 
1994  gives  workers  the  option  of  either  re- 
maining in  the  old  system  or  placing  their 
old-age  contributions — prescribed  at  no  less 
than  11%  of  their  wages — into  one  of  many 
private  pension  companies.  Over  60%  of 
workers  have  chosen  a  private  fund. 

Workers  with  their  own  accounts  accumu- 
late retirement  assets  as  they  add  to  their 
contributions  and  as  they  earn  interest  and 
dividends  on  the  fund's  investments.  The 
funds  have  invested  mainly  in  government 
bonds,  but  they  will  allocate  more  of  their  as- 
sets toward  private  equities  and  bonds  as 
the  Argentine  economy  recovers  from  its 
current  depression.  Their  investments  in  pri- 
vate stocks  and  bonds  will  expand  the  Ar- 
gentine capital  market.  High  rates  of  return 
on  these  retirement  funds  should  also  great- 


ly raise  Argentina's  savings  rate.  To  prevent 
excessive  risk,  the  government  regulates  the 
allocation  of  pension-fund  assets. 

All  employer  social  security  contributions 
still  are  used  to  finance  benefits  to  retired 
persons.  But  notwithstanding  the  need  both 
to  pay  current  retirement  benefits  and  to 
build  up  new  accounts  for  workers,  the  com- 
bined employer  and  employee  social  security 
levy  has  been  cut  by  some  10  percentage 
points.  The  higher  yield  on  private  pension 
investments  means  that  workers  with  pri- 
vate accounts  can  contribute  less  than  they 
did  under  the  old  system  and  still  expect  to 
receive  larger  benefits  when  they  retire. 
Moreover,  employee  social  security  payments 
are  no  longer  a  tax  but  an  investment  in  re- 
tirement income,  so  some  workers  are  leaving 
the  underground  economy  for  the  legal  sector. 
This  adds  to  employer  contributions  to  the 
payg  system. 

CHICKEN  LITTLES.  Economists  tend  to  worry 
about  the  transition  from  a  payg  system  to 
private  social  security.  But  Argentina  is  show- 
ing, as  Chile  has  successfully  demonstrated 
for  15  years,  that  the  transition  can  be  man- 
aged rather  easily,  despite  the  apparent  "dou- 
ble taxation,"  because  a  private  system  is  so 
much  more  efficient  than  a  payg  system. 

Still,  naysayers  continue  to  claim  that  it  is 
not  advisable  for  the  U.  S.  and  Europe  to 
privatize  their  social  security  systems  and 
to  frighten  retirees  into  believing  that  bene- 
fits will  be  reduced  under  a  privatized  sys- 
tem. In  fact,  the  transition  should  be  far  eas- 
ier in  the  U.  S.  and  Europe  than  in 
Argentina,  since  the  former  have  much  more 
developed  capital  markets.  Also,  tax  rates 
needed  to  sustain  benefits  to  retirees  would 
not  have  to  be  so  high,  since  Europe  and 
the  U.  S.  have  more  workers  supporting  re- 
tirees. It  will  become  more  difficult  the 
longer  these  nations  wait,  since  the  number 
of  older  retirees  is  growing  faster  than  the 
number  of  workers. 

The  developed  countries  should  feel  hum- 
bled by  the  fact  that  two  emerging  coun- 
tries have  pioneered  the  privatization  of  so- 
cial security.  Both  retired  persons  and 
workers  in  advanced  nations  would  welcome 
such  privatization  if  they  knew  how  suc- 
cessful the  transformation  has  been  in  Ar- 
gentina, a  nation  with  far  more  difficult  eco- 
nomic problems  than  the  most  stagnant 
European  economy. 


Will  the  warranty  expire 
on  the  truck  ride  over? 


Just  How  Worried  Are 

You  About  Choosing 
the  Right  Business  PC? 

Picking  a  PC  for  your  company  raises  a  lot  , 
of  questions.  Questions  that  we  can  answer. 
To  see  why  HP  PCs  make  good  business 
sense,  call  us  at  8Q0-322-HPPC,  Ext.  1876* 
Or  visit  http://www.hp.com/go/vectra. 


FROM  $1  J  JO 
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Will  they  be  outdated 
before  the  check  clears? 


<ou  need  to  issue  new 
to  afford  them? 
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Will  they  decide 
to  quit  7i,ght 
on  the  spot? 


Is  there  a  seruice  center 
in  your  time  zone? 


HEWLETT 
PACKARD 


Economic  Trends 


BY  GENE  KORETZ 

A  HIDDEN  SOURCE 
OF  EFFICIENCY 

Pollution  laws  boost  productivity 

Critics  of  environmental  regulations 
and  the  huge  costs  these  regulations 
entail  for  industry  claim  the  rules  have 
substantially  contributed  to  America's 
sharp  productivity  slowdown  since  the 
early  1970s.  Now  a  study  by  economists 
at  the  World  Resources  Institute  offers 
strong  evidence  that  this  view  is  based 
on  a  faulty  measure  of  productivity. 

Total,  or  multifactor,  productivity 
growth,  as  now  measured  by  the  gov- 
ernment, reflects  the  difference  between 
the  growth  of  output  (goods  or  services) 
and  the  growth  of  inputs  (mainly  labor 
and  capital).  But  it  ignores  the  nega- 
tive impact  that  pollution  imposes  on 
the  economy  via  health  problems,  cor- 
rosion, and  environmental  degradation. 

Thus,  notes  wri  economist  Robert 
Repetto,  as  long  as  output  is  measured 

THREE  WAYS  OF  LOOKING 
AT  PRODUCTIVITY 
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without  regard  to  the  environmental 
harm  associated  with  its  production,  the 
extra  inputs  of  capital  and  labor  needed 
to  reduce  that  harm  will  drag  down 
productivity  growth.  From  the  stand- 
point of  consumer  welfare  and  the  econ- 
omy as  a  whole,  however,  a  ton  of  paper 
or  a  kilowatt-hour  produced  without  pol- 
lution is  qualitatively  different  from  one 
that  pollutes  the  environment. 

What  is  particularly  encouraging,  says 
Repetto,  is  that  environmental  econo- 
mists have  developed  ways  of  measuiing 
such  differences  with  a  fair  degree  of 
precision.  In  fact,  all  major  environ- 
mental regulations  currently  require 
hard  estimates  of  projected  benefits  and 
costs.  And  that  makes  it  possible  to  in- 
corporate the  net  benefits  of  pollution 
control  in  the  productivity  measures  of 
pollution-intensive  industries. 


In  the  capital-intensive  electric-power 
industry,  for  example,  government  sta- 
tistics indicate  that  multifactor  produc- 
tivity fell  by  about  0.35%  a  year  from 
1970  to  1991.  But  when  the  value  of  a 
sharp  rise  in  output  relative  to  emis- 
sions is  factored  into  the  equation 
(chart),  the  wri  economists  estimate 
that  total  productivity  in  the  industry 
rose  by  at  least  0.38%  a  year.  A  similar 
calculation  raises  multifactor  productiv- 
ity growth  in  the  pulp-and-paper  indus- 
try over  the  same  period  from  0.16%  a 
year  to  about  0.4%. 

None  of  this  means  that  environmen- 
tal regulations  can't  be  made  more  effi- 
cient, says  Repetto.  But  it  does  indi- 
cate that  they  have  already  paid  off  in 
individual  industries — and  the  overall 
economy — and  that  it's  time  to  recognize 
such  gains  in  productivity  measures. 


LEAVING  MORE 
TO  POORER  KIDS? 

That's  not  what  the  wealthy  do 

Why  do  so  many  Americans  leave 
money  and  property  to  then*  chil- 
dren when  they  die?  Some  economists 
believe  they  are  motivated  by  a  sense  of 
social  obligation,  or  guilt,  or1  by  the  sim- 
ple "joy  of  giving."  Others,  such  as  Gary 
Becker  of  the  University  of  Chicago, 
have  theorized  that  they  act  out  of  al- 
truism— a  genuine  concern  for  the  indi- 
vidual well-being  of  their  offspring. 

If  the  first  group  is  right,  parents 
are  likely  to  treat  all  their  children 
equally.  If  the  second  group  is  right, 
parents  are  likely  to  give  more  to  those 
children  who  have  low  earnings  and  are 
less  well  off.  Indeed,  Becker  has  argued 
that  taxing  estates  would  actually  in- 
crease inequality  because  it  interferes 
with  the  altruistic  nature  of  bequests. 

In  a  new  study,  economist  Mark  V. 
Wilhelm  of  Pennsylvania  State  Univer- 
sity throws  light  on  the  issue  by  ana- 
lyzing both  the  estate  tax  returns  of 
the  wealthiest  3%  of  people  who  died  in 
1982  (leaving  average  estates  of  $2.5 
million)  and  the  income  tax  returns  of 
their  beneficiaries.  Among  those  with 
more  than  one  child,  he  found  that  two- 
thirds  left  exactly  the  same  amount  to 
each  of  their  children.  And  while  the 
other  third  tended  to  leave  larger  be- 
quests to  their  poorer  children,  the  dif- 
ferences were  almost  negligible. 

"These  results,"  concludes  Wilhelm, 
"suggest  that  altruistic  theories  explain 
little  if  any  of  the  bequest  behavior  of 
wealthy  Americans." 
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ROARD  MEMBE 
WATCH  THE  TAP» 

More  of  their  pay  is  in  stock 

Corporate  directors  have  a  lot] 
reason  to  monitor  the  markd 
formance  of  the  companies  they 
According  to  consultants  Willi 
Mercer  Inc.,  86%  of  350  major  U 
porations  this  year  reported  giving 
options  and  other  equity  awards 
rectors.  That's  up  from  63%  in  l! 

Meanwhile,  a  study  by  Gerald 
and  Gregory  Robbins  of  Columbi 
versity  links  the  fates  of  a  select 
of  outside  directors  with  traditi 
low  turnover  rates — chief  exec 
who  served  on  the  boards  of  othe 
panies — with  the  stock  market  { 
mance  of  those  companies.  Wher 
study  found  no  correlation  betwe  gvrolls 
exit  rate  of  such  directors  and  n  .,:>!c 
performance  in  the  late  1980s,  it  f< 
strong  correlation  from  1990  to 
indicating  that  "shareholders  are  I 
outside  directors'  feet  to  the  fire 
than  was  true  in  the  past." 
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REASONS  TO  STl 
MAKING  CENTS  f»« 

Costs  are  up,  circulation  is  dof~-J 


Recent  congressional  hearings 
gest  that  the  centuries-oldj 
penny,  which  has  lost  about  90% 
original  purchasing  power,  co 
headed  for  extinction.  The  Gener| 
counting  Office  estimates  that 
Sam  actually  loses  $9  million  or  | 
the  nearly  14  billion  pennies  rr it 
each  year,  once  distribution  cost 
counted.  And  that  ignores  th| 
greater  costs  that  handling,  coui 
and  hoarding  pennies  impose  on  ti| 


vate  sector. 

Although  a  re- 
cent poll  indicates 
that  59%  of 
Americans  think 
pennies  are  still 
useful,  their  be- 
havior suggests 
otherwise.  Of  the 
billions  of  pennies 
shipped  by  the 
Federal  Reserve 
to  banks  and  the 
public  each  year, 
two-thirds  appear 
to  drop  out  of 
circulation. 


TIME  TO  RE* 

THE  U.S.  PEII 
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[IS  SLOWDOWN 
i\  BE  SHORT-LIVED 

1  Street  could  be  misreading  the  job  numbers 


is.  ECONOMY 


Wall  Street  is  starting  to  like 
what  it  sees.  Signs  of  slower 
nic  growth  in  the  third  quarter  are  easing  worries 
faster  inflation  and  higher  interest  rates,  and 
larkets  are  responding  with  a  rousing  ovation. 
>ond-market  rally  has  pushed  Treasury  yields 
to  6X%,  and  the  Dow  Jones  industrial  average  is 
y  with  6000. 

latest  round  of  applause  was  triggered  by  the 
Dept.'s  surprising  report  that  September  non- 
payrolls  dropped  by  40,000  workers.  The  mar- 
ook  the  decline  as  proof  positive  that  the  slow- 
is  real,  that  it  will  continue,  and  that  the  Federal 
ve  is  fading  out  of  the  picture, 
markets  had  better  take  a  closer  look.  First  of 
hile  nonfarm  employment  growth  slacked  off 
carter  (chart),  other  key  labor-market  statistics 
10  indication  that  slower  economic  growth  will 
ue  into  the  fourth  quarter. 

On  the  contrary,  increases 
in  September  wages  and  hours 
worked  show  that  consumers 
ended  the  third  quarter  with 
another  big  gain  in  personal 
income.  At  the  same  time,  a 
longer  factory  workweek  and 
lean  inventories  mean  produc- 
tion will  continue  to  rise. 

Second,  there's  trouble 
brewing  for  profits.  Because 
labor  markets  remain  tight,  la- 
5ts,  which  on  average  account  for  70%  of  the  cost 
ng  business,  are  rising  even  as  productivity 
l  is  slowing.  That  means  upward  pressure  on 
ibor  costs  in  the  face  of  resistance  to  higher 
Even  if  the  slowdown  were  lasting,  it  would 
me  for  worker  shortages  to  ease  and  the  upward 
re  on  wages  to  abate. 

TE  THE  DROP  in  September  payrolls,  continued 
aarket  tightness  is  clear.  Payrolls  in  the  third 
grew  an  average  of  145,000,  the  smallest  gain  in 
;han  a  year.  But  jobs  are  still  growing  faster 
he  labor  force.  The  volume  of  help-wanted  ads 
t  come  down  much  from  its  expansion  highs  in 
uggesting  that  companies  are  still  seeking  qual- 
orkers.  And  new  unemployment  claims  remain  at 
rels,  consistent  with  strong  job  markets. 
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FACTORY  INVENTORIES 
STILL  LOOK  LEAN 

i  mi  :  


RATIO  OF  INVENTORIES  - 
TO  SALES 
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The  other  data  in  the  September  report  also  show 
tight  labor  conditions:  The  jobless  rate  edged  up  only  a 
notch,  to  5.2%,  from  August's  seven-year  low  of  5.1%. 
The  nonfarm  workweek  lengthened  by  12  minutes, 
while  the  factory  week  was  six  minutes  longer.  And 
wages  advanced  by  a  stronger-than-expected  0.5%. 

Moreover,  the  job  drop  was  led  by  a  decline  of  81,000 
in  government  payrolls,  mostly  local  education.  Those 
jobs  fell  by  67,000,  after  an  85,000  gain  in  August.  The 
seasonal-adjustment  process  does  not  fully  account  for 
the  trend  toward  earlier  starts  of  the  school  year. 

One  area  of  job  weakness, 
though,  remains  manufactur- 
ing, where  57,000  workers  got 
pink  slips  in  September.  Fac- 
tories have  lost  138,000  jobs 
so  far  this  year.  Still,  the  fac- 
tory workweek  rose  to  41.8 
hours,  and  overtime  remained 
at  a  high  4.5  hours,  suggesting 
that  industrial  production  rose 
again  in  September.  Looking 
ahead,  factory  output  will  in- 
crease further  because  inventories  are  lean  amid  firm 
demand.  August  factory  stock  levels  rose  0.3%  as  sales 
increased  0.1%  on  top  of  a  1.1%  jump  in  July.  The  ratio 
of  inventories  to  sales  remained  at  a  low  1.39  (chart). 

PERHAPS  THE  MOST  IMPORTANT  SIGN  of  labor 

shortages  in  September  was  the  jump  in  the  average 
nonfarm  wage,  to  $11.92  an  hour.  Pay  is  up  3.5%  from 
a  year  ago — more  than  half  a  percentage  point  faster 
than  inflation.  And  in  the  past  six  months,  hourly  pay 
has  risen  at  an  annual  rate  of  4.2%,  the  fastest  growth 
in  any  half-year  period  since  early  1990. 

Increased  real  buying  power  argues  that  consumer 
spending  this  quarter  will  not  repeat  the  sluggish  pace 
of  the  third.  Because  of  a  weak  start,  third-quarter 
real  consumer  purchases  struggled  to  rise  much  above 
a  1%  annual  rate.  Slower  spending  combined  with  high 
existing  debt  loads  to  reduce  credit  growth.  Installment 
credit  rose  $3.3  billion  in  August — the  smallest  gain  in 
more  than  three  years. 

Fatter  paychecks,  however,  do  not  mean  shoppers 
will  accept  price  increases  more  readily.  Households 
have  a  lot  to  do  with  their  money:  save  for  retire- 
ment, save  for  college,  and  pay  off  old  bills.  In  addition, 
competition  will  make  it  difficult  for  companies  to  mark 
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up  prices.  As  a  result,  the  profits  outlook  for  1997  is 
wedged  between  the  rock  of  rising  costs  and  the  hard 
place  of  weak  pricing  power. 

ANOTHER  EMERGING  SIGN  OF  TROUBLE  for  the 

profits  outlook  is  that,  at  this  stage  of  the  expansion, 
cyclical  gains  in  productivity  are  about  played  out.  Be- 
cause the  September  workweek  rose  from  34.5  hours  to 
34.7  hours,  total  hours  worked  last  month  rose,  and  for 
the  quarter,  they  increased  at  an  annual  rate  of  2.8%. 
With  third-quarter  economic  growth  widely  expected  to 
be  less  than  that,  productivity  growth  appears  to  have 
been  about  zero  at  best,  suggesting  that  unit  labor 
costs  rose  sharply  for  the  second  consecutive  quarter. 

To  be  sure,  goods  producers  have  much  more  leeway 
to  control  costs.  Productivity  growth  in  manufacturing- 
remained  stellar  last  quarter,  with  output  up  about 
vs.  no  growth  in  hours  worked.  So  productivity 
gains  appear  to  have  offset  all  of  the  third-quarter 
speed-up  in  factory  pay. 

However,  the  economy's  labor-intensive  service  sector, 
which  accounts  for  four  of  eveiy  five  jobs,  is  a  different 
story.  Jobs  and  hours  worked  in  the  private  service  in- 
dustries rose  strongly  in  September,  and  for  the  quar- 
ter, total  hours  worked  increased  at  a  3.7%  annual 
rate.  The  pace  was  far  faster  than  that  of  output  for 
two  quarters  in  a  row,  suggesting  falling  productivity. 

Of  course,  service-sector  productivity  is  notoriously 


LATIN  AMERICA 


'a 


WHY  SERVICE  PROF 
WILL  BE  SQUEEZE 


difficult  to  measure,  but  mismeasurement  would  I 
ly  offset  the  recent  acceleration  in  service-sector  p;l 
3.4%  during  the  past  year.  As  a  result,  unit  labor  1 
in  services  are  speeding  up  rapidly  at  a  time  I 
service  prices  are  rising  only  2.6%  (chart).  That  cm 
suggests  that  many  service-industry  profit  margirj 
eroding,  and  that  profits  will  continue  to  get  squ 
unless  service  providers  can  raise  prices. 

The  holiday  season  may  be 
a  test  of  pricing  power  in  a 
key  service  sector,  retailing. 
A  University  of  Michigan  sur- 
vey shows  a  dwindling  per- 
centage of  consumers  expect 
prices  to  fall,  while  a  rising 
number  expect  inflation  in  the 
3%  to  4%  range  in  the  coming 
year,  up  from  about  2X%  now. 
But  as  in  1995,  come  Novem- 
ber and  December  consumers 
may  well  play  chicken  with  retailers,  waiting  for  r 
downs  before  buying.  If  so,  real  consumer  spei 
may  show  healthy  gains,  but  retail  margins  will  s' 

For  now,  Wall  Street  seems  content  that  the  1 
employment  report  contains  only  good  news:  The 
omy  is  slowing  and  so  is  inflation.  But  if  the  erne: 
trends  in  wages  and  labor  costs  continue,  those  cl 
could  quickly  turn  into  boos. 
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THE  BIG  THREE  BOUNCE  BACK 

By  all  readings,  Latin  America     ed  solid  second-quarter  growth  on 
has  regained  its  footing  after     the  way  to  a  2.5%-to-3%  pace  this 
the  shock  waves  from  Mexico's        year,  with  a  further  pickup  ex- 
peso  crisis.  Not  only  is  Mexico  it-     pected  in  1997.  But  while  the  gov- 
self  recovering,  as  signs  of  re-         ernment  tries  to  squeeze  inflation 
newed  strength  in  domestic  de-        down  into  single  digits  next  year 
mand  begin  to  with  a  strong  cur- 

emerge,  but  Ar-  BRIGHTER  PROSPECTS  rency  and  tight 

gentina  and  Brazil  monetary  policy, 

also  are  rebounding    Argentina  ~i~a*  f.s     ~3>%  S .    purging  demand 
from  their  slumps      brazil      i~6    4.6    is.b  10.0      wn^  mean  more  im- 
(table).  Mexico  ports  and  a  wider 

To  be  sure,  each         data  consensus  projections,  business  week        trade  deficit.  That 
of  the  Big  Three  will  mean  pressure 

economies,  accounting  for  80%  of       to  devalue  the  real. 
the  region's  output,  is  struggling  In  the  longer  term,  the  contin- 

with  its  own  special  problems.  ued  success  of  Brazil's  inflation- 

Mexico's  credit  cninch  is  limiting       control  plan  will  depend  on  fiscal 
growth.  Its  foot-dragging  on  priva-    reform,  which  is  moving  at  a 
tization  is  holding  back  productivi-     glacial  pace.  A  second  term  for 
ty,  and  elections  in  early  1997  President  Fernando  Henrique 

could  be  rough  for  the  ruling  party.    Cardoso  would  help  assure  contin- 
Brazil,  which  experienced  a  ued  reform  efforts.  But  to  succeed 

milder  recession,  already  has  post-    himself  in  1998,  Cardoso  needs  a 


constitutional  amendment.  Rec* 
setbacks  for  Cardoso's  party  in 
key  municipal  elections  cloud  tr 
prospects  for  winning  congressil 
al  approval  of  a  constitutional 
change. 

Argentina's  third-quarter  ind 
trial  production  rose  some  7%  t 
9%  from  a  year  ago,  following  2 
steep  yearlong  recession,  but  jo 
lessness  is  stuck  at  17%.  Growt 
in  1997,  while  projected  to  be 
stronger  than  the  3%-to-3.5%  p; 
expected  in  1996,  will  not  be  f; 
enough  to  bring  down  unemploj 
ment  quickly,  as  the  governmenj 
plans  another  round  of  fiscal  be; 
tightening. 

With  the  region  rebounding, 
foreign  money  is  flowing  in  agai 
The  resulting  boost  to  reserves 
will  help  the  countries  deal  witi 
their  immediate  problems — and 
help  investors  to  sleep  better. 
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Jt  took  a  long  time  before  you  could  walk. 
Air  France  will  save  you  some  when  you  want  to  fly. 


THE  NEW  HUB  AT  CDG2. 
EASY  COME.  EASY  GO. 


LOS  ANGELES  -  NICE  IN  12hrs.  45min.* 
NEW  YORK- STUTTGART  IN  9hrs.  OOmin.* 

Your  father  must  have  told  you  often  enough  that  the  best  way  of  walking  is  to 
put  one  foot  in  front  of  the  other.  And  then  backing  up  his  words  with  action,  he 
helped  you  save  time  during  the  slow  learning  process.  What  you  can  rely  on 
r  getting  around  is  Air  France.  Going  one  better  than  Air  Papa,  our  new  Paris  -  Charles-de-Gaulle  2  hub  transfer  system  gives  you 
a  worldwide  network  of  600  long-distance  and  2,600  medium-haul  flights  every  week.  Save  time  and  earn  miles  too,  while  you  trav- 
ur  Frequence  Plus  frequent  flyer  program.  For  information  or  reservations  call  your  travel  professional  or  1  -800-AF-PARJS.  Today, 
the  best  way  to  travel  faster  and  better  is  to  put  one  foot  after  the  other  and 

Air  France  aircraft.      you  will  always  have  a  reason  to  fly  air  fram  i  .^^lB  B^  BP^^f^D 


j»rtner  in  US  Air  Mileage  and  Unned  Airlines  Mileage  Plus  frequent  tlyer  programs. 

Fall  flight  schedules  published  by  Air  France  and  Air  Inler  Europe  for  travel  via  Pans  Hub  at  CDG2 
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Labor  strife  on 
two  fronts  could 
cost  it  billions-for 
no  good  reason 

■  t's  the  strike  that  never  should  have 
I  happened.  On  one  side,  General  Mo- 
I  tors  Corp.  had  every  incentive  to 
I  reach  a  compromise  with  the  26,000 
members  of  the  Canadian  Auto  Work- 
ers: In  Canada,  labor  costs  are  about  a 
third  lower  than  in  the  U.  S.  And  the 
country's  more  efficient  plants  raked  in 
a  record  $1  billion  in  profits  last  year. 
On  the  other,  the  Canadian  union  faced 
the  giim  prospect  of  going  into  hock  by 
blowing  its  entire  strike  fund  in  a 
lengthy  walkout. 

But  as  so  often  happens  with  gm 
and  its  workers,  heated  rhetoric  and 
a  clash  over  principles  ignited  a  war. 
GM  management  hawks  have  drawn  a 
line  in  the  sand  over  the  union's  de- 
mands for  outsourcing  restrictions — 
even  though  the  caw  already  has 
agreed  to  much  of  the  outsourcing 
the  company  needs.  And  caw  leaders 
have  fanned  the  flames  by  talking 
up  demands  such  as  a  desire  for 
union  "ownership"  of  jobs.  "Given 
our  need  to  become  more  competi- 
tive, the  principle  of  work  ownership 
is  troublesome,"  says  Dean  Munger, 
gm's  top  Canadian  negotiator.  Adds 
gm  Chairman  John  F.  Smith  Jr.: 
"We've  got  certain  [issues]  that 
will  cripple  the  company  if  we 
don't  get  them  fixed  right." 
SPILLING  OVER.  Now,  even 
though  the  two  sides  have 
reached  agreement  on  most  is- 
sues, gm  is  caught  in  a  vise  be- 
tween its  two  unions.  The  Cana- 
dian walkout  will  bring  most  of  its 
North  American  auto  operations  to  a 
halt  if  it  drags  past  about  Oct.  24.  The 
pitched  battle  is  spilling  into  cms  la- 
bor negotiations  in  the  U.  S.,  too,  where 
promising  talks  over  a  new  pact  with 
220,000  United  Auto  Workers  have 
stalled.  The  UAW  likely  will  simply  wait 
out  the  Canadian  strike  and  may  be 
bolder  in  its  demands  if  GM  appears 
bowed  once  the  conflict  is  ended.  Unless 
cooler  heads  prevail,  the  company  faces 
a  prolonged  bout  of  labor  strife  that 
could  cost  billions  and  endanger  the 
launch  of  15  new  vehicles  beginning 
this  fall  (table).  "Everything  points  to 
this  escalating  into  a  classic  battle  be- 


tween management  and  labor,"  says 
caw  President  Basil  "Buzz"  Hargrove. 

If  so,  it  will  be  a  largely  unnecessary 
clash.  True,  Hargrove  slammed  down 
his  briefing  book  so  hard  during  bar- 
gaining on  Oct.  7  that  he  almost  broke 
the  binder,  and  Munger  has  made  similar 
outbursts.  But  in  fact,  both  sides  have 
compromised  on  most  major  issues.  GM 
has  agreed  to  cough  up  the  same 
healthy  wage-and-benefit  package  the 
caw  recently  won  from  Chrysler.  And 
Hargrove  has  agreed  to  allow  GM  to  pro- 
ceed with  the  sale  of  two  parts  plants, 
provided  workers  there  get  additional 
protection,  despite  his  earlier  vows  to 
force  the  company  to  rescind  the  moves. 

Indeed,  Hargrove  has  given  ground 

LABOR 


throughout,  while  continuing  tijta 
tough.  For  instance,  he  says  gm  cpc 
jobs  to  accommodate  productivityfeii 
or  sales  downturns.  And  given  thetAv 
small  $36  million  strike  fund — he'liB' 
to  borrow  money  when  it  runs  ouip 
eight  weeks — he  might  even  m 
modest  loopholes  in  his  demand®- 
ban  on  cutting  jobs  by  outsourcirj 

GM  has  plenty  of  reason  to  cop 
terms  with  Hargrove  over  this  m 
sticking  point.  Thanks  to  < i  \vt ';ik  , 
dian  dollar  and  national  health 
pays  just  $30  an  hour 
sembler  there,  vs.  $43 
U.  S.  Canadian  gm  plants 
15%  more  productive  than 
those  in  the  U.  S.  And 


THE  BIG 
SQUEEZE 
ON  GM 


IN 

CANADA 


The  Canadian  Auto  Workers  strike,  which  bega 
Oct.  2,  is  hitting  GM  in  stages.  By  Oct.  9,  the 
had  expanded  to  include  all  of  GM's  26,000 
members,  and  the  resulting  parts  shortage  had  idled  1,850  wn 
GM's  U.S.  facilities.  Analysts  predict  that,  if  the  walkout  contii 
one-third  of  GM's  assembly  plants  will  be  closed  within  two  W' 
and  most  vehicle  production  will  cease  by  late  October — at  a  <>c 
$300  million  per  week  from  then  on.  The  strike's  ripple  effect 
jeopardize  the  launch  of  15  new  GM  vehicles.  Main  issues:  thl 
wants  GM  to  accept  the  same  three-year  deal  that  Chrysler  got 
bans  job  cuts  because  of  outsourcing. 
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vo  parts  plants  are  sold,  gm's  Cana- 
unit  concedes  that  it  will  have 
ed  65%  of  the  5,300  noncore  jobs  it 
;  to  outsource.  GM  may  risk  losing 
y  and  market  share  in  a  strike  to 
a  point  "that  has  very  little  bearing 
e  Canadian  operation,"  says  Char- 
A.  Yates,  a  labor  studies  professor 
'Master  University  in  Ontario.  GM 
3,  however,  that  GM  Canada  can't 
i  the  efficiency  of  top  rivals  without 


the  freedom  to  cut  1,800  more  noncore 
jobs.  "And  we  can't  make  a  promise  to 
the  union  we  can't  keep,"  says  Munger. 

The  rub  for  GM  is  that  it  probably 
can't  polish  off  talks  with  its  U.  S.  union 
as  long  as  it  remains  at  loggerheads 
with  the  caw.  That's  unfortunate,  since 
the  pact  between  Ford  Motor  Co.  and 
uaw  President  Stephen  P.  Yokich  looked 
to  be  one  that  GM  could  work  with. 
While  Ford  guaranteed  95%  of  its  blue- 


I         The  UAW's  Stephen  Yokich  is  expected 

MP  I  not  to  undercut  the  CAW's  bargaining  position  by  set- 
m9  ting  a  strike  deadline  against  GM  in  the  U.S.  UAW-GM 
pns  have  slowed  since  the  Canadian  walkout.  Yokich  can 
bide  his  time,  since  UAW  members  idled  by  the  CAW  strike 
nr  unemployment  benefits,  keeping  the  union's  strike  fund 
!  ain  issues:  The  UAW  wants  GM  to  accept  the  three-year  deal 
I  Ford  and  Chrysler,  including  two  3%  wage  hikes  and  a  lump- 
f  is,  and  a  guarantee  to  maintain  95%  of  its  union  jobs.  The 
I  allows  for  the  sale  of  plants  and  job  cuts  in  facilities  where 
lity  improvements  have  been  made. 


- 


collar  jobs  over  the  three-year  pact,  it 
also  negotiated  loopholes  to  allow  for 
further  downsizing.  Like  Hargrove, 
Yokich  agreed  that  sinking  volumes  of 
specific  car  and  truck  lines  would  pave 
the  way  for  job  cuts,  as  would  produc- 
tivity gains  in  individual  plants.  More- 
over, the  Ford-tiAW  contract  doesn't  pre- 
vent the  auto  maker  from  selling  any 
operations  as  long  as  the  buyer  heeds 
the  terms  of  the  union  contract. 
LAST  MILE.  Chrysler  Corp.  easily  ac- 
cepted the  Ford  deal  on  Sept.  29,  and 
seemed  poised  to  come  to  terms 
as  well.  While  the  uaw  balked  at 
gm's  demand  that  it  lower  the 
guaranteed  employment  lev- 
el to  85%,  union  insiders  ex- 
pected Yokich  to  give  GM 
some  wiggle  room.  "The 
expectation  was  that 
Steve  could  almost  get 
gm  and  Chrysler  simul- 
taneously," says  one 
source  close  to  the 
I  union. 

But  GM  has  little  in- 
centive to  go  the  final 
mile  with  Yokich  while 
I    its  Canadian  workers 
I    are  on  strike.  After  all, 
I    Yokich  can't  call  a  walk- 
'    out  if  his  members  al- 
ready are  collecting  un- 
employment because  of  a 
lack  of  parts  from  Cana- 
da. For  the  same  reason, 
Yokich  is  in  no  hurry  to  fi- 
W    nalize  a  deal  now,  either. 
f    "What's  he  going  to  get  from 
GM  when  the  company  is 
about  to  be  shut  down  any- 
way?" says  one  uaw  source.  And 
GM  can't  back  down  in  Canada 
without  ramifications  in  the  U.  S. 
"If  GM  were  to  cave  in  to  Buzz,  they 
would  have  to  cave  in  to  Yokich,"  says 
Nicholas  Lobaccaro,  an  analyst  at  Bear, 
Stearns  &  Co. 

But  the  ripple  effect  of  the  Canadian 
strike  could  hit  GM  hard.  Analysts  pre- 
dict that  one-third  of  the  company's 
North  American  assembly  plants  will 
be  idled  in  the  second  full  week  of  the 
walkout,  as  supplies  of  Canadian-made 
parts  such  as  control  arms  and  interior 
trim  dry  up.  By  the  third  week,  all  of 
gm's  assembly  production  could  be  shut- 
tered, costing  the  auto  maker  an  esti- 
mated $300  million  a  week  in  lost  prof- 
its. However,  gm  probably  could  make 
up  sumo  of  these  losses  after  the  strike 
ended,  just  as  it  did  after  the  uaw's  17- 
day  walkout  in  Dayton  shut  production 
last  spring. 

Ahvadv.  <;u  has  lost  a  third  of  its 
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production  of  full-size  pickups  after  the 
initial  caw  walkout  shut  down  its 
Oshawa  (Ont.)  plant.  More  devastating 
for  gm  is  the  strike's  ultimate  effect  on 
the  launch  of  15  new  models  starting 
this  fall.  "Do  they  really  want  to  blow 
the  launch  of  40%  of  their  fleet  to  make 
a  point  over  a  few  hundred  Canadian 
jobs?"  asks  Harley  Shaiken,  a  Universi- 
ty of  California-Berkeley  labor  expert. 


So  far,  though,  gm  appears  deter- 
mined to  make  a  stand  in  Canada.  "You 
really  saw  the  new  gm  at  Dayton,"  says 
David  E.  Cole,  director  of  the  Univer- 
sity of  Michigan's  Office  for  the  Study  of 
Automotive  Transportation.  The  flam- 
boyant Hargrove  may  well  sit  tight  for 
a  while  longer,  too.  He  has  worked  to 
line  up  loans  from  other  unions  in  Cana- 
da. Canadian  Labor  Congress  President 


Robert  White,  who  once  had  H 
job,  says  his  group  stands  ready 
And  Hargrove's  leverage  will  i 
once  gm's  U.  S.  plants  start  to  cM 

If  things  get  to  that  point,  firms 
have  to  rethink  its  position — i*  iv 
dearly  for  its  principles. 

By   Bill   Vlasic   in  Detrohm 

William  Symonds  in  Torontcnm 

Keith  Naughton  in  Detroit 



WHY  GM'S  PICKUPS  NEED  A  LOT  OF  PICKING  UP 


be-  sees 


Elyria  (Ohio)  auto 
megadealer  Alan 
Spitzer  has  never 
sold  more  pickup  trucks. 
At  his  six  Dodge  dealer- 
ships, sales  of  Chrysler 
Corp.'s  Ram  pickup  are 
up  46%  this  year.  At  his 
two  Ford  Motor  Co.  out- 
lets, sales  of  the  F- 
series,  with  its  new  mus- 
cular look,  have  soared 
by  61%.  But  over  at  his 
four  Chevrolet  shops, 
sales  of  the  aging,  brick- 
ish  c/K  pickup  are  up 
only  1%  from  last  year. 
"Chevrolet  is  out  of  the 
loop,"  groans  Spitzer. 

Indeed,  General  Motors  Corp.  and 
its  main  Chevrolet  brand  are  sput- 
tering in  the  pickup  market.  And  the 
situation  got  a  lot  worse  when  Cana- 
dian auto  workers  went  on  strike  on 
Oct.  2  and  pickup  production  ground 
to  a  halt  at  gm's  Oshawra  (Ont.)  facto- 
ry, gm  has  three  other  c/K  factories 
in  the  U.  S.,  but  the  Canadian  plant 
is  the  only  source  of  the  company's 
most  sought-after  pickup — the  wildly 
popular  extended-cab  model  with  a 
third  door.  Lehman  Brothers  Inc.  an- 
alyst Joseph  Phillippi  estimates  gm 
earns  about  $7,000  on  each  of  its 
three-door,  four-wheel-drive  pickups. 
GLACIAL,  gm  mainly  has  itself  to 
blame  for  its  pickup  truck  woes.  Its 
Chevy  c/k  and  gmc  Sierra  are  based 
on  a  10-year-old  design.  And  gm  has 
been  slow  to  boost  production  to  cap- 
italize on  the  pickup  boom.  Instead, 
it  has  saved  money  by  not  investing 
heavily  in  new  engines  and  transmis- 
sions during  the  final  three  years  of 
the  c/k's  life.  And  it  has  been  glacial 
in  implementing  an  early- 1995  deci- 
sion to  convert  its  Arlington  (Tex.) 
car  factory  to  building  trucks.  "If  we 
had  more  trucks,  we'd  be  selling 


FAST  LANE:  Sales  have  triple 
in  the  three  years  since 
Chrysler  restyled  the  Ram 


The  C/K  has  outsold 
Ram  by  394,966  to 
288,174  so  far  this  ye 
But  the  strike  will  hi 
gm.  And  Chrysler  is 
boosting  Ram  produc 
by  25,000  units,  with 
even  bigger  hike  ru 
mored  to  be  on  the  v 
Meanwhile,  gm  has 
stalled  its  plans  to  ja 
up  truck  production. 
Last  December,  it  de 
ed  to  push  back  the 
lington  plant's  conver  p- 


id  a  sci 
til  tli 
items,  i 

lo 


RAMMIN'  GM 


'92  '93  '94  '95  '96 
A  THOUSANDS  EST. 
DATA:  WARD'S AUTOMOTIVE REPORTS.  DRI/McGRAW  HILL 


'em,"  contends 
Chevy  c/K  brand 
manager  Kurt 
Ritter.  "We're  not 
satisfied." 

gm's  rivals 
have  moved  in  on 
the  c/k  in  a  big 
way.  Ford  now 
has  four  factories 
pumping  out  its 
new  F-series,  a  redesigned  version  of 
which  came  out  in  January.  And  the 
sales  of  the  Ram  pickup  have  tripled 
since  Chrysler  gave  it  steroidal  new 
styling  and  backed  it  with  aggressive 
marketing  three  years  ago.  Even 
though  Ram  lacks  a  third  door  and 
only  offers  a  driver's  air  bag  (Ford 
and  Chevy  both  offer  dual  air  bags, 
as  well  as  third  doors),  it  is  hauling 
in  lots  of  disenchanted  c/K  owners. 
Steve  Torok,  Chrysler's  executive  di- 
rector of  sales  and  marketing,  says 
that  gm  trucks  account  for  21%  of 
Ram  trade-ins. 

There's  even  some  talk  that 
Dodge,  a  perennial  laggard,  could 
overtake  Chevy  in  the  pickup  truck 
sales  race,  gm  still  has  a  wide  lead: 


by  another  three  mor 
which  means  c/Ks  woi 
be  produced  in  volum 
until  late  1997.  Guy  I 
Briggs,  general  mana 
of  gm's  truck  group,  s 
Chevrolet  officials  as! 
for  the  delay  so  Arlin 
ton  could  continue  pr< 
during  the  Chevrolet 
Caprice,  despite  its  41 
sales  nosedive  this  ye 
Such  dithering  is  one 
reason  the  c/k's  mark 
share  has  fallen  from 
38%  in  1992  to  29%  this  year. 

Worse  yet,  a  much  needed  re- 
styling of  the  c/K  and  Sierra  was 
cently  delayed  by  nine  months  aft 
focus  groups  panned  the  proposed 
Chevy  redesign  as  too  bland,  say 
sources  familiar  with  gm's  plans. 
Briggs  denies  there  has  been  a  de 
But  several  sources  say  the  new 
pickups  now  are  scheduled  to  hit 
market  in  April,  1999,  rather  than 
July,  1998,  as  previously  planned. 
"The  problem  with  gm  is  that  it's 
ways  too  late,"  grouses  Delaware 
Pontiac-GMC  dealer  Frank  Ursoma 
so.  Having  to  grapple  with  strikin 
workers  won't  help  one  bit. 

By  Keith  Naughton,  with  Bill 
sic  and  Kathleen  Kerwin,  in  Detr 
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S  CHANGING  THE  DRILL 
SHELL 

1  alliance  is  just  one  of  CEO  Carroll's  new  moves 


ip  J.  Carroll  may  be  the  biggest 
itradiction  in  the  oil  business. 
>'s  a  dyed-in-the-wool  Shell  man, 
d  in  the  language  and  perks  of 
ate  life.  And  the  Shell  Oil  CEO's 
f  process  and  structure  betrays 
art  of  a  petroleum  engineer.  But 
1  also  sees  a  new  era  looming: 
iced  that  competition  and  infor- 
i  technology  will  alter  the  busi- 
for  good,  he  has  become  the 
ry's  leading  advocate  of  decon- 
on  and  radical  change, 
t  was  no  surprise  to  find  Carroll 
center  of  the  biggest  U.  S.  oil-in- 

alliance  yet  proposed.  On  Oct.  7, 
Texaco,  and  Star  Enterprise  dis- 

taiks  aimed  at  combining  their 

U.  S.  service  stations,  13  re- 
s,  and  a  score  of  transportation 
-ions.  If  the  deal  survives  an- 

concerns,  it  could  create  a  ven- 
vith  18%  of  the  U.  S.  gasoline 
t — almost  twice  the  share  of  Mo- 
Corp.,  the  current  leader, 
the  most  dramatic  move  yet  in 
l's  plan  to  turn  Shell  Oil  Co.,  the 
billion  U.  S.  arm  of  Royal 
'Shell  Group,  from  a  slow-moving, 
illy  integrated  giant  into  a  "vir- 
lil  company — one  focused  on  man- 
fewer  segments  of  the  business 
ilying  more  on  partnerships.  To 
ad,  he  has  put  Shell  into  more  al- 
than  any  other  oil  giant.  "The  se- 
)  success,"  says  Carroll,  "is  to  be 
)  create  new  structures  and  forms 
ave  a  smallness  about  them — that 
entrepreneurial  spirit."  Says 
e  G.  Daly,  dean  of  New  York  Uni- 
fs  Stem  School  of  Business  and  a 
ne  friend:  "To  make  the  changes 
!  at  Shell  is  just  extraordinary." 
:  NIMBLE."  Carroll,  59,  is  the  son 
"few  Orleans  banker,  "a  good  ol' 
om  Louisiana  who  knows  how  to 
people  into  action,"  says  Vidal 
.rtinez,  a  partner  in  the  Houston 
of  attorneys  Hughes  &  Luce  LLP 
las  worked  alongside  Carroll  on 
ofit  boards.  Indeed,  since  becom- 
:o  in  1993,  Carroll  has  launched  a 
sale  revamping  of  Shell's  opera- 
He  has  slashed  employment  12%, 
)00  workers,  and  molded  key  nat- 
:as,  refining,  and  chemical  opera- 
into  joint-venture  companies  with 
o,  Exxon,  Petroleos  Mexicanos, 
ejas  Gas. 


While  it's  too  soon  to 
judge  the  merits  of  such 
operations — most  of  the 
ventures  were  launched 
only  this  year — rivals  and 
analysts  say  Shell  Oil  is 
further  along  than  most  in 
preparing  itself  for  inten- 
sifying competition.  "Shell 
Oil  has  done  an  excellent 
job  of  transforming  itself 
into  a  more  nimble  compa- 
ny that  lets  individual  busi- 
ness lines  make  decisions," 
says  Salomon  Brothers  Inc. 
analyst  Keith  Petersen. 

So  far,  the  plan  has 
borne  fruit.  Shell's  operat- 
ing earnings  rebounded  to 
$1.5  billion  last  year  from  a 
low  of  $20  million  in  1991 
and  jumped  20%  in  the 


A  RADICAL  VISION? 

Carroll's  traditional  career  at  Shell  didn't 
stop  him  from  proposing  the  biggest  U.S.  oil 


first  two  quarters  of  this 

year,  thanks  to  firm  prices,  partnership  yet-with  Texaco  and  Star 

Return  on  capital,  a  key 
measure  of  the  efficiency  of  its  opera- 
tions, is  up  to  10.2%  of  revenues,  com- 
pared with  4.4%  in  1993  (chart). 

A  successful  combination  with  Texaco 
and  Star  Enterprise  isn't  a  given.  Be- 
yond the  question  of  regulatory  ap- 
proval, "these  are  big  companies,  and 
those  type  deals  are  more  difficult  be- 
cause there's  a  lot  of  corporate  pride 
involved,"  observes  Phillips  Petroleum 
Co.  Chief  Executive  W.  Wayne  Allen.  If 
the  alliance  thrives,  though,  analysts 
say  it  could  further  boost  Shell's  re- 
turns by  trimming  up  to  $600  million 
from  operating  expenses. 

But  Carroll  wants  more.  "Profitability 
alone  isn't  enough,"  he  says.  "There  has 
to  be  substantial  growth."  Unlike  Exxon, 
Mobil,  and  Chevron,  which  have  been 


CARROLL'S  GUSHER 

RETURN  ON  TOTAL  CAPITAL 


I  SHELL  OIL 
I  INDUSTRY  AVERAGE 

US  ONLY   


DATA  COMPANY  REPORTS,  CAMBRIDGE 
ENERGY  RESEARCH  ASSOCIATES 


disinvesting  in  the  U.  S.  in  favor  of 
faster-growing  markets  overseas.  Shell 
is  confined  by  its  parent  to  a  market 
with  a  scant  2%  annual  growth  rate.  So 
Carroll  is  pushing  his  company  into 
brave  new  worlds.  In  the  Gulf  of  Mexico, 
where  Shell  is  assured  of  enough  oil  and 
gas  to  keep  it  producing  a  good  ways 
into  the  next  century,  a  new  Shell  busi- 
ness unit  runs  a  telecommunications  net- 
work that  links  oil  platforms.  Its  infor- 
mation-services staff  is  selling  a  service 
that  helps  corporations  correct  their  com- 
puters to  recognize  the  year  2000 — a  hot 
new  market. 

Carroll  is  driven  to  complete  the  com- 
pany's turnaround  quickly.  With  just  a 
year  to  go  before  the  customary  retire- 
ment age  for  Shell  ceos,  he  already  has 
assured  that  the  changes  he  has  begun 
will  not  be  rolled  back.  Shell  Oil  has 
sent  dozens  of  managers  to  training 
programs  developed  with  Massachusetts 
Institute  of  Technology's  Organizational 
Learning  Center  and  consultants  Inno- 
vation Associates  Inc.  The  idea:  pre- 
pare employees  accustomed  to  Shell's 
old  top-down  culture  to  act  as  business 
owners,  evaluating  and  taking  appro- 
priate risks.  Such  efforts  have  moved 
Shell  far  from  its  stodgy  days.  Soon 
enough,  the  rest  of  the  oil  industry  may 
be  forced  to  move  with  it. 

By  Gary  McWilliams  in  Houston 
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DEALS 


THAT'S 
SLOW  BIZ 

The  market  for  studios  is  falling  faster  than  a  Demi  Moore  flick 


In  the  heat  of  mid-July,  the  prospec- 
tive sale  of  Metro-Goldwyn-Mayer 
Inc.  was  melting  down.  No  one  had 
offered  anywhere  near  the  $2  billion  ex- 
pected, and  investment  banker  Lazard 
Freres  &  Co.  was  set  to  search  for  new 
buyers.  In  his  Las  Vegas  office  at  the 
m<;m  Grand  Inc.  casino,  company  Presi- 
dent Alex  Yemenidjian  fielded  a  call 
from  the  casino's  majority  shareholder. 
Kirk  Kerkorian.  "Can  you  believe  how 
little  the  bids  are?"  asked  Kerkorian, 
79.  "Why  don't  you  make  a  call?" 

Yemenidjian's  call  set  a  new  bid  in 
motion.  Within  days,  Kerkorian  had 
joined  mum  Chairman  Frank  Mancuso 
and  Australia's  Seven  Network  Ltd. 
broadcast  group  to  buy  the  studio  for 
the  bargain  price  of  $1.3  billion  in  cash. 
For  Kerkorian,  who  bought  MOM  in  1969 
and  sold  it  in  1990,  the  deal  marked  his 
return  to  Tinseltown.  For  the  rest  of 
Hollywood,  it  was  a  rude  awakening. 

The  red-hot  days  of  bidding  up  movie 
studios  may  be  over.  Two  years  after 
Barry  Diller  and  Viacom  Inc.  Chairman 
Sumner  M.  Redstone  — — ™— 
sent  Paramount  Com- 
munications Inc.'s  price 
to  $10  billion,  the  mar- 
ket for  studios  is  flat  to 
nonexistent.  Rising  pro- 
duction and  marketing 
costs,  '  and  an  over- 
crowded box  office,  have 
squeezed  margins  and 
crimped  asset  values. 
And  with  most  of  the 
prized  companies  al- 
ready in  the  hands  of 
media  conglomerates, 
buyers  are  dwindling  for 


the  second-rung  companies  that  remain. 

The  most  prominent  in  that  tier  is  be- 
leaguered Sony  Pictures,  which  an- 
nounced on  Oct.  8  that  it  had  hired  for- 
mer United  Artists  Pictures  Inc. 
President  John  Calley  to  head  a  new 
management  team.  Many  believe  Calley 
is  coming  aboard  to  clean  up  the  troubled 
studio  for  a  sale  or  spin-off.  "If  they  can 
survive  another  year  or  two,  they  might 
be  able  to  get  good  money  for  it,"  says 
bzw  Ltd.  analyst  Dave  Benda.  For  now, 
though,  Sony  Pictures  probably  is  worth 
less  than  $5  billion,  steeply  off  the  $8 
billion  at  which  Sony  Corp.  valued  the 
studio  when  it  tried  to  find  investors  for 
a  piece  of  the  unit  in  1992. 
SPELLING  ERROR.  In  short,  "this  is  an 
industry  that  doesn't  pencil  out  any- 
more," says  Alan  F.  Horn,  chairman  of 
Castle  Rock  Entertainment  Inc.  In  oth- 
er words,  revenues  barely  cover  costs — 
and  would-be  investors  are  figuring  that 
out.  In  early  October,  General  Electric 
Co.'s  NBC  pulled  out  of  a  deal  with  MCA 
to  buy  Castle  Rock,  a  unit  of  Turner 


BAD  SCRIPTS 

The  current  status  of  Hollywood  dealmaking 

CASTLE  ROCK  ENTERTAINMENT  A  deal  for  MCA,  NBC,  and  Aus- 
tralia's Seven  Network  to  buy  Turner's  studio  collapsed  in  October 


their  at 
fe  meeti 
hth 
idoeh'f  Fc 
im  was  at 
Ifr,  Levin 

RS  off, 


METRO-GOLDWYN-MAYER  Kirk  Kerkorian's  investor  group  paid 
$1.3  billion  for  the  operation,  $500  million  below  the  asking  price 

NEW  LINE  CINEMA  Time  Warner  is  seeking  a  buyer  for  up  to  30% 
of  the  Turner  unit,  valuing  it  at  less  than  15  times  cash  flow 

SONY  PICTURES  A  sale  or  spin-off  is  likely  within  three  years;  once 
valued  at  $8  billion,  it  now  wouldn't  fetch  even  $5  billion 
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Broadcasting  System  Inc. 
nbc  wanted  Castle  Rock's  TV  pi 
tion,  but  balked  at  shouldering  its 
of  film  production  costs. 

Until  recently,  studio  sales  fe 
multiples  of  15  to  20  times  cash 
These  days,  multiples  have  plunra 
for  even  the  most  respected  comp 
New  Line  Cinema  Corp.,  which  T 
Broadcasting  purchased  for  $600  n 
in  1993,  has  hired  investment  b 
Fiu-man  Selz  to  find  buyers  for  a  2 
30%  stake.  Turner's  valuation:  $ 
lion,  which  analysts  say  is  just  12 
cash  flow.  And  even  with  solid  ma 
ment  and  a  powerful  library,  "it! 
going  to  be  easy  to  sell  at  that  p 
says  one  investment  banker. 

Studios,  especially  those  with  lib 
of  older  hits,  can  still  command  int 
for  their  capacity  to  fill  both  ove 
distribution  and  emerging  channels 
as  satellite-delivered  TV.  But  those! 
kets  aren't  growing  fast  enough  to 
production  and  marketing  costs 
have  jumped  23%  in  the  last  two  j 
say  industry  executives.  That's  whj 
her  this  year,  Viacom  took  its  75% 
in  Spelling  Entertainment  Group  o 
market.  Last  year,  Seagram  Co.  b<  m- 
80%  of  mca  Inc.  for  $5.7  billion 
Japan's  Matsushita  Electric  Indu 
Co.,  which  five  years  earlier  had 
$6.6  billion.  "You  could  just  as  ( 
leave  that  money  in  the  bank  and 
better  return,"  says  Polygram 
Chairman  Michael  Kuhn,  who  los 
on  the  bidding  for 
In  Hollywood, 
ever,  hope  springs 
nal.  Even  Kuhn  sc 
as  though  he's  sen 
ing  around  for  ba 
buys.  "Prices  are 
nitely  going  in  the  | 
direction,  aren't  tl' 
he  says.  Studios  « 
yet  find  their  buy* 
By  Ronald  Grot 
Los  Angeles,  urithh 
an  Bre  inner  in  1 
timl  Elizabeth  Les 
New  York 
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£  DUMBEST  SHOW 
rELEVISION 

Murdoch-Levin  spat  over  Fox  News  turns  into  a  blood  feud 


■Sept.  17,  Time  Warner  Inc.'s  Ger- 
l  M.  Levin  made  the  short  trip 
>m  his  Manhattan  office  to  see 
Dorp.'s  Rupert  Murdoch.  Through- 
3  summer,  the  two  chief  execu- 
nd  their  aides  had  held  cordial, 
ictive  meetings  aimed  at  inking 
"or  Time  Warner's  cable  system  to 
lurdoch's  Fox  News  Channel.  But 
ssion  was  anything  but  friendly, 
lptiy,  Levin  said 
il  was  off,  even 

Murdoch  had 
:d  repeated  as- 
;s  from  him  that 
act  would  be 
right  after  the 
I  Trade  Commis- 
pproved  Time 
's  acquisition  of 
Broadcasting 
1  Inc.,  says  an 
ve  familiar  with 
ippened.  Levin's 
Dut  meant  Fox 
vas  launched  on 

without  being 
:e  in  the  crucial 
tan  market  con- 
oy  Time  Warner, 
e  matters  worse, 
j  an  ftc  require- 
lat  it  provide  a 
itor  to  cnn  on 

cable  systems, 
Earner  opted  to 
Fox  archrival 
instead. 

then,  relations 
n  Time  Warner  and  News  Corp. 
one  from  bad  to  worse — much 
After  warning  Time  Warner  pri- 
in  early  October  that  Murdoch 
spared  to  engage  in  a  nasty  pub- 
e  over  the  issue,  top  News  Coip. 
ves  have  been  waging  an  all-out 

win  access  to  Time  Warner's 
able  audience.  In  the  process, 
le  from  Ted  Turner  to  the  mayor 

York  to  the  state  attorney  gen- 
;  weighed  in.  As  the  spat  contin- 
escalate,  one  Murdoch  executive 
it  is  jeopardizing  a  wide  range  of 
stween  the  two  companies, 
lg  Murdoch's  allies:  Rudolph  Giu- 
le  mayor's  wife,  Donna  Hanover, 
for  Fox  as  a  local  TV  reporter, 
len  Giuliani  first  ran  for  mayor 

t),  he  was  advised  by  then  polit- 


ical consultant  Roger  Ailes,  who  is  now 
Fox  News  chief.  Giuliani  has  intimated 
that  the  city  agency  in  charge  of  granti- 
ng cable  franchises  may  decide  in  coming 
weeks  that  the  Time  Warner-Turner  deal 
constitutes  a  change  of  control.  If  that 
happens,  Giuliani  would  have  a  pretext  to 
revoke  Time  Warner's  cable  franchise. 

The  stakes  heightened  on  Oct.  8, 
when  New  York  Attorney  General  Den- 


Mayor  Rudy  Giuliani,  whose  wife  works  for 
Fox  and  who  hired  Ailes  as  an  adviser  in  the 
past,  weighed  in  on  News  Corp.'s  behalf 

WELCOME  TO  FUN  CITY:  AILES,  MURDOCH,  AND  GIULIANI 

nis  Vacco  launched  a  wide  antitrust 
probe  into  Time  Warner.  Then,  on  Oct. 
9,  News  Corp.  sued  in  federal  court,  ac- 
cusing Time  Warner  of  antitrust  con- 
spiracy, breach  of  contract,  and  fraud. 
'When  you're  screwed  over,  you  fight," 
says  Ailes.  "We're  not  going  to  quit  un- 
til we're  all  dead.  This'll  be  a  blood  war 
until  we  get  clearance  in  New  York 
City."  Time  Warner  declined  requests 
for  interviews  with  its  top  executives. 
HEAD-SCRATCHER.  The  feud  may  strain 
scores  of  business  arrangements  be- 
tween the  two  companies.  The  Fox  TV 
network  buys  Warner-produced  pro- 
grams such  as  The  Rosie  O'Donnell 
Show.  Time  Warner's  hbo  buys  movies, 
such  as  Independence  Day,  made  by 
News  Corp.'s  20th  Century  Fox  studio. 
And  Time  Warner  wants  its  program- 


ming shown  on  Murdoch's  distribution 
systems  worldwide,  such  as  British  Sky 
Broadcasting  and  a  Latin  American 
satellite  system.  "These  are  important 
relationships  that  no  one  wants  upset 
too  much,"  says  Cowen  &  Co.  media 
analyst  Harold  L.  Vogel. 

The  fight  has  other  media  executives 
scratching  their  heads.  A  deal  isn't  a 
deal  until  it's  signed,  say  several,  and 
News  Corp.'s  tactics  seem  excessive  to 
some.  "They  totally  overreacted  and  act- 
ed like  babies  with  their  strong-ami  tac- 
tics," says  a  senior  executive  at  another 
media  company.  "Murdoch  says,  'Do  it 
on  my  terms  right  now,  or  I'll  get  the 
government  involved  to  screw  you.'  It's 
a  crazy  way  to  deal  with  people." 

Still,  News  Corp.  desperately  needs 
access  to  Time  Warner's  cable  sub- 
scribers for  Fox  News. 
Murdoch  has  already 
spent  $80  million  and 
plans  to  go  through  an 
additional  $165  million 
in  the  first  year  of  op- 
eration. His  lucrative 
offer  to  pay  $10  or 
more  per  subscriber  to 
any  system  willing  to 
carry  Fox  News  Chan- 
nel hasn't  been  accept- 
ed by  many,  though 
Tele-Communications 
Inc.  did  offer  access  to 
10  million  subscribers 
in  exchange  for  an  op- 
tion on  a  20%  equity 
stake  in  the  channel. 
An   industry  insider 
says  the  deal  Murdoch 
offered  Time  Warner 
was  especially  lucra- 
tive— nearly  $20  a  sub- 
scriber, or  as  much  as 
$236  million.  A  Fox 
source  denies  that,  say- 
ing the  offer  was  about 
$13  per  subscriber. 
Without  Time  Warner,  Fox's  distrib- 
ution is  pitifully  small.  It  claims  17  mil- 
lion subscribers  right  now,  vs.  MSNBC's 
25  million  and  cnn's  70  million.  Though 
Fox  insists  its  numbers  are  correct,  in- 
dustry sources  say  Fox's  real  count  is 
more  like  10  million  homes. 

Some  outsiders  see  Machiavellian 
scheming  behind  Time  Warner's  dissing 
of  Murdoch.  With  few  other  cable  oper- 
ators making  major  commitments  to 
Fox,  they  speculate,  Time  Warner  saw  a 
chance  to  deal  a  potentially  fatal  blow  to 
a  cnn  competitor.  "Time  Warner  looked 
at  this  and  said:  By  backing  out,  we  are 
going  to  make  this  service  maybe  not  vi- 
able," says  one  executive.  Hardball?  Cer- 
tainly. But  it's  a  tactic  a  brawler  like 
Murdoch  surely  can  understand. 

By  Elizabeth  Lesly  in  New  York 
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COMMENTARY 

By  Richard  S.  Dunham 

THE  QUESTIONS  BOB  AND  BILL  DIDN'T  ANSWER 


ELECTION 


Lincoln  and  Douglas  would  be 
laughing  into  their  top  hats. 
After  90  minutes  of  gentle  joust- 
ing in  Presidential  Debate  I,  the 
talkathon  staged  in  Hartford  on  Oct. 
6,  Bill  Clinton  and  Bob  Dole  each  left 
the  podium  with  a  bounce  in  his 
step.  Each  was  convinced  he  had 
achieved  his  objective.  Clinton  was 
able  to  brag  about  the  strength  of 
the  economy  without 
appearing  boastful.  Dole 
came  across  as  a  jocu- 
lar cen- 
trist— a 
far  cry 

from  the  scowling  ogre 
in  editorial  cartoons. 

But  to  call  this  en- 
counter a  debate  is  to  in- 
sult Lincoln,  Douglas,  and 
other  silver-tongued  ora- 
tors of  bygone  days.  The 
Hartford  gabfest  was  in- 
tentionally designed  by 
the  two  candidates  to 
avoid  detailed  discussion 
of  the  issues.  The  candi- 
dates' handlers  coach 
every  bit  of  spontaneity 
out  of  them,  insisting  on 
a  robotic  repetition  of 
"the  message"  in  place  of  genuine 
give-and-take.  What's  left,  in  the  end, 
are  little  more  than  free  infomercials. 
ANTIDOTE.  How  to  improve  things  for 
the  Oct.  16  debate  in  San  Diego,  dur- 
ing which  citizens  will  quiz  the  candi- 
dates? Some  detailed  answers  to 
hard-hitting  questions  might  help. 

Here's  one  for  Clinton:  How  can 
you  accuse  the  Republicans  of  trying 
to  "cut"  Medicare  by  $270  billion 
when  you  hare  proposed  $121,  billion 
in  what  you  called  "savings"? 

During  the  first  debate,  Clinton  re- 
peated the  Democratic  demagoguery 
that  gop  attempts  to  rein  in  Medicare 
growth  amount  to  irresponsible 
"cuts."  In  fact,  there  is  little  differ- 
ence between  the  savings  favored  by 
Clinton  and  Dole.  But  Democrats  re- 
alize they  have  a  winning  issue — 
mostly  because  the  gop  last  year 
paired  $270  billion  in  Medicare  sav- 
ings with  a  $245  billion  tax  cut.  That 
strategic  blunder  by  Dole  and  House 
Speaker  Newt  Gingrich  opened  the 


door  for  a  Democratic  fear  campaign. 

Another  for  Clinton:  If  the  Demo- 
crats regain  control  of  Congress, 
would  you  resist  attempts  to  extend 
the  target  year  for  balancing  the  bud- 
get from  2002? 

Many  Capitol  Hill  Democrats 
would  prefer  a  10-year  timetable  for 
budget  balancing.  If  the  President 
wants  to  demonstrate  that  he  is  truly 


HOT  AIR  TIME 

The  candidates 
avoided  a  hard 
discussion  of 
issues  in 
Hartford, 
resulting  in  little 
more  than  two 
infomercials 


a  New  Democrat,  he'll  have  to  stand 
up  to  the  party's  liberal  wing. 

The  questioners  could  also  try  ask- 
ing Clinton  this:  Should  Social  Secur- 
ity be  partially  privatized  to  allow 
retirees  to  seek  investments  with 
higher  returns? 

This  was  a  recommendation  of  a 
bipartisan  commission  in  1994.  Both 
parties  ignored  the  report,  fearing  its 
solutions  were  politically  radioactive. 
But  the  proposal  has  support  in  the 
business  community.  Clinton's  answer 
can  signal  whether  he  will  resist  ef- 
forts to  make  Social  Security  sounder. 

Now  for  former  Senator  Dole.  He 
has  sidestepped  crucial  questions 
about  the  viability  of  his  economic 
plan.  Among  them:  Wlien  asked  hoiv 
yon  can  balance  the  budget  while  cut- 
ting taxes  by  $548  billion,  your  an- 
swer is  "trust  me. "  Polls  show  that 
Americans  don't  believe  your  num- 
bers add  up.  How  will  you  do  it? 

Dole  has  been  happy  to  tell  Ameri- 
cans that  he  will  slash  their  taxes  by 


15%.  But  he  won't  give  them  any 
idea  where  he'll  find  the  money. 
Many  economists  believe  Dole  won 
be  forced  to  make  deep  cuts  in  do- 
mestic programs — or  delay  the  tax 
cuts.  Unless  he  can  answer  the  qui 
tion,  the  tax  plan  is  exactly  what  i 
dependent  Ross  Perot  calls  it:  "fr& 
candy"  for  voters. 

Also  for  Dole:  What  would  you 
to  reform  campaigji-fi- 
nance  laws? 

The  '96  campaign  hi 
been  marked  by  recor 
special-interest  spendi 
Dole's  only  response  is 
cop-out:  to  propose  a 
blue-ribbon  commissioi 
Would  Dole  be  willing. 
Republican  Chairman 
Haley  Barbour  sugges 
to  require  groups  such 
as  the  Christian  Coali- 
tion to  disclose  their  p 
litical  spending?  Woulc 
he  ban  lawmakers  froi 
soliciting  money  from 
lobbyists  while  Congr( 
is  in  session?  Does  he 
support  the  bipartisan 
reform  package  co-au-; 
thored  by  close  advise: 
Senator  John  McCain  (R-Ariz.)  and 
Senator  Russell  Feingold  (D-Wis.)? 

Dole  also  could  be  asked:  You  sa 
you  want  a  fairer,  simpler  tax  sys- 
tem. Does  that  mean  ending  corpo 
rate  welfare,  too? 

Throughout  the  gop  primary  sea 
son,  Dole  hedged  when  rivals  Phil 
Gramm  and  Pat  Buchanan  propose 
abolishing  corporate  tax  subsidies, 
would  be  interesting  to  know 
whether  he  favors  ending  govern- 
ment programs  that  assist  his  con 
tributors  in  agribusiness,  the  energ 
business,  and  the  tobacco  industry. 

The  candidates  should  be  asked 
these  and  other  tough  questions  on 
Oct.  16.  And  there  should  be  plenty 
of  time  allotted  for  each  man  to  mi 
it  up  with  the  other  and  to  questioi 
the  stream  of  funny  facts  that  are  ; 
staple  of  modern  debates.  Will  this 
happen  in  San  Diego?  Don't  bet  on 


Dunham  covers  the  Presidential 
campaign. 
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The  pen  is  mightier  than  the  sword.  However, 
could  it  be  possible  that  we're  on  the  verge  of  a 
communications  revolution  mightier  still? 

Allow  us  to  introduce  ourselves.  We're  USWeb. 
And  we'd  like  to  put  the  Web  to  work  for  your  busi- 
ness. But  first,  let's  take  a  look  at  the  place  where 
you'll  spend  the  rest  of  your  life:  namely,  The  Future. 

Unless  you've  been  living  under  a  rock— and  a 
modemless  rock  at  that— you  know  there's  a  revolu- 
tion going  on. The  media  are  converging.  Interactive 
graphics,  words,  sound,  even  video,  are  combining 
with  software  to  bring  the  online  world  alive.  The 
entire  globe  is  being  linked  in  a  vast  network  of 
instantaneous  communication. 

Furthermore,  it  is  our  belief  that  every  individual, 
business,  and  government  organization  will  eventu- 
ally be  represented  on  the  Web.  That's  where  we'll 
talk  to  each  other,  shop,  gather  information,  even 
register  cur  cars.  (Imagine  never  standing  in  line  at 
the  DMV.  That's  progress.) 

Enter  USWeb.  Our  goal:  to  provide  everything  your 
company  needs  to  exploit  the  enormous  potential 
of  the  Web.  With  innovative  Internet  and  Intranet 
Web  site  development.  (Truth  is,  we've  created  more 
high-end  Web  sites  than  anyone.)  Carrier-grade 
hosting.  Marketing  expertise.  From  initial  needs 
analysis  through  continued  site  maintenance,  we 
cover  all  your  virtual  needs. 

We've  already  created  Web  sites  for  GTE,  Lucent 
Technologies  and  many  more  companies  just  like 
yours.  In  fact,  we're  a  national  organization  with 


offices  throughout  the  country  to  better  serve  your 
needs.  And,  with  strategic  alliances  formed  with 
Compaq,  Sun  Microsystems  and  BBN  Planet,  you 
can  rest  assured  that  no  matter  where  you  go  on 
the  Net,  we'll  be  there. 

To  learn  more  about  USWeb,  visit  our  Web  site  at 
www.usweb.com/ink.  Of  course,  if  you  still  find  a  pen 
more  handy,  jot  down  this  number:  1-888-USWEB-411. 
Call  now  and  you'll  receive  a  free  guide  describing  how 
the  Web  can  transform  your  business.  We  look  forward 
to  giving  you  a  glimpse  of  the  future.  (Don't  count 
on  reading  about  it  in  the  papers.) 

USWeb.  Outfitters  to  the  World  Wide  Web1: 


on 


paper. 


how  quaint. 


irporation.  USWeb  and  Outfitters  to  the  World  Wide  Web  are  trademarks  of  USWeb  Corporation  All  other  company  and  product  names  are  registered  trademarks  or  trademarks  of  their  respective  holders. 


COMMENTARY 

By  Mike  McNamee 


CLINTON  S  TAX  CUTS:  SMALLER,  BUT  NOT  SMARTER 


ELECTION  '96 


Bill  Clinton  may  have  concocted 
the  politically  perfect  tax-cut 
package  for  the  '90s.  It  appeals 
to  key  blocs  of  voters,  like  homeown- 
ers and  middle-class  parents  facing 
college  bills.  It's  big  enough  to  get 
the  President  into  the  tax-cut  derby 
against  gop  challenger  Bob  Dole,  but 
small  enough — $118  billion  over  six 
years — to  let  him  claim  he  won't 
bust  the  budget.  Best  of  all,  the  plan 
flies  under  the  campaign  radar. 
Thanks  to  the  improbable  promises 
Dole  makes  for  his 
$548  billion  tax  cut, 
Clinton's  handouts 
are  skating  by  unchallenged. 

A  close  look,  though,  exposes  the 
President's  program  as  a  triumph  of 
voter  bait  over  economic  wisdom. 
Clinton  hews  to  the  old-time  Demo- 
cratic idea  of  trying  to  fine-tune  busi- 
ness and  consumer  behavior.  And  his 
goodies  could  well  turn  sour,  lifting — 
rather  than  lowering- 
the  barriers  to  educa 
tion  and  home- 
ownership. 

Take  the  pair  of  breaks 
that  Clinton  proposes  for 
college.  Students  or  their 
parents  could  either  sub- 
tract a  $l,500-per-student 
credit  from  their  tax  bill 
or  deduct  up  to  $10,000 
a  year  in  college  costs 
from  their  taxable  in- 
come. The  goal:  to  make 
14  years  of  schooling  the 
new  minimum  for  all  Americans. 
TUITION  INFLATION.  That's  the  right 
destination — but  tax  breaks  are  the 
wrong  vehicle.  "Deductions  and  cred- 
its paint  with  a  pretty  broad  brush," 
warns  Macalester  College  President 
and  economist  Michael  S.  McPherson. 
Kids  who  couldn't  afford  college  will 
win — but  so  will  the  62%  of  high- 
school  grads  who  would  attend  col- 
lege -anyway.  The  conservative  Insti- 
tute for  Policy  Innovation  says  the 
plan  would  subsidize  100  existing  stu- 
dents to  enroll  three  new  ones. 

Clintonites  don't  mind  that  leak- 
age: Middle-class  families,  they  argue, 
need  help  with  skyrocketing  tuition. 
But  tax  relief  "will  fuel  the  fire  of  tu- 
ition inflation,"  argues  Brookings  In- 


stitution economist  Robert  D.  Reis- 
chauer.  More  than  90%  of  households 
would  qualify  for  help.  Such  sweeping 
subsidies  would  lower  resistance  to 
tuition  hikes,  allowing  colleges  to 
siphon  off  the  money.  Given  the 
plan's  $43  billion  cost,  "I'd  rather  see 
more  money  put  into  scholarships  to 
motivate  kids,"  says  Norman  R.  Au- 


gustine, ceo  of  Lockheed  Martin  and 
chair  of  the  Business  Roundtable's 
Education  Task  Force. 

Clinton's  handout  for  homeowners 
is  much  smaller — $1.4  billion  over  six 
years — but  still  troubling.  Clinton  and 
Dole  both  propose  a  backdoor  repeal 
of  the  capital-gains  tax  on  houses. 
Under  current  law,  home  sellers  can 
roll  over  profits  by  buying  more  ex- 
pensive homes  until  they  turn  55. 
Then,  they  get  up  to  $125,000  in 
gains  tax-free.  Clinton's  plan  would 
let  a  seller  exempt  $500,000  in  profit 
on  every  sale;  Dole's  would  exempt 
$250,000  to  $500,000,  based  on  years 
of  ownership. 


The  current  law  may  be  more  of 
nuisance  than  a  revenue  raiser.  Rea 
tors  reported  3.8  million  sales  of  ex 
isting  homes  in  1993,  but  only  148,0 
of  those  sellers  paid  taxes  on  gains, 
Clintonites  argue  that  the  higher  ei 
emption  will  relieve  owners  of 
record-keeping  and  let  empty-neste: 
and  relocators  buy  cheaper  homes 
without  a  penalty.  But  the  Trea- 
sury will  shower  $502  billion  o? 
owners  over  the  next  five 
years  even  without  this  ide 
The  new  cuts  and  exemp- 1 
tions  for  a  few  only  mean 
that  everyone  else — mostl 
renters  and  non-itemizing 
homeowners — will  someho 
have  to  make  u 
2?  the  difference. 

Would-be  buyers 
lose  the  most,  since 
tax  breaks  drive  up  th 
price  of  land  and  homes, 
More  important,  tax 
breaks  for  housing  hurt  the 
economy.  Capital — badly 
needed  for  productive 
/  y  a*.        uses,  such  as  resean 
or  new  factories — is 
instead  drawn  into 
housing.  Federal  Reserve 
economist  Kevin  A.  Hasse 
says  America's  housing  in- 
vestment is  50% 
higher  than  it 
would  be  without 
tax  advantages.  An- 
other break  "is  a  move  in 
the  wrong  direction,"  says  Princeto 
University  economist  Harvey  S. 
Rosen.  "There's  no  good  reason  ex- 
cept politics." 

Ah,  yes,  politics.  Clinton's  tax  plai 
shows  him  to  be  the  master  of  pan- 
dering on  the  cheap.  The  President  i 
also  capitalizing  on  the  fact,  says 
Reischauer,  that  "many  small,  dumb 
ideas  don't  seem  to  get  the  same  at- 
tention as  one  big,  dumb  idea."  In 
the  contest  between  dumb  ideas  and 
dumber,  Clinton  is  likely  to  come  oul 
on  top.  But  perhaps  he'll  wise  up  be- 
fore he  hands  the  country  another 
batch  of  dumb  tax  laws. 


McNamee  covers  tax  policy  froi 
Washington. 
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Now  your  marketing 

plan  can  fly 
through  cyberspace. 

Even  if  you're 
cracolma  on  1-94. 


Clogged  arteries, 
gridlock,  bottlenecks. 
Documents  printed 
and  distributed  via 
Kinkonet  avoid  all 
that.  It's  designed  to 
help  our  corporate 
customers  produce  documents  conveniently  and 
easily.  Kinkonet  works  like  this:  From  your 
office,  home  or  laptop  computer,  you  complete  an 
electronic  job  ticket  telling  us  how  many  docu- 
ments you  need,  their  destinations,  and  whether  they 
need  folding,  binding,  color,  etc.  Then  you  attach 
your  document,  press  a  button  and  we  take  care 
of  the  rest.  You  can  have  2000  technical  manuals 
customized  and  delivered  to  ten  district  offices. 


Or  presentation 
m a t e r i a  1  s  c an  be 
produced  and  wait- 
ing lor  you  at  your 
meeting  instead  of 
lugging  them  through 
airports.  Kinkonet 
gives  you  access  to  a  full  range  of  services  24  hours 
a  day  right  from  your  desk,  and  can  save  you  time 
and  money  on  shipping  and  handling.  Even 
more  importantly,  Kinkonet  could  give  you  a  jump 
on  rush  hour.  Which  is  another  reason  why  every 
day  more  than  200,000  businesses  use  Kinko's. 

Want    to    know  more? 
Call  1-800-2-KINKOS  for  a  brochure  on 
the  full  range  of  Kinko's  Corporate  Services. 


The  new  way  to  office." 


is.  Int.  All  rights  reserved.  Kinko's  is  a  registered  trademark  ol  Kinko's  Graphics  Corporation  and  is  used  by  permission.  Kinkonet  is  operating  under  a  license  from  Freemail,  Inc.  Subscription  tees  may  apply. 
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INVESTIGATIONS 


HARDLY  YOUR  USUAL 
SUSPECT 

An  ex-SEC  sleuth  is  charged  in  a  stock  case  linked  to  Dan  Dorfman 

On  Oct.  3,  federal  prosecu- 
tors indicted  and  arrested 
six  men  in  connection  with 
an  elaborate  and  highly  sophis- 
ticated stock  fraud.  Among  the 
alleged  participants  are  two 
convicted  felons.  A  third  was  a 
broker  with  a  record  of  disci- 
plinary actions  by  securities 
regulators.  But  one  defendant 
stands  out  as  an  unlikely  ac- 
cused con  man:  James  W. 
Nearen,  a  former  enforcement 
attorney  at  the  Securities  & 
Exchange  Commission  who 
once  was  responsible  for  inves- 
tigating the  scheme. 

The  alleged  fraud — first  re- 
ported in  business  week's  Oct. 
14  issue — involved  dummy  for- 
eign accounts  to  hide  cash  and 
the  illicit  issuance  of  millions  of  shares 
of  corporate  stock.  Participants  at- 
tempted to  artificially  inflate  the  stocks 
of  two  companies:  ICIS  Management 
Group  Inc.,  an  auto  parts  wholesaler 
based  in  Lighthouse  Point,  Fla.,  and 
Comprehensive  Environmental  Systems 
Inc.,  an  environmental  remediation  com- 
pany in  West  Babylon,  N.Y. 
familiar  FACE.   Former  sec  prober 
Nearen,  released  on  $250,000  bond,  de- 
clined to  respond  to  written  questions. 
According  to  the  indictment,  though,  he 
led  a  1994  investigation  of  Comprehen- 
sive when  it  was  called  Integrated  Re- 
sources Technologies  Inc.  and  'learned  of 
massive  fraud"  there.  Yet  Nearen  left 
the  sec  in  1995  to  work  for  Compre- 
hensive as  a  "special  regulatory  consul- 
tant." The  indictment  states  "his  role 
was  to  stymie  regulatory  and  other  ef- 
forts to  uncover  the 
fraud."   sec  enforce- 
ment chief  William  R. 
McLucas  says:  "Based 
on  what's  alleged  in  the 
indictment,  Nearen's 
conduct  is  outrageous. 
This  is  one  of  the  most 
serious    breaches  of 
public  trust." 

Nearen  joined  the 
sec  in  1988  in  the  Den- 
ver regional  office  af- 
ter attending  the  Uni- 


versity of  Alabama  and  the  Cumber- 
land School  of  Law  in  Alabama  and 
working  as  a  solo  practitioner.  In  1994, 
according  to  the  filing,  Nearen  began 
looking  for  work  in  the  private  sector. 
He  approached  a  brokerage,  which 
sources  say  was  Chatfield  Dean  &  Co., 
an  Englewood  (Colo.)  penny-stock  firm 
that  then  was  the  target  of  an  sec 
probe.  To  ingratiate  himself,  Nearen  al- 
legedly fraternized  with  the  "lead  tar- 
get" at  the  firm  and  "disclosed  nonpub- 
lic information  to  help  the  target  firm 
defend  the  sec  action." 

That  same  year,  Nearen  became  in- 
volved with  the  probe  of  Comprehen- 
sive Environmental.  The  company  was 
controlled  by  Grant  R.  Curtis,  who  was 
convicted  of  bank  fraud  in  1994;  Leo 
Mangan,  who  had  been  sentenced  twice 
for  dealing  drugs;  and  Timothy  H. 

Masley,  whose  broker 
license  was  suspended 
in  1990  by  the  National 
Association  of  Securi- 
ties Dealers.  Curtis, 
Mangan,  and  Masley 
were  accused  of  fraud 
in  the  indictment.  Man- 
gan's  attorney,  Kenneth 
I.  Wirfel,  says  his  client 


DORFMAN  talked  up 
stock  that's  at  the 
center  of  the  case 


lias  pleaded  not  guilty.  <  'urtis' 
did  not  return  phone  calls,  and  M 
still  in  custody,  couldn't  be  reacheJ 
By  early  1995,  the  sec  learnl 
Nearen's  "extensive  misconduct"  1 
lation  to  his  Chatfield  Dean  activitil 
February,  after  being  placed  on  al 
istrative  suspension,  he  resigned.  1 
in  weeks,  he  joined  the  Curtis  grm 
The  investigation  has  its  genesii 
federal  inquiry  into  possi 
curities  violations  by  cnbc| 
mentator  Dan  Dorfman  ai 
stock-promoter  friend, 
Kessler  (BW— Nov.  6, 
On  Aug.  29,  CNBC  said 
ternal  review  of  Dorfi 
records  showed  no  violat: 
securities  laws  or  networl 
cies.  A  cnbc  spokesman 
Dorfman  won't  comment 
new  indictments.  In  a  let 

REVOLVING  DOOR 

Nearen  (at  a  recentl 
party)  was  hired  byf 
targets  he  had  probj 
while  at  the  SEC 

business  week,  Kessler's  attol 
Nicholas  M.  De  Feis,  stated:  "K^ 
denies  that  he  engaged  in  any 
doing  in  connection  with  the  rec 
filed  indictment." 
TV  BOOST?  The  Oct.  3  indictment 
two  references  to  "efforts  to  inflab 
maintain  the  share  price"  of  | 
and  Comprehensive.  It  says  that 
and  Pedro  Gomez,  another  defen 
gave  an  individual  $60,000  in  ca; 
arrange  for  Comprehensive  to  b< 
subject  of  a  TV  report,  business  \ 
has  learned  that  the  individual  ref/1 
to  by  the  indictment  was  Kesslei 
that  the  report  was  by  Dorfman 
ing  on  Nov.  8,  1994.  Kessler  denif 
got  the  $60,000,  but  he  does  say  h  " 
ceived  20,000  shares  of  icis  stoclf 
various  services.  Nick  Morf,  the  foil 
ceo  of  what  was  later  called  icis,  c 
Kessler  told  him  he  made  $150,000 
ing  Comprehensive  shares  after  a  . 
man  report  on  Apr.  18,  1995.  G<  5  3, 
couldn't  be  reached  for  comment. 

Assistant  U.  S.  Attorney  Mai  i  . 
Ressler  declined  to  comment  on  wh< 
Dorfman  and  Kessler  figure  in  the 
tinuing  investigation.  But  BUSH 
week  has  learned  that  DorfmanU 
Kessler  are  still  under  investigate 
the  government.  Nearen's  indictiJ 
may  not  be  the  end  of  this  probe. 

By  Michael  Schni 
in  Washin 
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WE'RE  MAKING  FARMERS 

'is  this  man  smiling?  Because  he's  in  the  middle  of  his  finest  growin,  season  ever.  One  productive  acre 
"  another.  And  while  he  thanks  his  lucky  stars,  he  also  has  Bayer  to  th  ink.  Because  of  our  crop  protection 
iucts,  farmers  across  America  can  keep  their  fields  free  from  'ee>  s,  diseases  and  destructive 

MORE  OUTSTANDING  IN  TP  EIR  FIELDS. 

ct  pests.  Making  for  better  harvests  and  creating  a  more  abundar  t  food  supply.  During  the  past  50 
s,  Bayer  has  developed  products  for  more  than  100  different  crops.  iVaking  sure  that  whether  it's  corn, 
at,  cotton  or  soybeans,  we  can  help  every  farmer  reach  the  highest  potential  in  their  chosen  fields. 


Bayer 


WE  CURE  MORE  HEADACHES  THAN  YOU  THINK. 

i'r  is  an  international,  research-based  company  in  health  care,  chefnicals,  and  imaging  technologies. 
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TRAVEL 


BON  VOYAGE, 

IF  YOU  CAN  AFFORD  IT 

Airfares  keep  rising-and  so  do  hotel  and  car-rental  rates 


■  n  the  coming  weeks,  U.  S.  airlines 
I  should  report  record  third-quarter 
B  profits.  Wall  Street  will  cheer — but 
Larry  Danville  won't.  Dunville,  the 
president  of  Dearborn  Crane  &  Engi- 
neering Co.  in  Mishawaka,  Ind.,  drives 
hours  to  Chicago's  Midway  and  other 
airports  to  escape  the  high  airfares 
from  South  Bend.  Kristin  Durbin  won't 
be  thrilled,  either:  The  Washington 
(D.  C.)  nurse  recently  flew  Southwest 
Airlines  Co.  from  Baltimore  to  Cleve- 
land for  $25  each  way — but  to  save 
$350  in  aii-fare,  she  had  to  persuade 
her  parents  to  drive  three  hours  from 
Detroit  to  pick  her  up. 

This  is  what  happens  when  strong 
demand  meets  tight  capacity.  Through- 
out the  travel  industry,  prices  have 
jumped  sharply  in  the  past  year — and 
they'll  likely  keep  rising  through  the 
winter.  A  vibrant  economy,  and  robust 
demand  from  winter  vacationers,  should 
keep  stoking  business — and  prices — for 
airlines,  hotels,  and  rental-car  compa- 
nies. And  higher  fuel  and  security  costs 
for  the  airlines  will  add  to  the  pres- 
sure to  boost  prices  in  1997. 
nice  bump.  Average  airfares  paid  by 
business  travelers  were  up  about  12% 
at  the  end  of  September  from  a  year 
earlier,  and  at  their  highest  point  since 
early  1993,  figures  American  Express 
Co.  (chart).  "There  have  been  dramatic 
fare  increases  this  year,  much  more 
than  we  anticipated,"  says  Edward  P. 
Gilligan,  president  of  Amex'  corporate 
services.  Even  leisure  fares,  with  heavy 
restrictions,  are  up  as  much  as  70%  to 
80%,  compared  with  two  years  ago, 
says  TeiTy  L.  Trippler,  publisher  of  The 


Airfare  Report,  an  industry  newsletter. 

Such  strength  will  push  profits  at 
the  10  major  U.  S.  airlines  to  a  com- 
bined $1.6  billion  in  the  third  quarter, 
from  $1.2  billion  in  the  1995  period, 
says  NatWest  Securities  Corp.  analyst 
Susan  Donofrio.  She  expects  cost-cut- 
ting Delta  Air  Lines  and  United  Air 
Lines,  with  strong  Pacific  routes,  to  be 
among  the  top  performers. 

Airlines  aren't  the  only  ones  savor- 
ing flush  times,  though.  After  suffering 
from  years  of  overbuilding,  hotels  are 
now  enjoying  some  of  their  best  days 
in  a  decade.  Through  August,  hotel  oc- 
cupancy nationwide  was  up  1.2%,  to 
67.6%,  from  1995,  says  market  re- 
searcher Smith  Travel  Research  in 
Hendersonville,  Tenn.  Average  room 
rates  rose  6.5%  in  the  same  period. 
Car-rental  companies,  too,  are  getting  a 
nice  bump  in  business.  "The  stars  are 
definitely  lining  up  for  us,"  says  Alamo 
Rent  A'  Car  Inc.  Chief  Executive  D. 
Keith  Cobb,  who  estimates  that  indus- 
try rates  are  up  about 
59?  this  year. 

Travelers  can  expect 
even  higher  car  and  hotel 
rates  in  winter  destina- 
tions such  as  Orlando, 
where  tourism  revenues 
this  year  are  up  8%. 
Alamo,  for  example,  is 
currently  charging  $206.99 
a  week  in  Orlando  for  a 
midsize  car,  up  15%  from 
a  year  ago.  It  will  be 
tough  finding  a  hotel 
room,  too,  in  San  Fran- 
cisco, where  occupancy 
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rates  are  up  5.4%  this  year,  to  78' 
the  city's  Hotel  Rex,  rates  have  cli 
47%,  to  an  average  of  $132. 

Travel  bargains  can  still  be  | 
especially  for  leisure  travelers 
plenty  of  flexibility.  But  the  deals 
be  harder  to  pin  down.  Denver  t 
agent  Don  Greco  recently  found  a 
round-trip  fare  to  New  York  via  C 
go  on  American  Airlines  Inc.  "I'm 
twice,"  says  Greco,  who  also  booke 
clients.  But  such  opportunity  was 
ing:  The  fare  disappeared  from  his 
ings  within  three  hours,  he  says. 
SEA  savings.  And  the  cruise  busj  W 
is  awash  in  bargains,  thanks  to  a  g] 
capacity.  From  1995  to  1998,  tl 
four  cruise  lines  will  increase  cap  g  \H  ^ 
by  70%,  figures  Larry  Fishkin,  j 
dent  of  Cruise  Line  Inc.,  a  Miami-1 
discounter.  As  a  result,  prices  oi  „i  .i  ^ 
and  winter  cruises  are  the  lowe;  1 
more  than  a  decade.  Carnival  Q 
Lines,  for  instance,  is  charging  ( 
per  person  for  a  seven-day  CariK  ^  He? 
cruise  on  its  new  $400  million  C 
val  Destiny  liner.  Once  in  the  still 
ricane-damaged  Caribbean,  more 
tourists  can  expect  relatively  low  pi 
Such  bargains  will  be  scant  for  .< 
time,  however.  Michael  D.  Boult, 
eral  manager  of  consulting  service 
Rosenbluth  International  Inc.,  a 
travel  agency,  exp 
airfare  increases 
year  of  3%  to  5%. 
bite  will  appear  ( 
greater  now  that  a  t 
federal  ticket  tax,  w 
lapsed  in  January, 
kicked  back  in.  Li^ 
Dunville,  it  appears, 
have  to  keep  driving 
extra  mile. 

By  Wendy  Zellner 
Stephanie  Anderson 
est  in  Dallas,  with 
Therese  Palmer  in  Cl 
go  and  bureau  repor 
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netimes,  the  only  way  the  world  will  realize  you're 


1  telling  the  world  how  good  we  are.  |§§|  For  instance,  you  may  not  realize  that  ABR 
iered  the  much-trumpeted  area  of  employee  benefits  administration  outsourcing, 
at  we  currently  provide  Total  Benefits  Outsourcing  services.  Or  that  we  let  you  choose 
;ely  the  services  you  need  from  an  "a  la  carte"  outsourcing  menu.  CobraServ  Compliance 
:es,  Flex  Administration,  Retiree  Billing,  Open  Enrollments,  whatever.  Your  needs  in 
efits  Outsourcing  are  sen  iced  immediately  —  without  learning  curves,  technical 
es  or  other  sour  notes.  Productivity  is  instantaneous.  §3  Sure,  other  companies  claim 
er  similar  services.  But  no  one  has  perfected  the  skills  to  deliver  our  type  of  perfor- 
e.  We  know  what  has  to  be  done,  and  we  do  it.  Guaranteed.  @§j  In  fact,  we're  doing  the- 
ir more  than  10  million  employees,  dependents  and  retirees  of  employers  of  every  size, 


to  tune  out  the  administrative  hassles  —  and  all  that  jazz.    Information  Services,  Inc. 


rial  is  if  you  blow  your  own  horn.  At  abr, 


we've  been  a  bit  reticent 


;ry  industry.  So  call  us  at 


1-800-366-3130  iiw,t  ^jftBR 


3  image  used  with  permission 


Offices  in  New  York,  New  Jersey,  California,  Virginia  and  Florida 
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ANTEINii  UP  FOR 
A  DIGITAL  JOURNAL 

THEY  COULD  GET  IT  EOR  FREE 

via  Microsoft's  Internet  Ex- 
plorer browser,  but  30,000 
subscribers  are  paying  up  to 
$49  for  a  year's  subscription 
to  the  Wall  Street  Journal's 
Interactive  Edition.  The  ser- 
vice, which  contains  the  full 
text  of  all  Journal  editions 
plus  news  updates,  archival 
access,  and  other  features, 
began  charging  on  Sept.  21, 
five  months  after  its  debut. 
Between  35%  and  40%  of  the 
paying  customers  also  get  the 
newsprint  Journal,  which 
costs  $164  a  year.  But  pub- 
lisher Dow  Jones  expects 
that  less  than  10%  of  the 
overlapping  audience  will 
drop  the  print  version.  "Most 
people  still  want  the  Journal 


CLOSING  BELL 


TAKE  HEART 

Cardiac  patients  had  reason 
to  celebrate  the  Food  &  Drug 
Administration's  Oct.  7 
approval  of  Heartport's  new 
heart  surgery  technique.  So 
did  Wall  Street.  Heartport's 
technology  lets  doctors  do 
bypasses  and  valve  replace- 
ments through  incisions  cut 
between  the  ribs,  rather  than 
opening  up  the  chest,  reduc- 
ing complications  and  recov- 
ery time.  Shares  surged  23%, 
on  huge  volume.  They  had 
spurted  13%  the  day  before, 
too,  indicating  that  news  of 
the  FDA's  approval  may  have 
leaked  early. 
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on  paper,  says  newspaper 
analyst  John  Morton.  The 
Journal  says  the  Interactive 
Edition  needs  a  little  more 
than  100,000  subscribers  be- 
fore it  turns  a  profit. 

MOTOROLA'S 
QUARTER  FROM  HELL 

IN   SEPTEMBER,  MOTOROLA 

warned  of  disappointing  third- 
quarter  results.  On  Oct.  8,  the 
numbers  arrived — in  slightly 
worse  shape  than  expected. 
The  technology  giant  reported 
a  58%  drop  in  net  income,  to 
$206  million,  and  said  that 
cost-cutting  will  trim  "tens  of 
millions"  from  profits  in  the 
fourth  quarter.  Christopher 
Galvin,  chief  operating  officer, 
blamed  the  semiconductor  in- 
dustry recession  and  declin- 
ing prices  in  the  cellular- 
phone,  modem,  and  paging 
markets.  The  company  ex- 
pects a  "modest  recovery"  in 
semiconductors  in  1997.  Still, 
Motorola  plans  cuts  in  staffing 
and  capital  expenditures. 

THE  RETURN 

OF  CALVIN  GRIGSBY 

THREE  WEEKS  AFTER 
resigning  from  the  municipal- 
bond  firm  bearing  his  name, 
Calvin  Grigsby  announced  on 
Oct.  9  that  he  will  return  to 
the  business,  renamed  Grigs- 
by &  Associates.  Grigsby, 
who  is  under  investigation  in 
connection  with  alleged  im- 
proprieties in  a  Dade  County 
(Fla.)  refinancing,  left  on  Sept. 
17.  But  the  subsequent  defec- 
tion of  the  firm's  other  senior 
partners  and  up  to  40  of  its 
60  employees  to  rival  Muriel 
Siebert  apparently  spurred 
his  return.  Grigsby  couldn't 
be  reached  for  comment. 


HEADING  FOR  THE 
EXIT  AT  DENNY'S 

WHEN      RONALD  PETTY 

arrived  in  1993  as  chief  exec- 
utive of  Denny's,  the  restau- 
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Just  as  McDonald's  piles 
lettuce  and  tomato  on  its 
new  "Deluxe"  sandwiches, 
it's  topping  off  manage- 
ment with  a  num- 
bers man.  On  Oct. 
8,  Chief  Financial 
Officer  Jack 
Greenberg  be- 
came chairman 
of  its  12,000-unit 
U.  S.  operations. 
The  object,  says 
McDonald's  ceo 
Michael  Quinlan:  to  "bring 
more  management  firepow- 
er where  we  need  it." 

That,  clearly,  would  be 
McDonald's  domestic  busi- 
ness, where  same-store 
sales  are  slipping  at  the 
hands  of  Burger  King  and 
Wendy's.  Greenberg  must 
soothe  some  franchisees  up- 
set by  a  costly  effort  to 


erect  800-plus  new  re 
rants  annually.  And  a; 
aren't  happy  with  Me 
aid's  USA  Chief  Exe] 
Edward  Rensi 
the  compan; 
drifting  sto' 

Rensi 
tain  his 
but  will  rei 
now  to  Gr 
berg.  Gree 
who  arrived 
Donald's  in  1982 
auditor  Arthur  Young, 
pledges  to  improve  pr< 
for  the  company  and 
flow  for  owner-operai 
He  says  he'll  spend  "a! 
time"  with  franchisees 
though  morale  is  bett< 
than  some  believe:  "It! 
more  controversial  in  1 
press  than  around  hen 
By  Greg 


rant  chain  was  mired  in  red 
ink  and  disastrous  racial  dis- 
crimination suits.  Today,  its 
minority  franchisee  and  sup- 
plier ranks  are  much  im- 
proved, and  same-store  sales 
are  growing.  But  on  Oct.  7, 
Petty  suddenly  resigned. 
Denny's  franchisees  say  his 
exit  followed  a  power  strug- 
gle with  James  Adamson, 
chairman  of  Denny's  parent 
Flagstar.  "He  wanted  more 
control,  and  Adamson  re- 
fused," says  one  franchisee. 
Petty  says  he  has  no  concrete 
plans. 

AN  IVY  LEAGUE 
OF  AN  l-WAY? 

MADDENED    BY  INTERNET 

crowds,  a  group  of  34  univer- 
sities wants  to  build  a  by- 
pass. The  schools  recently 
pledged  $25,000  apiece  to 
jump-start  Internet  II,  a  new 
network  they  hope  will  be  10 
times  as  fast  as  the  current 
Net.  That  would  allow  the 


universities  to  try  to 
more  sophisticated  ek 
classrooms,  spur  onli 
laborative  research, 
tempt  other  experimer 
certainties  remain,  in 
the  total  cost,  what  sh 
federal  government  v, 
and  who  will  adminis 
network.  "Nobody  ha.il 
thought  out  the  details 
Raman  Khanna,  a  pari 
from  Stanford.  Evei 
though,  backers  exp< 
vances  to  filter  into  th< 
Internet. 

ETCETERA... 


■  Ford  announced  th( 
of  some  680,000  vt 
because  of  safety  com 

■  Computer  Associat  . . 
buy  again,  paying  $1.2 
for  Cheyenne  Softwai 

■  American  Brands  w 
the  cigarette  business 
ning  off  its  British  un 

■  Wal-Mart  usa:  The  r 
will  open  50  discount 
and  100  supercenters  i 
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ml  Phyclub,  ca.  1700 


Hugh  Philp  Playchib.  ca.  1820 


John  Allan  Playchib.  ca.  1880 


■  ca.  1890 


Made  Metalwood,  ca.  1971 


Callaway  Big  Bertha,  ca.  1991 


Titanium  Burner  Bubble,  ca.  1996 


Similar  advances  in  portfolio  management 
help  avoid  the  hooks  and  slices  of  market  volatility. 


ternal  search  for  better  scores,  evolutions  in  golf  club 
lave  given  players  better  control  of  their 
'he  same  applies  in  portfolio  manage- 
/hich  is  why  significant  investors  rely  on 


The  Private  Bank 


asset  allocation  techniques,  supported  by  innovative  information 
technology  and  communications  systems,  and 
in-depth  knowledge  of  global  financial  markets. 
If  you  have  substantial  assests  to  invest,  call  Peter 


ertise  of  Union  Bank  of  Switzerland.  UBS'  portfolio  E.  Guernsey,  Jr.  at  (212)  649-1075.  Find  out  why  core  portfolios 
;ment  team  provides  clients  with  the  most  up-to-date       managed  by  UBS  have  meant  financial  security  for  generations. 


Union  Bank 
of  Switzerland 


;  of  Switzerland,  1345  Avenue  of  the  Americas,  New  York,  NY  10105  Telephone:  (212)  64^-7300.  Other  offices  in  North  America:  Chicago,  Houston,  Los  Angeles,  San  Francisco,  Toronto,  Montreal- 


3f1  launches 

Imation- 

The  new  *S-S 
billion  leadei 
in  inf ormatioi 
and  imaging- 

There's  a  new  world  leade 
in  data   storagei  medica 
laser    imaging  i  privat 
label  photo  color  film  an 
color   proofing:  Imation 
Imation    is    a    brand  ne 
Fortune  SQD  company  wit. 
3PI  innovation  in  its  genes. 
A  company  with  a  lot  of  big 
new   ideas-    A   company  that 
thinks  the  way  you  do.  See  us 
at  http://www-imation.co~ 
or  call  l-flflfl-4fc>b-3M5b 


IMATION 


Borne  of  3M  Innovatio 


ishington  Outlook 


>  BY  OWEN  ULLMANN 


E  GOP  WANTS  A  NEW  CONTRACT 
fITH  GINGRICH 


iuge  how  far  House  Speaker  Newt  Gingrich  has  fall- 
in  two  years,  listen  to  Republican  loyalists  such  as 
ter  Voight  of  Ridgefield,  Conn.  The  retired  teacher 
the  Gingrich-led  GOP  takeover  of  Congress  in  1994. 
ay  he  thinks  the  Speaker  and  local  Republican  con- 
in  Gary  A.  Franks  are  out  of  touch.  "Gingrich  has  hurt 
>ublican  Party  with  his  big  mouth,"  laments  Voight, 
voting  for  Franks's  Democratic  opponent  this  fall, 
jpublicans  have  to  have  somebody  better." 
grumbling  isn't  just  coming  from  the 
k-and-file.  A  growing  number  of  House 
cans  also  are  declaring  their  indepen- 
"om  the  cocky  Georgian — perhaps  not 
a  short-term  ploy  to  win  reelection, 
l's  oversize  ego,  ethics  problems,  and 
blunders  have  colleagues  worrying 
1  be  the  cause  of  major  party  losses  on 
1  Day.  They're  so  disenchanted  that 
ikely  to  reclaim  his  role  as  undisputed 
f  the  gop  Revolution,  even  if  the  par- 
is  control  of  Congress.  "He'll  never  be 
erhouse  he  once  was,"  says  a  lobbyist 
se  ties  to  House  Republicans. 
DEALS.  That's  not  to  say  Gingrich  is 
>r  of  being  toppled  by  his  troops.  With 
apparent,  the  Speaker  doesn't  have  to 
bout  a  coup.  But  he'll  have  to  compete  with  other 
okers  for  influence  over  the  gop's  post-election  agenda, 
ng  power:  Senate  Majority  Leader  Trent  Lott  of  Mis- 
Since  replacing  Bob  Dole  in  June,  Lott  has  adroitly  cut 
th  the  White  House  and  congressional  Democrats  on 
siness  tax  relief,  welfare  and  immigration  reform,  and 
ire  portability — while  satisfying  conservatives, 
ich,  by  contrast,  has  never  recovered  from  a  disastrous 
nship  strategy  that  triggered  two  government  shut- 
nd  turned  public  opinion  against  the  GOP.  The  Speaker's 
further  tarnished  by  an  ongoing  ethics  probe  into 


whether  he  got  improper  financial  aid  from  the  conservative 
gopac  political  committee  he  led  for  many  years  and  whether 
he  used  tax-exempt  foundations  to  fund  partisan  activities. 
The  House  Ethics  Committee  expanded  its  inquiry  on  Sept.  26 
by  announcing  it  would  review  whether  Gingrich  had  provided 
"accurate,  reliable,  and  complete  information"  in  response  to 
earlier  queries.  Gingrich  dismisses  the  allegations  as  a  "smear." 

But  political  veterans  see  parallels  between  Gingrich's 
plight  and  that  of  ex-House  Speaker  Jim  Wright  (D-Tex.), 
who  resigned  in  1989  in  the  midst  of  a  two- 
year  ethics  probe  sparked  by  Gingrich.  With 
the  ethics  cloud  hanging  over  Gingrich  next 
year,  "he  won't  be  able  to  pull  off  his  old  raz- 
zle-dazzle anymore,"  says  retiring  Represen- 
tative Patricia  Schroeder  (D-Colo.). 
PARTY  WARFARE.  There's  even  talk  on  the  Hill 
that  if  the  gop  loses  control  of  the  House,  Gin- 
grich will  step  down  as  party  leader.  Then, 
hard-core  conservatives  would  push  a  fellow 
ideologue  for  leader,  such  as  House  Majority 
Whip  Tom  DeLay  of  Texas,  to  get  the  revolu- 
tion back  on  track.  But  DeLay  is  thought  too 
unyielding  by  mainstream  Republicans.  More 
popular  choices  to  succeed  Newt  would  be  Ohio 
Representatives  John  A.  Boehner  and  John  R. 
Kasich,  but  they're  considered  too  unseasoned. 
Most  likely,  Gingrich  will  stay  in  charge  of  a  more  dispirited 
and  less  disciplined  flock,  with  ideological  warfare  between 
gop  moderates  and  firebrands  erupting  as  the  Speaker's  bridge- 
building  power  wanes.  And  if  Newt  no  longer  can  dictate  a  rev- 
olutionary agenda,  moderates  could  forge  bipartisan  alliances 
that  increase  the  chance  of  a  budget  deal  or  even  significant 
campaign-finance  reform.  "The  Republicans  that  survive  will 
want  much  more  power  for  themselves,"  says  Trinity  College 
political  scientist  Diana  Evans.  For  the  onetime  King  of  the 
Hill,  that  may  mean  playing  the  prince  in  someone  else's  court. 

By  Richard  S.  Dunham 


muted  Speaker': 


PITALWRAPUP 


HSTAS-THEN  AND  NOW 

y  swing  electoral  bloc — 1992 
'erot  voters — is  leaning  toward 
ngressional  candidates,  but  not 
'residential  nominee,  Bob  Dole, 
ing  to  an  Oct.  1-3  Reuters-Zog- 
.  The  survey  found  that  the  one- 
erot  backers  favor  congressional 
licans  over  Democrats,  34%  to 
'hey  split  evenly  four  years  ago, 
.he  Democrats  won  control  of 
3ss  and  went  Republican  by  a  2- 
argin  when  the  gop  seized  Capi- 
l  in  1994.  The  bad  news  for  Dole: 


Clinton  leads  him  among  '92  Perotis- 
tas,  36%  to  28%.  The  Texas  billionaire 
runs  third  this  time  with  22%. 

WELFARE  LOOPHOLE 

►  Legal  immigrants  lose  Medicaid 
benefits  under  the  new  welfare  reform 
law.  But  thanks  to  President  Clinton, 
an  overhaul  of  the  immigration  law  he 
signed  on  Sept.  30  provides  a  loophole: 
At  his  insistence,  victims  of  spousal  or 
child  abuse  can  qualify  for  Medicaid. 
Opponents  of  the  provision  fear  social 
workers  will  urge  immigrants  to  file 
false  claims  of  beatings. 


SOUR  RATES? 

►  Federal  Reserve  Chairman  Alan 
Greenspan's  Sept.  24  decision  to  forgo 
a  preelection  hike  in  interest  rates 
played  well  on  Wall  Street — but  not 
with  his  predecessor.  In  private  con- 
versations, ex-Fed  boss  Paul  A.  Volck- 
er  grouses  that  Greenspan  bowed  to 
mounting  political  pressures  instead  of 
responding  to  rising  wage  pressures. 
"I  raised  rates  in  an  election  year 
[1980  and  1984],  and  Greenspan 
didn't,"  Volcker  has  been  telling  inter- 
national monetary  sources. 
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International  Business 


CHINA 


A  HARD  SOFT 
LANDING* 

China's  state  industries  are  sputtering 


The  pain  in  China's  rust  belt  is 
acute.  In  Harbin,  a  northeastern 
city  of  5.5  million  with  a  heavy 
concentration  of  state-owned  com- 
panies, a  tearful  factory  manager  says 
money  is  so  tight  that  all  he  can  offer 
his  workers  as  holiday  gifts  are  $12 
"dumpling  loans" — money  for  pork  won- 
tons  that  has  to  be  repaid.  Many  em- 
ployees of  cash-strapped  state  enter- 
prises in  Harbin  now  work  part-time. 
Othei-s  stay  home  and  get  only  a  fraction 
of  their  wages.  Official  figures  put  the 
national  jobless  rate  at  about  3%.  But  in 
many  northeastern  cities,  it's  estimated 
to  be  as  high  as  20%. 

For  Chinese  leaders  who  have  been 
trying  to  engineer  the  "soft  landing"  of 
an  overheated  economy,  troubling  evi- 
dence is  building  that  economic  growth 
is  slowing  far  more  than  they  had 
planned.  Some  experts  believe  that 
growth  in  the  second  half  will  fall  to 
7%  (chart).  For  the  first  eight  months  of 
1996,  exports  were  down  4.2%.  Inven- 
tories of  unsold  goods  are  rising.  Al- 
though the  government  is  still  putting  a 


happy  face  on  its  efforts  to  cool  the 
economy,  others  are  starting  to  wonder 
if  it  has  gone  too  far.  "The  Chinese 
economy,"  says  one  Western  diplomat 
in  Hong  Kong,  "isn't  really  performing 
as  well  as  official  statements  indicate." 

A  significant  slowdown  could  have 
disastrous  effects  on  China's  attempts  to 
allow  gradual  reform  of  its  money-losing 
state  enterprises.  Ever  since  the  launch 
of  an  austerity  program  in  1994,  Beijing 
has  had  the  luxury  of  a  thriving  non- 
state  sector  that  has  created  jobs  and 
absorbed  many  workers  who  have  left 
the  state  enterprises.  But  with  growth 
slowing,  the  job-creating  engine  may 
be  running  out  of  gas.  A  credit  crunch 
is  pushing  state  enterprises  to  the 
brink — and  displaced  workers  may  no 
longer  have  a  place  to  go. 

The  distress  is  being  felt  through- 
out the  country.  The  credit  squeeze  is 
forcing  delay  or  cancellation  of  many 
infrastructure  projects.  Industries  such 
as  steel,  mining,  and  construction  are 
bearing  the  brunt  of  the  slowdown. 
Typical  are  companies  such  as  Suzhou 


reading  want  ADS:  Unemployment  is  up  in  industrial  regions 


Air  Conditioning  in  Jiangsu  Prov| 
With  losses  mounting  and  creditor 
manding  payment,  the  company  is  k<  «\  ■ 
to  bankruptcy.  As  similar  corpo 
failures  have  sprouted  across  Chir: 
the  first  half  of  this  year,  more  thjK-  .  , 
million  industrial  jobs  have  disappe; 
GRADUALISM.  Chinese  President  Jn 
Zemin  and  others  in  the  leadership  \ 
never  shown  the  stomach  to  lau 
wholesale  reforms  of  large  state  ei|; 
prises,  fearing  political  backlash.! 
stead,  since  the  austerity  program  s| ; 
ed,  they've  adopted  a  gradual  apprcpv. 
Over  time,  the  hope  was  that  statefi 
terprises  would  reform  or  become), 
creasingly  irrelevant.  It  has  worke'l 
some  extent.  State  enterprises  < 
dominated  the  economy  but  today 
count  for  less  than  40%  of  total  ouU 
To  shrink  that  number  further, 
government-controlled  banks  haven 
back  on  cheap  loans  to  companies.  'I 
banks  are  forcing  changes  on  st 1 
owned  enterprises,"  says  Rajiv  ]fl 


vice-president  for  Asian  economic!* 
Morgan  Stanley  Asia  Ltd.  in  H1 
Kong.  Some  companies  are  indeed  a\ 
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)  rationalize  their  workforce 
h  layoffs. 

ly  of  the  companies  have  no 
.  That's  because  banks  for  the 
me  are  actually  trying  to  pro- 
emselves  against  the  huge  risks 
ling  to  the  state  companies.  Chi- 
g  banks  still  dole  out  70%  of  all 
o  state  enterprises.  Outstanding 
otaled  more  than  $600  billion  in 
with  40%  of  them  nonperform- 
cording  to  Raymond  Blanchard, 
of  a  soon -to-be-released  U.  S. 
isy  banking  report, 
setter  their  returns,  some  Chi- 
lanks  now  charge  state  enter- 
market  rates  for  loans  rather 
le  lower  ones  set  by  the  central 
The  official  rate  for  one-year 
s  10%,  but  in  some  cases  banks 
arging  as  much  as  10%  above 
icial  rate. 

t's  just  one  way  that  Chinese 
are  starting  to  make  decisions 
on  risk  rather  than  politics. 
Weiying,  an  economics  profes- 
Beijing  University's  China  Cen- 
Economic  Research,  says  some 


12 


banks  are  setting 
short  terms  for  re- 
payment that  cannot 
be  met.  Then,  when 
payments  are  late,  en- 
terprises are  hit  with 
penalties  that  hike 
the  cost  of  borrowing. 
Other  banks  set  the 
loan  amount  on  paper 
above  the  actual  lump 
sum  lent. 

"VERY  RISKY."  But  as 

the  layoffs  continue 
and  the  state  enter- 
prises become  more 
wobbly,  the  pressure  is  increasing  on 
the  Communist  Party  leadership  to 
backpedal.  In  Shanghai,  the  Xinghuo  Pa- 
per Factory  has  won  a  reprieve.  Laden 
with  $100  million  in  debt,  the  company 
was  targeted  by  the  Construction  Bank 
of  China,  which  wanted  to  reorganize 
and  sell  it  in  order  to  recover  over  $40 
million  in  loans.  But  Chinese  sources 
say  the  plan  was  canceled  as  Vice-Pre- 
mier Zhu  Rongji  intervened  to  save  the 
company.  "This  is  a  very  risky  area 
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China's  leaders 
don't  have  the 
political  stomach 
for  direct  reform 
of  large  state 
enterprises-but 
the  austerity 
program  is  forcing 
some  changes 


BEIJING  STEELWORKS: 
BANKS  ARENT  HELPING 

where  it's  better  to  do  nothing  than  to 
make  a  mistake,"  says  Fan  Gang,  direc- 
tor of  the  China  Reform  Foundation,  a 
think  tank  in  Beijing. 

The  government  is  easing  the  aus- 
terity program — but  even  that  may  be 
of  little  help  to  the  beleaguered  state 
enterprises.  The  People's  Bank  has  cut 
interest  rates  twice  this  year,  from  12% 
to  10%.  And  in  the  past  few  months, 
the  government  has  tried  to  stimulate 
investment  by  allowing  loans  for  capital 
investments  such  as  infrastructure  to 
increase.  The  goal  is 
to  prevent  growth 
from  falling  below  8% 
a  year.  Still,  attempts 
to  stimulate  invest- 
ment "should  not  be 
interpreted  as  open- 
ing the  tap,"  says  Di- 
ane M.  Yowell,  direc- 
tor of  Hongkong 
Bank  China  Services 
Ltd.  The  government 
is  likely  to  redirect 
resources  to  large 
projects  rather  than 
to  unprofitable  en- 
terprises, she  says. 

A  soaring  jobless  rate,  with  the  ac- 
companying potential  for  social  unrest 
and  even  political  demonstrations,  is 
not  something  Jiang  Zemin  wants  be- 
fore next  year's  pivotal  Party  Congress. 
But  sticking  to  the  austerity  program, 
even  if  it  is  painful,  offers  China  its 
best  hope  of  remaking  its  industrial 
dinosaurs. 

By  Joyce  Barnathan  in  Hong  Kong, 
with  Dexter  Roberts  in  Beijing 
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BRITAIN 


GLAXO'S 
AIDS  AMMO 

Its  drugs  are  essential  in 
effective  new  "cocktails" 


i 


n  1988,  when  Gregory  K.  Fauth 
learned  he  was  infected  with  the  aids 
virus,  he  thought  he  had  been  handed 
a  death  sentence.  The  former  Navy 
technician  began  taking  Wellcome's  AZT, 
the  only  approved  aids  drug  at  the 
time.  Now,  eight  years  later,  he's  taking 
Glaxo  Wellcome  PLC's  Epivir  and  Merck 
&  Co.'s  Crixivan  as  well.  By  following  a 
costly,  long-term  regimen  of  "combina- 
tion therapy,"  Fauth  has  managed  to 
wipe  out  all  signs  of  the  virus  in  his 
blood.  Says  the  41-year-old  New  Yorker, 
who  swallows  20  pills  a  day:  "I'm  win- 
ning the  battle." 

Fauth  is  one  of  a  growing  number 
of  patients  benefitting  from  rapid  ad- 
vances in  aids  treatment.  And  London- 
based  Glaxo  Wellcome  plays  a  major 
role  in  supplying  the  drugs  Fauth  and 
hundreds  of  thousands  need  to  turn  aids 
from  a  fatal  disease  into  a  chronic  af- 
fliction. With  its  $14  billion  takeover  of 
Wellcome  last  year,  Glaxo  moved  from  a 
position  of  having  no  aids  drugs  on  the 
market  to  dominating  the  field.  As  a 
result,  Glaxo  is  ex- 
pected to  control  more 
than  50%  of  the 
world's  $1.3  billion 
aids  market  this  year. 
And  demand  for  aids 
drugs  could  triple  by 
2000.  "Glaxo  is  head 
and  shoulders  above 
the  competition  in  the 
aids  field,"  says  Rarrie 
James,  president  of 
Basel-based  Pharma 
Strategy  Consulting 
and  a  former  Merck 
executive.  Glaxo's 
shares  are  trading  near  $16,  close 
their  52-week  high. 

SECOND  WIND.  Glaxo's  dominance  at 
first  appears  surprising.  The  company  is 
not  marketing  any  protease  inhibitors, 
the  new  aids  drugs  whose  remarkable 
powers  are  generating  headlines.  And 
Wellcome's  azt  looked  like  a  loser  prod- 
uct three  years  ago,  after  well-publi- 
cized trials  questioned  its  effectiveness. 

But  new  data  show  that  azt  and 
Epivir  are  essential  ingredients  in  the 
"cocktail"  therapies  that  also  involve 
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protease  inhibitors.  From  sales  that 
had  stalled  at  $300  million  a  year  since 
1992,  azt  revenues  should  jump  27% 
this  year,  to  $400  million.  Says  Glaxo 
Chairman  Sir  Richard  B.  Sykes,  a  for- 
mer research  scientist:  "In  combination 
with  Epivir,  azt  has  come  back  to  life." 
Sales  of  Epivir,  licensed  from  Canada's 
RioChem  Pharma  Inc.,  are  expected  to 
reach  $260  million  this  year,  from  just 
$12  million  last  year. 

Roth  of  Glaxo's 
products  work  by  in- 
hibiting an  enzyme 
called  reverse  tran- 
scriptase that  enables 
hiv  to  replicate.  New- 
er drugs,  such  as 
Merck's  Crixivan,  Ab- 
bott Laboratories' 
Norvir,  and  Roche 
Holdings'  Invirase,  act 
by  blocking  another 
enzyme,  called  pro- 
tease, that  also  helps 
the  virus  spread.  Clin- 
ical trials  show  that 
combining  these  two  types  of  dings  can 
reduce  the  amount  of  virus  in  patients' 
blood  to  undetectable  levels.  Glaxo 
hopes  to  launch  its  own,  improved  pro- 
tease inhibitor,  called  vx-478. 

Ry  encouraging  more  people  infected 
with  the  virus  to  seek  treatment,  the 
makers  of  the  new  protease  inhibitors 
have  expanded  the  overall  market — to 
Glaxo's  benefit.  That's  important  for  the 
company.  Zantac,  its  $3  billion  block- 
buster ulcer  drug,  loses  patent  protec- 
tion in  some  countries  next  year,  so  the 


company  is  hungry  for  new  so 
growth  (chart).  Although  AID 
will  probably  account  for  only  5' 
1996  sales,  they  should  genera! 
of  revenues  by  2000,  predicts 
Adkins,  a  Lehman  Brothers  In 
analyst  in  London. 
CROWDED  FIELD.  Still,  Glaxo  is 
hind  in  rolling  out  its  protease  inj 
From  Wellcome,  it  inherited  a  li« 
deal  with  Vertex  Pharmaceuticals^: 
Cambridge,  Mass.,  for  the  vx-4'BI 
pound,  developed  by  Dr.  Rogerjfti 
Some  analysts  think  vx-478  hasft 
side  effects  and  greater  potenci! 
the  current  crop,  but  it  won't  mr 
market  until  1998.  Well  befor» 
Roche  hopes  to  be  marketing  H 
proved  version  of  Invirase,  whi« 
testing  in  combination  with  Apt 
Norvir  as  a  protease-protease  c<HL 
Meanwhile,  Glaxo  is  rushing  tdi). 
out  with  glx  1592,  a  compound  |»i 
same  class  as  azt. 

A  crucial  element  of  Glaxo's  st 
has  been  to  reach  out  to  aids  ac 
who  had  hit  Wellcome  with  chaie 
profiteering.  Building  on  Wellcon 
grams,  Glaxo  set  up  "communit  < 
sultancies"  in  the  U.  S.  and  Ere 
inviting  aids  activists  to  help  <& 
nate  clinical  trials.  "Few  other  pip 
ceutical  companies  have  given  i-i 
level  of  access,"  says  Robin  Gcii 
director  of  the  Terrence  Higgins|Vi 
a  Rritish  aids  group.  So  far,  sck 
Now,  Glaxo  has  to  expand  its  fa 
against  the  scourge  of  the  age. 

By  Julia  Flynn  in  London,  w\ 
rant  a  pails 
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All  you  need  for  the 
l  test,  clearest  connections  home. 


countries  really  easy.  Just  dial  the  AT&T  Access  Number  for  the  country  you're  calling  from 


It'll  help  you  a\  :  save  you  up  to  60%? 


Your  True  Choice' 


te  list  of  AT&T  Access  Numbers  and  other  helpful  services,  call  1-800-446-8399 

earest  connections  from  countries  with  voice  prompts,  compared  to  major  U  S  earners  on  calls  to  the  US  Clearest  based  on  customer 
Sling  'Compared  to  certain  hotel  telephone  charges  hased  on  calls  to  the  lis  in  October  1995  Actual  savings  may  be  higher  or  lower 
»n  your  billing  method,  time  of  day.  length  of  call,  fees  charged  by  hotel  and  the  country  from  which  you  are  calling   ©  19%  AT&T 
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International  Business 


GERMANY 


EUROPE'S  SELL-OFF 
TO  END  ALL  SELL-OFFS 

Huge  stakes  are  riding  on  the  fate  of  Deutsche  Telekom 


■  t  was  supposed  to  be  a  sure  thing.  In 
I  February,  1987,  with  the  Tokyo  stock 

■  market  skyrocketing,  the  Japanese 
government  sold  1.9  million  shares  of 
Nippon  Telegraph  &  Telephone  Corp. 
at  $10,720  a  pop.  Armies  of  brokers 
pitched  the  stock  to  housewives  and  re- 
tirees. By  October,  1988,  they  had  sold 
35%  of  the  company.  But  two  years  lat- 
er, the  Tokyo  stock  market  plunged,  ex- 
posing ntt  for  what  it  was:  an  over- 
priced giant  far  less  profitable  than  the 
global  competition.  Its  market  value  has 
since  halved. 

The  ntt  debacle  now 
is  haunting  a  new  army 
of  brokers.  State-owned 
German  giant  Deutsche 
Telekom  aims  to  raise  up 
to  $10  billion  by  issuing 
some  500  million  new 
shares  in  the  world's 
second-biggest  initial 
public  offering  after  ntt. 
Lead  managers  Deutsche 
Bank,  Dresdner  Bank, 
and  Goldman  Sachs,  as 
well  as  dozens  of  others 
in  a  sprawling  consor- 
tium, are  hitting  the 
road  to  pitch  the  stock. 
The  price  will  be  set  just 
before  trading  starts  on 
Nov.  18. 

The  success  of  the  T  share,  as 
it's  called  in  Germany,  will  deter- 
mine more  than  the  company's 
near-term  finances.  German  Chan- 
cellor Helmut  Kohl  wants  Telekom 
stock  to  sow  the  seeds  of  a  share- 
holder culture.  If  it's  a  flop,  Bonn 
will  have  a  hard  time  unloading 


Indeed,  pricing  the  T  share  will  be 
the  most  important  decision  Chief  Ex- 
ecutive Ron  Sommer,  formerly  of  Sony 
Corp.,  has  made  since  taking  over  18 
months  ago.  Analysts  estimate  a  range 
of  $13.07  to  $19.60.  If  Telekom  presses 
its  bankers  to  go  for  the  high  end,  the 
issue  could  face  the  same  fate  as  ntt. 

The  trouble  is,  Telekom  wants  a  rich 
share  price  to  help  pay  off  its  $64  billion 
debt,  which  is  tops  among  European 
companies.  But  its  bankers  think  it  is 
more  important  to  place  the  maximum 

  number  of  competitive- 

PRICING  DILEMMA:  ly  priced  shares  than 

Greed  vs.  competitiveness        to  worry  about  the  bal- 


COUNTDOWN  TO  PRIVATIZATION 

JULY,  1989  Germany's  phone  monopoly  splits 
off  from  the  postal  service 

JAN.  1,  1995  A  new  government-owned  joint- 
stock  company,  Deutsche  Telekom,  is  created 


ance  sheet.  Consortium  member 
Telekom  execs  have  been  arguir 
the  higher  end  of  the  range,  lead 
heated  talk  and  slammed  doors. 
TWO  TIERS.  Complicating  the  de 
is  that  Telekom  has  to  satisfy  one 
investor  expectations  at  home  ar 
other  abroad.  Risk-averse  Germar 
managers,  accustomed  to  bonds 
to  look  at  yield.  They  want  high 
dends  to  beat  the  6%  they  can  g 
10-year  government  debt.  They  all 
a  tax  credit  on  dividend  inco 
they're  willing  to  pay  more  for 
yielding  stocks.  U.  S.  and  Briti 
vestors  focus  more  on  growth  a: 
buying  stocks  cheap. 

In  Germany,  the  stock  is  bein 
keted  heavily  to  individuals — w: 
company  hopes  will  absorb  40% 
offering — with  everything  from 
aways  to  giant  billboards.  But 
institutional  investors,  who  are  ex] 
to  take  at  least  40%  of  the  offerinl 
scrutinizing  Telekom's  perfon 
Among  their  biggest  worries  is  th 
pany's  debt,  inc 
Telekom  rushed  to 
eastern  Germany 
speed.  Robert  Moi 
telecom  analyst 
bzw,  a  bank  outsi 
selling  consortium 
in  a  provocative 
that  Telekom's  d' 
higher  than  Tur] 
Mocatta  thinks  a 
petitive  price 
would  start  at 

Some  institutio: 
vestors  won't  be 
such  a  hard  sell, 
agers  of  specialized! 
many  funds  can't 
that  Telekom  will  account  fl 
to  4.5%  of  the  dax  index  anc| 
be  a  stock  everyone  needs  ti 
But  most  global  investors  will 
it  up  against  other  telecom  si 
There  are  plenty  to  choose 
especially  in  regions  such  as 
America  and  Asia  that  have 


other  state-owned  companies,  such     Olit  Of  the  Old  bureaucracy  ^  more  room  for  growth. 


as  the  railroad  and  the  rest  of  air- 
line Lufthansa.  And  unless  the  pub- 


MAY,  1995  Sony  executive  Ron  Sommer  is 
brought  in  as  DT's  chief  executive 


Certainly,  Europe  in  1996 
Japan  in  i988.  Already,  Telb 


lie  is  persuaded  that  stocks  are  a   faces  fierce  competition  in  pir 


good  long-term  investment,  private 
pension  funds  will  never  fill  the  gap 
left  by  dwindling  public  benefits. 
"The  real  measure  [of  Telekom's 


MARCH,  1996  DT  kicks  off  its  marketing 
campaign  to  sell  shares  in  Germany 

OCT.  22,  1996  Global  marketing  to  start,  with 


success! 


will  be  if  investors  make     th_e  offe_rinf  ^^i^P^'jlll0. ^'I'PIL 


real,  hard  money  out  of  it,"  says 
Vicky  K.  Sleddon,  fund  manager  at 
Mercury  European  Privatization 


NOV.  17-19, 1996  Final  share  price  to  be 
announced,  with  trading  to  begin  Nov.  18  in 
Frankfurt  and  New  York,  the  next  day  in  Tokyo 


Trust  in  London.  That  depends  on    Bonn,  with 

,  ...  ,  „  ^  DATA  BUSINESS  WEEK 

how  it  is  priced. 


networks  and  mobile  phone; 
is  preparing  for  full  deregul 
It  has  powerful  cash  flow  and 
of-the-art  technology.  But 
lessons  of  ntt  are  clear.  A. 
marketing  in  the  world  won'1 
unless  the  price  is  right. 
By  Karen  Lowry  MilU 
Brian  Bremnt 

Tokyo 
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)ur  Business  Is  Helping  ¥)urs 
See  More  Clearly 
Than  The  Competition. 

Both  you  and  your  competition 
have  similar  goals  in  sight.  And 
who  gets  there  first  will  depend 
on  who  has  a  sharper  vision  of 
the  future. 

GE  Capital  Services  can  help 
you  provide  your  customers  with 
more  value -giving  you  the 
competitive  edge.  Like  helping  a 
major  auto  company  develop  a 
nationwide  leasing  progra  m 
i  60  days,  which  involved  the  successful  training  of  54  dealers.  Or  helping  a  membership  warehouse 
chieve  growth  through  sales  while  allowing  commercial  customers  to  buy  on  credit  for  the  first  time. 
I  GE  Capital  Services,  were  26  diversified  businesses.  Each  one  is  dedicated  to  developing  and  delivering 
cts  and  services  that  help  you  see  opportunities  before  the  competition.  Give  us  a  call  at  1-800-243-2222. 
?e  what  the  competition  cant. 

GE  Capital  Services 

Our  Business  Is  Helping  Yours 


AMERICOM   •   AUTO  FINANCIAL  SERVICES  •   AVIATION  SERVICES  •   COMMERCIAL  EQUIPMENT  FINANCING   •   COMMERCIAL  FINANCE 
COMMERCIAL  REAL  ESTATE  FINANCING  AND  SERVICES  •  CONSOLIDATED  FINANCIAL  INSURANCE  •  CONSUMER  FINANCIAL  SERVICES 
EMPLOYERS  REINSURANCE  CORPORATION  •  EQUITY  CAPITAL  GROUP  •  FINANCIAL  GUARANTY  INSURANCE  COMPANY  •  FLEET  SERVICES 
GE  CAPITAL  HAWAII  •  GENSTAR  •  GLOBAL  CONSUMER  FINANCE  •  GLOBAL  PROJECT  &  STRUCTURED  FINANCE  •  GNA  •  MODULAR  SPACE 
MORTGAGE  INSURANCE  •  MORTGAGE  SERVICES  •  PENSKE  TRUCK  LEASING  •  RAILCAR  SERVICES  •  RETAILER  FINANCIAL  SERVICES 
TECHNOLOGY  MANAGEMENT  SERVICES  •  TIP/TRANSPORT  INTERNATIONAL  POOL  •  VENDOR  FINANCIAL  SERVICES 


International  Business 


COMMENTARY 


By  Stanley  Reed 


WHAT  THE  CITY  OF  LONDON  NEEDS  IS  A  GOOD  BROOM 


Ever  since  the  days  of  Margaret 
Thatcher,  Britain  has  been  known 
for  its  wide-open  financial  mar- 
kets, loose  regulation,  and  the  belief 
that  tough  competition  was  the  best 
way  to  prevent  market  abuses.  But 
lately,  the  shine  has  been  rubbing  off 
Britain's  hands-off  eco- 
nomic legacy. 


s  MP'5 


The  City  of  Lon- 
don has  been 
rocked  by  one 
scandal  after  an- 
other. Dirty  mon- 
ey has  spilled  over 
into  Parliament, 
which  has  been  tar- 
nished by  allega- 
tions of  Conserva- 
tive MPs  receiving 
payoffs  from  busi- 
nesspeople  and  others 
who  wanted  favors. 
Says  Alan  Doig,  a  pro- 
fessor of  public-ser- 
vices management  at 
Liverpool  Business 
School:  "Britain  has  an 
undercurrent  of  corrup- 
tion that  is  quite  significant." 

The  consequences  of  Britain's  new 
sleaze  factor  seem  to  be  warping  po- 
litical and  economic  life.  While  Britain 
has  long  been  the  world's  model 
democracy,  cynicism  is  setting  in  as 
the  impression  grows  among  voters 
that  members  of  Parliament  are  a  ve- 
nal bunch  whose  services  can  be 
bought  for  a  fistful  of  pounds.  With 
hundreds  of  billions  of  dollars  under 
management,  the  City  must  also  be 
careful  that  mounting  financial 
shenanigans  don't  turn  off  investors. 
BIG  CHANCE.  It's  time  for  a  house- 
cleaning.  Britain  needs  to  roll  back 
some  of  its  laissez-faire  policies  and 
get  serious  about  regulating  both  the 
markets  and  political  figures.  After  17 
years  in  power,  Prime  Minister  John 
Major's  Conservatives  don't  seem  to 
recognize  the  impact  of  recent  scan- 
dals. It  may  take  a  Labor  victory  to 
crack  down  on  sleaze. 

Labor  is  more  in  tune  with  the 
public  clamor  to  clean  things  up — not 
least  because  it  makes  political  sense. 
Labor  promises  greater  disclosure  of 
political  contributions.  Mike  O'Brien, 


the  party's  finance  spokesman,  says 
that  Labor  also  plans  to  streamline 
the  hodgepodge  of  mostly  industry- 
sponsored  regulatory  institutions  un- 
der an  independent  Securities  and  In- 
vestments Board.  The  party  is  also 
considering  a  new 
bank  supervisory 
agency  alongside  the 
Bank  of  England, 
which  has  been  criti- 
cized for  being  too 
protective  of  banks. 

While  Labor  may 
not  have  all  the  an- 
swers, the  notion 
of  public  service 
for  its  own  sake 
certainly  needs 
restoring. 
Thatcher's  critics 
say  that  her  em- 
phasis on  the  profit 


Recipe  for  graft:  Pay 
MPs  $67,000  a  year, 
but  don't  limit  their 
consultancy  fees 


motive  changed  the 
mind-set  of  some  public 
officials.  Businesspeo- 
ple  came  to  believe 
that  an  MP  could  be 
bought.  Lax  parlia- 
mentary rules  don't 
help.  MPs,  who  make 
$67,000  a  year,  face 
no  limits  on  outside 
earnings  or  gifts  if 
they  register 
them.  But  MPs  are 
not  supposed  to 
take  extra  money 
for  performing 
parliamentary  favors  for  clients. 

Such  an  alleged  payoff  touched  off 
a  furor  recently  in  the  British  press. 
The  incident  dated  back  to  the  1980s, 
when  Harrods  Chairman  Mohamed 
Al  Fayed  says  that  a  lobbyist  con- 
vinced him  that  "an  MP  could  be 
hired  in  the  same  way  that  you  hire 


a  taxi."  Al  Fayed  acknowledges  tha 
he  passed  money  to  MP  Neil  Hamil- 
ton to  win  his  help  in  corporate  bat 
ties.  After  The  Guardian  newspapi 
wrote  about  the  incident  in  1994, 
Hamilton  sued  the  newspaper.  Al- 
though Hamilton  still  professes  Ms 
innocence,  he  recently  dropped  the 
suit  and  agreed  to  pay  some  of  the 
newspaper's  court  costs. 
ROGUE  TRADER.  With  such  scandals 
grabbing  headlines,  polls  show  that 
British  voters  overwhelmingly  back 
wider  disclosure  of  political  funding. 
Pressure  is  also  growing  to  tighten 
up  the  City  of  London's  regulatory 
agencies,  which  are  perceived  as  b& 
holden  to  their  member  financial  ins 
tutions.  "Self-regulation  has  about  a 
much  chance  of  a  happy  outcome  aa 
chicken  spending  a  weekend  with  a 
fox,"  says  Rowan  Bosworth-Davies, 
an  ex-Scotland  Yard  fraud  specialist 
who  is  now  a  consultant  with  the  la 
firm  of  Titmuss  Sainer  Dechert. 

Of  course,  a  regulatory  system 
with  real  teeth  might  not  pick  up  al 
the  problems.  But  it  may  scare  po- 
tential offenders  and  keep  manager! 
on  their  toes.  They  were  certainly 
asleep  at  Barings  in  1994  and  1995 
when  a  rogue  trader  ran  up  more 
than  $1.3  billion  in  losses,  bringing 
the  bank  down.  There  also  seems  to 
have  been  a  serious  lapse  at 
Deutsche  Mor- 
gan Grenfell, 
where  short- 
comings in  su- 
pervision con- 
tributed to 
major  losses  in 
its  mutual-fund 
business. 

In  politics,  too 
harsher  standard; 
won't  eliminate  cc 
ruption.  But  if  the 
rules  seem  to  be  a 
joke,  they  are  bound  to  be  flouted. 
That's  why  Britain  must  move  deci- 
sively to  clean  up  its  act  now.  If  it 
doesn't,  it  could  lose  one  of  its  most 
valuable  assets:  its  reputation  for 
high  standards  of  conduct. 


Reed  is  business  week's  London 
bureau  manager. 
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[  Warning:  Side  effects  include 
acute  feelings  of  euphoria.] 


[  Riviera  by  Buick] 


Buick:  No  other  luxury  coupe  provides  such  a  personal  expression  of  power,  confidence  and  control.  With  its  head-turning  design  and  supercharged 
igine,  Riviera  can  do  wonders  for  your  state  of  mind.  For  all  the  details  of  this  limited-time  lease,  see  your  local  Buick  dealer.  Visit  our  Web  site  at 
v.buick.com  or  call  1-800-4-RIVIERA  for  personalized  information. 


lonth  for  30  months.  $1,995.00  DOWN  PAYMENT.  $2,844  00  due  at  lease  signing  (first  month  s  payment  of  $399.00,  plus  $450  00  refundable  security  deposit,  plus  down  payment)  Taxes,  license,  title  fees,  and  insurance  extra, 
irove  lease.  Special  lease  program  available  only  on  a  97  Buck  Riviera  equipped  with  option  package  SE,  3800  Series  II  Supercharged  engine,  leather  trimmed  bucket  and  heated  memory  seats,  and  Astroroof  fin  CA,  OR,  WA,  and 
iped  with  option  package  SG  and  Astroroof)  Monthly  payments  total  $1 1 .970.00.  Payments  may  be  higher  in  Alabama,  Connecticut,  Hawaii,  New  York,  Rhode  Island,  Texas  and  Virginia.  Option  to  buy  at  lease  end  for  price 
ease  signing.  Mileage  charge  of  $.15  per  mile  over  30,000  miles.  Lessee  pays  for  excess  wear.  You  must  take  retail  delivery  out  of  dealer  stock  by  December  31.  1996.  This  is  a  special  GMAC  lease  program.  See  your 
tier  for  qualification  details. 


Twenty  years  ago, 
mckt  other  companies 

couldn't  see  a  future 
in  financial  planning. 

Suddenly,  their 
vision  has  improved. 


Today,  dozens  of  companies  have  discovered 
financial  planning.  It's  become  almost  trendy.  But  at 
American  Express  Financial  Advisors,  we  know  that 
sound  financial  planning  requires  experience  that  can't 
be  learned  overnight. 

With  nearly  one  million  financial  plans  developed 
during  the  past  twenty  years,  we  are  a  recognized  leader 
in  providing  high-quality  advice.  Our  advisors  receive 
the  finest  professional  training  and  are  supported  by  a 
full  staff  of  in-house  specialists.  And  with  more  than 
SI 30  billion  in  assets  under  management,  we  provide 
our  advisors  with  the  latest  in-depth  information  about 
financial  markets  and  investments.  Compare  that  level 
of  expertise  to  any  of  the  companies  that  have  recentlv 
added  " financial  planning"  to  their  resumes. 

No  wonder  95%  of  our  clients  stav  with  us  vear  to 
year.  And  nine  out  of  ten  would  recommend  us  to  their 
friends.  We  don't  treat  financial  planning  as  a  fad.  To  us, 
it's  a  wav  of  life. 


Financi 
Advisor 


To  discover  how  an  American  Express  Financial  Advisor 
can  help  you  do  more,  call 

1-800-GET  ADVICE 

http://www.americanexpress.com/advisors 


American  Express  Financial  Advisors  makes  investments  available  through  American  Express  Financial  Advisors 
Inc.  and  insurance  and  loans  available  through  other  American  Express  affiliates  and  authorized  providers. 


ernational  Outlook 


D  BY  PAULA  DWYER 


WASHINGTON  GETTING  SET 
TILT  FROM  TOKYO  TO  BEIJING? 


rican  policy  toward  Asia,  plagued  for  years  by  swings, 
lid  be  headed  for  another  one.  After  spats  with  Beijing 
?r  trade  and  proliferation  issues,  Washington  is  work- 
•d  to  thaw  frigid  U.  S.-Chinese  relations.  Indeed,  rec- 
g  China's  exploding  economic  and  military  clout,  the 
dtes  are  beginning  to  debate  just  how  close  those  ties 
grow.  Some  senior  Administration  officials  are  toying 
le  idea  of  a  Sino-American  partnership.  That  could 
;  an  overhaul  of  U.  S.  Asia  policy,  which  for  years  was 
)n  China  as  a  military  threat, 
uild  on  recent  attempts  at  con- 
1  with  Beijing,  the  White  House 
ked  off  a  diplomatic  blitzkrieg, 
i  plans  to  meet  Chinese  Presi- 
ang  Zemin  at  the  Nov.  24  Asia 
Economic  Cooperation  meeting 
dla.  If  Clinton  is  reelected,  he 
ter  go  to  China,  and  Jiang  may 
e  U.  S.  The  U.  S.  is  also  working 
la's  entry  into  the  World  Trade 
zation.  "All  indications  point  to 
mng  in  relations,"  says  a  West- 
icial  in  Hong  Kong. 
ORDS.  But  how  far  should  the 
o  in  forging  ties  with  China? 
sxperts  argue  for  Nixon-style 
Ltism.  This  strategy  could  defuse 
sues  as  human  rights  by  shifting  the  debate  to  China's 
tn  of  a  Western-style  legal  system.  That  could  avoid 
ial  buzawords  while  making  progress  on  human  rights, 
tual  property,  and  contracts,  say  China  watchers, 
two  countries  also  would  focus  on  common  interests, 
3  a  nuclear-free  Korean  peninsula,  China's  environ- 

problems,  and  settling  border  disputes.  The  U.S. 
aim  "for  a  relationship  with  the  Chinese  in  which  el- 

of  cooperation  outweigh  elements  of  contention,"  says 
V.  Freeman  Jr.,  a  former  State  Dept.  China  specialist. 


LOBALWRAPUP 


The  White  House  is  moving  along  these  lines  already. 

But  some  insiders  would  back  a  more  decisive  shift,  mak- 
ing China,  rather  than  Japan,  the  focus  of  America's  Asia  pol- 
icy. The  new  emphasis  could  come  at  Japan's  expense,  a  se- 
nior U.S.  official  suggests,  though  it  is  not  intended  to 
alienate  Japan.  Contrasting  China  with  Japan,  the  official 
notes  that  Beijing  isn't  expansionist  and  is  more  open  to  for- 
eigners and  foreign  products.  "I  see  China  as  a  more  natur- 
al partner  than  Japan,"  says  the  official. 

Such  a  realignment  could  pose  poli- 
I  cy  conflicts.  If  the  two  Koreas  reunify, 
China  would  want  the  U.S.  to  with- 
draw its  troops,  while  Japan  would 
want  them  to  remain.  The  U.S.  may 
I  be  forced  to  make  an  unpalatable 
choice  between  two  Asian  powers.  If 
the  U.S.  bases  its  policy  on  a  benign 
China  and  shrinks  its  military  pres- 
ence in  Asia,  old  regional  conflicts 
could  flare  up.  Japan  might  even  de- 
cide it  needs  nuclear  weapons. 

There  are  other  arguments  against 
a  new  U.S.  approach.  Many  experts 
question  whether  Beijing  wants  a 
strong  partnership  with  Washington. 
China  has  been  tough  on  issues  such 
as  nuclear  technology  sales.  And  ana- 
lysts warn  against  undermining  a  U.S.-Japan  alliance  that 
has  long  proved  reliable. 

With  a  $44  billion  defense  budget,  Japan  may  be  hedging 
its  bets.  It's  beefing  up  intelligence  operations  and  boosting- 
defense  spending.  It  may  press  the  U.S.  to  move  some 
troops  from  Okinawa  onto  floating  bases  off  Japan's  coast.  The 
hope  in  Washington  is  that  even  if  the  troops  are  at  sea,  the 
coming  debate  will  ensure  that  Asia  policy  isn't. 

By  Stan  Crock  in  Washington,  with  Brian  Bremner  in 
Tokyo  and  Joyce  Baniathan  in  Hong  Kong 


INESIANS  GO  TO  COURT 

pporters  of  Indonesia's  popular 
sition  leader  Megawati 
rnoputri,  twice  evicted  from 
campaign  offices  and  now  pre- 
<d  from  putting  up  candidates  in 
May's  election,  are  taking  their 
emocracy  movement  to  the 
s.  In  thousands  of  actions, 
,n  rights  lawyers  are  alleging 
officials  in  President  Suharto's 
•nment  engineered  Megawati's 
r  from  the  Indonesian  Democra- 
irty  in  June. 


Megawati  will  need  to  be  patient. 
Judges  are  dragging  their  feet  on  the 
lawsuits,  even  citing  toothaches  to  avoid 
showing  up  in  court.  To  keep  her  public 
profile  high,  Megawati,  49,  plans  appear- 
ances at  the  trials  of  her  supporters. 

BOMBAY  EXCHANGE  JOLTED 

►  Scandals,  slow-growth  fears,  and 
political  uncertainty  are  taking  a  toll 
on  the  Bombay  Stock  Exchange. 
Prices  have  plunged  16%  since  the  13- 
party  coalition  of  Prime  Minister  H.  D. 
Deve  Gowda  took  control  on  June  1. 
Half  the  companies  listed  are  not 


trading  at  all,  and  a  third  are  trading 
below  their  initial  offering  price.  After 
the  market  plunged  3%  on  Oct.  7, 
alarmed  bse  officials  slapped  a  limit 
on  share  movements.  A  decline  in 
industrial  production,  a  slump  in  for- 
eign trade,  and  poor  corporate  results 
in  1996's  first  half  are  partly  to  blame. 
But  the  biggest  worry  is  that  Gowda's 
coalition  could  collapse  if  the  Congress 
Party  withdraws  its  support  now  that 
two  criminal  cases  against  former 
Prime  Minister  and  Congress  Party 
leader  P.  V.  Narasimha  Rao  have  been 
allowed  to  proceed. 
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Economics 


PRIZES 


GURUS  FOR 

THE  INFORMATION  AGE 

A  Nobel  for  tackling  issues  unique  to  modern  economies 


In  an  age  where  information  reigns 
supreme,  it  seems  only  fitting  that 
the  1996  Nobel  Memorial  Prize  in 
Economic  Science  be  given  to  two  pio- 
neers in  the  theory  of  information.  The 
winners,  announced  Oct.  8,  were  William 
Vickrey  of  Columbia  University  and 
Britain's  James  A.  Mirrlees  of  Cam- 
bridge University. 

Mirrlees  has  for  years  been 
on  the  short  list  of  Nobel  fa- 
vorites. Working  in  the  1970s,  he 
laid  out  theoretical  inles  for  de- 
signing contracts  between  two 
parties  with  different  interests 
and  different  information.  These 
theories  of  "asymmetric  informa- 
tion" are  applicable  to  everything 
from  insurance  policies  to  per- 
formance-based ceo  compensa- 
tion. Vickrey,  whose  selection 
was  more  surprising,  is  best 
known  for  his  research  into  bid- 
ding rules  for  auctions  for  items 
such  as  oil  drilling  rights,  where 
the  bidders  may  have  done  pri- 
vate evaluations  about  how  much 
oil  was  likely  to  be  found.  Vick- 
rey also  helped  lay  the  ground- 
work for  the  idea  of  "congestion 
pricing,"  which  calls  for  higher 
tolls  and  fares  on  peak  users  be- 
cause they  put  the  heaviest  load 
on  the  transportation  system. 
compromise.  Why  are  these 
ideas  important?  Conventional 
economics  has  historically  focused 
on  making  the  buying  and  selling 
of  goods  and  services  as  efficient 
as  possible.  But  Mirrlees  and 
Vickrey  were  among  the  first  to 
point  out  that  the  transmission  of 
information  was  equally  crucial  for  mod- 
ern economies,  especially  in  cases  where 
there's  an  incentive  for  people  to  not 
tell  the  truth. 

For  example,  it  may  be  very  hard 
for  a  company's  board  of  directors  to 
evaluate  the  performance  of  the  ceo.  If 
the  company's  profits  go  down,  is  it  be- 
cause of  bad  luck,  tough  competition, 
or  because  the  ceo  was  slacking  off? 
Compared  with  the  board,  the  top  man- 
ager will  have  much  better  information 


about  how  hard  the  task  is,  how  hard 
he  or  she  is  working,  and  whether  he 
or  she  deserves  to  be  rewarded  or 
dismissed. 

What  the  theory  of  asymmetric  in- 
formation says  is  that  the  design  of  an 
executive  compensation  plan  involves  a 
compromise  in  order  to  get  around  the 
lack  of  information.  The  manager's  re- 


FROM  THE 
UNEMPLOYMENT  LINE 
TO  WALL  STREET 

Here  are  some  areas  where  the 
ideas  of  this  year's  economic 
Nobel  prize  winners,  William 
Vickrey  and  James  Mirrlees,  have 
had  a  major  impact: 

►  Unemployment  insurance 
that  encourages  people  to  keep 
looking  for  jobs 

►  Executive  compensation 
schemes  that  get  the  best 
effort  from  managers 

►  Tax  systems  that  maximize 
work  effort 

►  Insurance  policies  that  keep 
policyholders  from  being 
excessively  careless 

►  Rules  for  auctions  that  max- 
imize revenue 

►  Product  refund  policies  that 
minimize  spurious  returns 

►  Securities  laws  that 
encourage  full  disclosure 

DATA;  BUSINESS  WEEK 

wards  must  be  tied  at  least  in  part  to 
the  performance  of  the  company,  since  a 
flat  salary  may  not  give  the  manager 
an  incentive  to  work  hard,  or  to  work  in 
the  shareholders'  interest.  But  if  the 
manager's  rewards  are  too  closely  tied 
to  the  performance  of  the  company,  then 
the  board  will  have  to  give  the  manager 
a  richer  pay  package  to  compensate  for 
the  added  risk,  says  Oliver  D.  Hart,  an 
economist  at  Harvard  University. 
The  work  of  Mirrlees  and  Vickrev 


also  sheds  light  on  other  areas 
economy.  In  theory,  it  should  be  p( 
to  buy  an  insurance  policy  that  fu 
sures  against  the  risks  of  events  si 
auto  theft.  But  a  totally  insure 
owner  will  have  little  incentive  t( 
care  against  theft,  such  as  lockin 
door  and  not  parking  in  back 
Since  insurance  companies  cannc 
serve  the  level  of  care — the  missi 
formation — most  auto  policies  tyj 
require  a  sizable  deductible  to  enco 
people  to  take  care  of  their  cars 
Similarly,  in  an  ideal  world, 
ployment  insurance  would  comp 
compensate  the  worker  for  his 
lost  wages.  But  that  makes  it  mo 
tractive  for  someone  to  lose  their  j 
tentionally  or  not  look  hard  for 
work — something  about  which  th 
emment  has  a  lot  less  informatior 


PIONEERS 

Mirrlees,  above,  anj 
Vickrey  were  amon;! 
the  first  to  point  oil 
that  the  transmissit 
of  information  is 
crucial  for  market 
economies 


the  individual.  The  compromise  so!1 


that  most  countries  use  is  to  pa^fi 
employment  benefits  that  only  part 
make  up  for  the  lost  earnings. 

Economists  still  have  a  lot  fin 
to  go  in  explaining  the  uses  and 
pact  of  information  in  today's  high? 
economy.  But  the  concepts  of  Mir? 
and  Vickrey  will  turn  out  to  6p 
building  blocks  for  the  next  generi1 
of  theories. 

By  Michael  J.  Mandel  in  New  f 

 T 

I 
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)0,000  new  members  doesn't  say  quality  health  care  to  you, 
perhaps  you  should  get  24,000  second  opinions. 


u  asked  Blue  Cross  about  health  care,  we'd  tell 

provide  the  best  coverage  in  the  business. 

since  our  point  of  view  is  admittedly  biased, 

is  you'd  appreciate  someone  else's. 

,  say  more  than  half-a-million  Californians. 

all,  in  die  past  four  years,  more  people  have  joined 
iforniaCare"  HMO  from  Blue  Cross  of  California 
try  odier  health  plan.  Some,  because  it  delivers 

coverage  at  an  affordable  price.  Others,  because 
ross  has  been  a  trusted  name  for  nearly  60  years. 


But,  as  it  turns  out,  most  people  like  CaliforniaCare 
because  so  many  of  California's  finest  doctors  do- 
24,000  in  total -all  of  whom  you'll  find  in  our  HMO 
provider  network. 

So  if  you're  looking  for  a  good  healdi  plan,  we  diink 
you've  found  it.  And  there  are  plenty  of  Californians 
out  diere  who  agree. 

For  more  on  California's  fastest  growing  HMO,  call 
your  broker  or  local 
Blue  Cross  sales  office. 


Blue  Cross  of  California 


Who  else? 


ark  of  the  Blue  Cross  Association  and  Blue  Cross  of  California  is  an  indept'iitlenl  licensee  til  tin-  Blue  Cross  Association  ft'  is  a  registered  mark  ofWeUPouit  Health  Networks  Inc.  Medical  Coverage  written  by  CaliforniaCare  Health  flans  C  1 996  WellPoint  Health  Networks  Inc. 
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WHEN  YOU 

DIGITIZE  LIGHT 


Dl 


SOMETHING 
REMARKABLE 

HAPPENS 
IMAGES  BECOME 
MORE  NATURAL. 


Mil 


Picture  the  beauty  of  digital  light. 

The  dramatic  new  d i 
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Welcome  to  the  revolution. 
IXAS  INSTRUMENTS  TECHNOLOGY  The  revolution  in  visual 
solution.  Introducing  Digital  Light  Processing™ 
LP'")  technology  created  by  Texas  Instruments. 
This  all-digital  display  technology  was  made  pos- 
de  by  digitizing  light.  We 
:used  hundreds  of  thou- 
ids  of  digital  micromirrors 
to  beams  of  light,  which 
lect  images  from  their 
ginal  source  directly  to 
!  screen.  Then  we  made 
•  distance  between  pixels 
mte.  (Just  1/100  the  thick- 
ss  of  a  human  hair.)  So 
/  image,  whether  text, 
phics  or  video,  projects 
imlessly  with  uniform 
ghtness.  From  top  to 
.torn,  side  to  side  and 
ner  to  corner  of  a  screen.  Regardless  of  its  size. 
The  result  is  a  remarkable  improvement  in  visual 
olution.  Colors  look  natural  instead  of  like  the 
Drs  in  a  cartoon.  (Especially  hard-to-reproduce 


iCTROHO: 


DLP  technology  adds  new  life  to  projected  images. 
Displays  appear  seamless,  with  uniform  brightness, 
while  colors  (and  skin  tones)  remain  true  to  their  original 
source  without  the  usual  flicker  and  bloom. 


Whether  you're  projecting  a  business 
presentation  or  your  child's  picture,  you'll 
find  the  heart  of  DLP  technology  vividly 
expressed  in  the  soul  of  an  image. 

skin  tones.)  Text  and  graphics  appear  as  sharp  as 
35mm  film.  And  the  screen  has  the  clarity  of  a  just- 
washed  window.  At  nearly  any  viewing  angle.  Even  in 

a  well-lit  room. 

Equally  remarkable  is 
the  price  of  projection 
systems  with  Digital  Light 
Processing  technology. 
That's  because  we  realize 
a  new  technology  is  only 
revolutionary  if  people  can 
afford  to  use  it. 

You'll  find  Digital  Light 
Processing  technology 
in  projection  systems 
from  Davis,  Electrohome, 
InFocus  Systems,  nView 
and  Proxima  at  a  dealer 
DLP-BY-TI,  ext.  100,  and  we'll 
send  more  detailed  information.  If  you  prefer,  visit 
http://www.ti.com/dlp  for  an  online  demonstration  of 
TI's  visual  revolution. 


PROXIMA' 


near  vou.  Or  call  1- 


al  Light  Processing  and  DLP  are  trademarks  of  Texas  Instruments  Incorporated 
i,  Electrohome,  InFocus  Systems.  nView  and  Proxima  are  registered  trademarks 


Texas 

0  L  0  G  Y   FROM   TEXAS   INSTRUMENTS.  INSTRUMENTS 


The  Corporation 


STRATEGIES 


THE  SQUAWK  OVER 
BOSTON  CHICKEN 

Unusual  accounting  may  have  blurred  the  profit  picture 


Fast-growing  Boston  Chicken  Inc. 
is  getting  the  kind  of  free  media 
plugs  any  marketing  executive 
would  die  for.  On  a  recent  episode 
of  The  Single  Guy,  the  popular  NBC  sit- 
com, the  hero's  dad  says  he  has  only  a 
few  regrets  in  life:  not  spending  more 
time  with  his  son  and  not  investing  in 
Boston  Chicken  stock.  And  in  the  cur- 
rent best-selling  mysteiy  novel  by  James 
Patterson,  Jack  &  Jill,  one  chapter 
starts  with  a  couple  of  cops  sitting  in 
one  of  the  chain's  Boston  Market  restau- 
rants eating  "double-glazed  meatloaf  and 
mashed  potatoes  made  from  scratch." 

The  meat  and  potatoes  at 
the  homestyle  chain's  1,023  ON  THE  MENU:  Neu 
Boston  Market  restaurants  dishes  are  being 
are  real  enough.  But  what  added,  to 
may  be  fictional  is  the  finan-  boost  sales 
cial  health  of  Boston  Chicken,  ~ 
the  fast-food  stores'  parent  company. 
Though  the  stock  has  soared  since  its 
public  offering  in  late  1993,  the  Gold- 
en (Colo.)-based  company  and  its 
chairman  and  ceo,  Scott  Beck,  have 
been  a  lightning  rod  for  controver- 
sy for  almost  as  long.  And  in  re- 
cent months,  Beck  has  come  in  for 
a  renewed  round  of  criticism. 

The  reason:  While  Boston  Chick- 
en reports  lip-smaekingly  good  earn- 
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ings,  the  biggest  share  of  its  revenues 
comes  from  interest  on  huge  loans  it 
makes  to  its  national  network  of  fran- 
chisees. And  though  the  company  long 
sidestepped  the  issue,  Boston  Chicken  fi- 
nally said  in  an  August  Securities  & 
Exchange  Commission  filing  that  many 
of  those  franchisees  are  suffering  big 
operating  losses.  Moreover,  the  newly 
released  numbers  have  raised  questions 
about  Boston  Chicken's  accounting.  That 
has  led  many  retailing  and  accounting 
experts  to  conclude  that  Beck,  who  has 
built  the  chain  from  just  34  stores  since 
1992,  needs  to  slow  down. 


FAST-GROWTH  RECIPE:  The  chain 
plans  to  triple  its  stores  in  seven  y 


But  Beck  is  upping  the  ante.  In 
gust,  he  announced  plans  to  t 
stores,  to  3,600  in  the  next  seven  y 
He's  also  replicating  his  controvei 
strategy  with  Einstein  Bros.  Bagf, 
chain  in  which  Boston  Chicken  ho' 
61%  stake.  Beck  vows  to  expand 
stein,  which  it  took  public  in  Au; 
just  as  quickly.  "I  believe  in  investii 
create  a  future,"  says  Beck.  "We 
the  first  new  fast-food  restaurar 
achieve  $1  billion  in  sales  since  19(1? 
NERVOUS.  And  that  is  just  the  b| 
ning.  Boston  Chicken,  promises  if 
will  be  a  $3  billion  titan  with  18%  ji 
gins  by  1999.  To  get  there,  he  hau 
sembled  a  crack  staff  of  marketing! 
financial  executives  from  the  like 
PepsiCo  Inc.  and  Donaldson  Lufk 
Jenrette  Securities  Corp. 

For  the  moment,  must  sharehoh 
seem  willing  to  take  the  ride.  Inveii 
have  poured  some  $1.4  billion  in  e«l 
financing  into  Boston  Chicken.  Bit 
fans  are  wowed  by  the  38-year- ' 
track  record — as  vice-chairman  In 
1989  to  1992,  he  was  a  key  player  ir  J 
success  of  Blockbuster  Video.  Thte 
a  jittery  market  sent  Boston  Chiclfi 
stock  sliding  30%  from  its  March  j 
of  37,  news  of  the  expansion  p 
has  boosted  the  shares  bad 
34.  And  since  Einstein's  IP^ 
shares  have  also  risen  l| 
20  to  34.  "Nothing's  a  } 
bet,"  says  a  nervou.'i 
{  vestor.  "But  if  you're 1 
in  the  stock  now,  yi  i 
going  to  miss  the  mc 
If  many  on  Wall  S» 
are  counting  on  Bee' 
keep  the  momentum >. 
vocal  cadre  of  analysts  r 
investors  remains  a  tit 
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From  just  about  anywhere  in  America. 
Northwest  Airlines  can  take  you  to  just 
about  anyplace  in  the  world.  Connecting 
through  our  convenient  network  of 
hubs  in  Minneapolis,' 
St.  Paul,  Detroit. 
Memphis.  Tokyo  and  ■ 
Amsterdam,  we  lift  off 
and  touch  down  more  than 
1,700  times  a  day  in  hundreds 
of  cities  throughout  Europe,  Asia  and  North 
America  Which  matters  very  much  to 
people  like  Distance  Champion  DeAnna 
Sodoma  who  travels  with  us  from  starting 
line  to  starting  line  wherever  ip  the  world 
there's  a  race  to  be  won  and  a  record  to  be 
broken  As  you  chase  your  dreams  —  and 
w  hen  time  means  everything  —  ask  your 
travel  agent  to  book  you  on  a  convenient 
Northwest  Airlines  flight  —  or  call  lis 
directly  at  1  •  800  •  225  •  2525. 
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in  Boston  Chicken's  side.  The  company  is 
one  of  the  most  heavily  shorted  stocks  on 
nasdaq,  as  clitics  question  its  novel  fi- 
nancial structure  and  aggressive  ac- 
counting practices.  At  the  core  of  the 
debate  is  the  selective  way  the  company 
discloses  its  numbers.  Boston  Chicken  is 
organized  around  14  regional  franchise 
companies,  rather  than 
the  hundreds  of  small 
franchisees  that  other 
chains  typically  have. 
Because  all  but  one  of 
the  regional  "area  de- 
velopers" are  stand- 
alone companies,  Boston 
Chicken  doesn't  report 
clear  system-wide  num- 
bers that  show  sales 
and  operating  results  at 
existing  stores. 
"INSATIABLE."  For  two 
years,  that  lack  of  information  left  much 
of  Wall  Street  marveling  at  Boston 
Chicken's  swift  growth.  Its  earnings, 
which  stood  at  just  $1.6  million  in  1993, 
soared  to  $34  million  in  profits  for  1995, 
on  $159  million  in  revenues. 

But  last  summer,  the  company  dis- 
closed that  franchisees'  operating  losses 
had  jumped  from  $9.8  million  in  1993 


to  more  than  $149  million  in  1995;  aver- 
age annual  losses  for  each  store  jumped 
from  $54,750  to  $180,400.  All  told,  the 
operating  losses  topped  $200  million 
over  the  past  three  years — and  some 
analysts  believe  they  could  hit  that  total 
again  in  1996  alone.  Boston  Chicken's 
income,  it  turns  out,  comes  mostly  from 


BOSTON  CHICKEN'S  REPORTED 
EARNINGS  LOOK  HEALTHY... 


..BUT  ITS  FRANCHISEES 
ARE  HURTING 


▲  MILLIONS  OF  DOLLARS 
DATA:  COMPANY  REPORTS 


'93  '94 
▲  MILLIONS  OF  DOLLARS 
•EXCLUDES  COMPANY-OWNED  STORES 

franchisees'  royalty  fees  and  interest  on 
the  loans  it  makes  to  them.  The  compa- 
ny says  it  had  no  obligation  to  report 
the  operating  losses  at  independent  area 
developers. 

Moreover,  with  the  rapid  growth  and 
the  soaring  operating  losses,  Boston 
Chicken's  loans  to  franchisees  have  also 
ballooned:  Loans  have  jumped  from  $200 


million  at  the  start  of  1995  to  $550 
lion  by  July,  1996.  Many  franchis 
have  now  eaten  up  their  original  eq 
capital.  Critics  allege  that  Boston  Ch 
en  is  simply  covering  the  growing 
erating  losses  by  piling  on  more  la 
"That's  why  the  company  has  an  ii 
tiable  appetite  for  new  funds,"  w£ 
Howard  M.  Schilit 
accounting  professo 
American  Univers 
"It  should  make 
vestors  nervous." 

Beck  says  the  loi 
are  nothing  more  t 
expected  start-up  ci 
tied  to  rushing  ou 
new  national  restaui 
brand  with  unpj 
dented  speed.  Indi 
ual  stores,  he  says, 
making  buckets  of  n 
ey,  but  rapid  expansion  has  requi 
big  capital  outlays,  pushing  area  fi 
chise  developers  into  the  red.  A 
Boston  Chicken  cfo  Larry  StephS 
"Let's  say  our  area  developers  lost  !| 
million  in  1995.  So  what?  That's 
months  worth  of  cash  flow  we'll  be 
erating  two  years  from  now." 
But  critics  charge  that  there's 
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And  they're  mrning  to  us  by  the  thousands. 


's  true  that  there's  safety  in  numbers,  then 
n  MAS  90®  for  Windows®  must  be  bulletproof. 
;r  all,  it's  selling  at  six  times  the  rate  of  its 
competition.  And  it's  the  leading  choice  of 
accountants  and  finance  professionals. 
;  reasons  are  simple. 

ability,  for  one.  The  built-in  customization 
don  and  report-writing  capabilities  are 
:d  to  fit  most  any  kind  of  company  today, 
dapting  to  tomorrow's  changing  needs, 
also  amazingly  intuitive  —  a  smooth, 


The  An.  Inc.  MAS  90  and  MAS  %  for  Windows  arc  trademarks  of 
.  Inc.,  and  Windows  is  a  registered  trademark  of  the  Microsoft  Corpo 


comfortable  program  that's  designed  to  work  the  way 
accountants  think. 

Plus,  migrating  from  the  original  MAS  90  is  quick 
and  easy.  And  the  Windows  and  DOS  versions  can  even 
be  used  simultaneously. 

For  more  information,  or  a  complimentary  demo 
disk,  just  call  State  Of  The  Art  at  1-800-390-3646. 
Or  you  could  just  ask  a  few  colleagues. 
A  few  thousand, 
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in  that.  Analyst  Roger  Lipton, 
as  a  specialized  restaurant-in- 
research  service,  argues  that 
Chicken's  area  developers  con- 
need  more  cash  because  costs 
high  and  sales  too  low.  Although 
ipany  says  its  average  weekly 
oroach  $24,000  in  mature  stores, 
5ays  those  numbers  are  inflated 
they  include  free-meal  coupons 
loyees,  promos,  and  other  dis- 
which  other  restaurant  chains 
r  don't  include.  Take  those  out 

net  sales  fall  to  just  $21,500, 
'These  guys  have  substantially 
;d  their  story;  I've  never  seen  a 
/  come  as  close  to  lying,"  he 
hey've  got  a  cash-flow  sinkhole." 

cfo  Stephens  calls  that 
r."  He  says  the  company  has  al- 
lied such  figures  "gross"  sales. 
;  agrees  the  promotions  account 
:o  5%  of  gross  sales,  he  says 
factored  out  when  the  company 
3S  its  "pre-royalty"  cash-flow, 
positive.  After  they  pay  royal- 
wever,  Stephens  concedes  the 
elopers  have  negative  cash  flow, 
biggest  accounting  complaint 
Boston  Chicken,  though,  is  its 
of  booking  annual  operating  ex- 


penses, such  as  some 
advertising,  food,  and 
labor  costs,  as  over- 
head costs  for  develop- 
ment. Because  that  re- 
duces annual  operating 
expenses  at  the  store 
level,  Schroder 
Wertheim  &  Co.  ana- 
lyst Wayne  Daniels 
says  the  maneuver 
grossly  inflates  the 
17.2%  cash-flow  mar- 
gins Boston  Chicken 
says  its  mature  stores 
earn.  Wliile  many  fran- 
chisees spend  about 
9%  of  sales  on  adver- 
tising, for  example, 
anything  over  6%  is 
booked  as  development 
overhead.  Daniels  also  disputes  Boston 
Chicken's  accounting  for  equipment  rental 
fees.  In  1995,  for  example,  Boston  Chick- 
en counted  $15  million  in  such  fees  as  in- 
terest expense  rather  than  operating 
costs.  That  alone  inflated  the  franchisee's 
margins  by  2%,  Daniels  believes. 

Stephens  denies  Daniels'  charges.  He 
says  the  ad  and  other  costs  involved 
are  minimal  and  "wholly  inappropriate 


CEO  BECK:  Critics  say  he  needs  to 
slow  down  the  chain's  expansion 


to  book  at  the  store 
level."  As  for  the 
equipment  fees,  "this 
is  not  conventional 
equipment-lease  fi- 
nancing. It  is  senior 
debt."  Thus,  he  says, 
it  should  not  be 
booked  as  a  standard 
operating  expense. 

Also  troubling  to 
some  analysts  is  the 
fact  that  unlike  virtu- 
ally every  other 
restaurant  or  retail 
chain,  Boston  Chicken 
does  not  provide 
"same-store"  figures 
showing  results  at 
stores  open  a  year  or 
"  more,  a  measure  that 
factors  out  new-store  openings.  Instead, 
it  gives  operating  results  based  only  on 
its  "mature"  stores;  Boston  Chicken 
says  these  are  about  72%  of  the  total. 

To  all  this,  cfo  Stephens  says:  "Look 
at  our  investors:  Putnam,  ge  Capital. 
Whose  judgment  do  you  trust?"  Nei- 
ther firm  would  comment,  although  Jack 
Laporte,  head  of  the  T.  Rowe  Price 
New    Horizons    fund — which  owns 


he  future  is  international. 


houldn't  your  business  school  be  too? 


ever  expanding  international  market  place  today's  top 
anies  have  connections  world-wide.  Shouldn't  you  too? 
t  London  Business  School,  whatever  your  choice  of 
amine,  you  can  be  sure  of  an  in  depth  international 
ience.  You'll  be  taught  by  leading  faculty  selected  from  the 
)est  in  the  world.  You'll  follow  an  internationally  relevant 
ractical  curriculum.  Above  all  you'll  connect  with  fellow 
ipants  from  over  50  countries  spanning  6  continents.  Like 
they'll  be  bright,  ambitious,  high  calibre  people  -  the 
rs  and  CEOs  of  tomorrow.  In  short,  the  sort  of  people 
isful  firms  want  to  recruit  and  develop, 
ondon  Business  School  offers  a  wide  range  of  full-time 
Tunities  including  general  management  programmes  like 


the  classic  two  year  international  MBA  and  the  one  year  Sloan 
MSc  Management,  as  well  as  the  specialist  Masters  in  Finance 
and  an  extensive  portfolio  of  executive  education  -  not 
forgetting  the  Executive  MBA  and  the  International  Executive 
Masters  Programme. 

London  Business  School  is  in  the  heart  of  London,  one  of 
the  world's  leading  international  business  and  financial  centres. 
There  couldn't  be  a  better  place  from  which  to  develop  your 
international  business  career. 

See  for  yourself.  Come  and  visit  us.  We  hold  monthly 
information  evenings  at  the  School.  Alternatively,  come  to  one 
of  our  world-wide  information  seminars.  Visit  our  website  on 
http://www.lbs.lon.ac.uk/ 


or  information  on  our  programmes  and  details  on  the  information  seminars  to  Rachel  Potter,  MBA  Information  Office,  London  Business  School, 
Place,  Regent's  Park,  London  NW1  4SA,UK.  Tel:  +44(0)171  706  6859.  Fax  +44(0)171  724  7875.  e-mail:  mha-info@lbs.lon.ac.uk 
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2.4% — remains  optimistic.  "They've  got 
a  winning  team,"  he  says.  "Beck  has 
done  it  before,  and  we  think  he'll  do  it 
again."  And  to  the  skeptics,  Stephens 
points  out  that  just  last  month,  Boston 
Market  investors  formed  a  private 
placement  fund  that  raised  $75  million, 
$25  million  more  than  intended.  Adds 
Larry  Zwain,  who  oversees  the  restau- 
rant operation:  "Franchisees  that  lose 
money  don't  stay  in  business  very  long. 
I  don't  see  any  stores  closing  down." 
"BIZARRE."  Given  the  loans,  critics  say 
it's  impossible  to  judge  whether  or  not 
any  should.  And  they  put  a  very  dif- 
ferent spin  on  the  recent  private  place- 
ment. Daniels  and  others  argue  that 
because  of  its  need  for  cash  to  raise 
funds  for  money-losing  franchisees, 
Boston  Chicken  went  to  extraordinary 
lengths  to  make  the  placement  work. 
The  privately  placed  stock  gives  in- 
vestors an  equity  stake  of  6%  of  1,500 
existing  and  future  Boston  Market 
restaurants.  Daniels  says  that  gives  an 
implied  value  for  the  company  as  a 
whole  of  $1.25  billion— about  25%  less 
than  the  current  market  capitalization. 
The  deal  also  included  750,000  five-year 
warrants  to  buy  Boston  Chicken  shares 
at  $25.  "That's  ultimately  at  the  ex- 
pense of  public  shareholders,"  says 
Daniels.  Stephens  dismisses  that  analy- 
sis. "It's  a  bizarre  way  to  look  at  the 
deal,"  he  says.  "You  take  a  risk,  and 
you  get  a  reward." 

If  the  criticism  has  any  impact,  it 
doesn't  show  at  the  chain's  Colorado 
headquarters.  In  an  identical  building 
across  the  parking  lot,  the  company  has 
built  offices  for  Einstein  and  hired  for- 
mer la  Gear  Inc.  president  and  coo 
Mark  Goldston  to  run  a  near-clone  of 
its  parent.  Using  a  $120  million  con- 
vertible loan  from  Boston  Chicken,  Ein- 
stein has  combined  four  popular  chains 
with  244  stores.  Though  it  lost  $43  mil- 
lion on  sales  of  $26  million  in  1995,  pub- 
lic shareholders  paid  $47  million  for  a 
10%.  stake.  "This  could  be  the  biggest 
thing  since  pizza,"  says  Goldston. 

With  both  chains  losing  money, 
though,  Beck  and  team  are  racing 
against  the  clock.  To  boost  sales,  Boston 
Chicken  has  been  adding  items  to  its 
menu  and  rejiggering  its  layouts  to  cut 
long  waiting  lines,  while  Goldston  is  lay- 
ing plans  for  a  real  estate  and  ad  spend- 
ing spree  of  his  own.  All  that,  however, 
costs  money.  And  whether  it's  selling 
bagels  or  chickens,  everyone  seems  to 
agree  on  one  thing;  No  business  can 
lose  money  forever.  "Scott  Beck  is  a 
brilliant  man,"  says  Lipton.  "As  long  as 
the  stock  price  holds  up  and  he  can  at- 
tract more  capital,  he  could  fix  the  prob- 
lems." The  queston  is  how  long  he'll 
have  to  do  that. 

By  Eric  Schine  in  Golden,  Colo. 
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THE  HAYSTACK 
GETS  SMALLER 

Developing  new  drugs  from  protein  "needles"  will  be  e* 


Recombinant  insulin,  epo,  tpa.  To- 
gether, these  big-sellers  and  a  half 
dozen  other  biotech  drugs  ac- 
counted for  $5  billion  in  revenues 
last  year.  They  also  share  a  common  bi- 
ological trait:  They  are  all  genetically 
engineered  versions  of  proteins  natural- 
ly secreted  into  the  body  by  human  cells. 
Secreted  proteins  are  the  workhorses 
of  the  body,  conveying  messages  from 
one  cell  to  another  and  playing  key  roles 
in  countless  bodily  functions.  They  are 
also  among  the  most  highly  sought-after 
candidates  for  new  drugs. 

Researchers  once  spent  lifetimes  look- 
ing for  new  secreted  proteins.  But  ad- 
vances in  genetic  technology  make  it 
likely  that  nearly  all  of  the  body's  se- 
creted proteins  will  be  found  within  two 
years.  Using  computer-based  techniques, 
scientists  from  such  gene-hunting  pow- 
erhouse.- as  Human  Genome  Sciences 
(HGS),  Millennium,  and  InCyte  are 
amassing  databases  containing  thousands 
of  previously  unknown  proteins.  On 
Sept.  25,  Genetics  Institute  Inc.  (Gl)  in 
Cambridge,  Mass.,  announced  it  had  per- 
fected a  biological  technique  to  isolate 
virtually  all  secreted  proteins.  Finding 


SEARCHER 


"Now,  we  have  a 
single  magnet," 
says  GI's 
Jacobs,  who 
discovered  the 
new  technique 


them  "usedp 
like  lookin 
a  needle 
haystack," 
Kenneth  A 
cobs,  the  Gl 
scientist  wh 
covered  the 
nique.  "Noi 
have  a  single r 
net  that  will  find  all  the  needles.' 

Gl  says  it  has  found  about  5,000 
that  code  for  secreted  proteins 
Jacobs  predicts  that  in  the  n 
months,  the  company  will  have  id 
nearly  all  the  genes  thought  to  © 
secreted  proteins — about  10,000 
human  body's  100,000  genes. 

The  new  technology  builds  o 
discovery  a  decade  ago  that  all  se< 
proteins  have  a  characteristic  "tai 
differentiates  them  from  other  pr( 
Gene  hunters  were  the  first  to  tal 
vantage  of  that.  Companies  such  £ 
and  InCyte  use  computers  to  scai 
genetic  databases,  looking  for  UNA 
ments  that  correspond  to  this  tail, 
this  technique,  hgs  has  identified 
secreted  proteins  and  identified  si 
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because 
they 

rock," 


and  other 


technical  reasons  why  Netscape 


uses  Silicon  Graphics  Web  FORCE  servers, 


according  to  Webmaster  Robert  Andrews, 


When  you're  the  busiest  site  on  the  Web,        and  scalability  lets  your  Web  site  handle 
when  you  receiv  e  more  than  I  12   B!cd  even  the  most  demanding  workloads. 


million  hits  a  day,  when  you  down-  And  since  Silicon  Graphics  offers 

NETSCAPE 

load  2.8  terabytes  in  a  single  week,  the  widest  range  of  compatible 
you  need  servers  that  you  can  depend        servers,  you  can  scale  your  Web 


on.  That's  why  Robert 
Andrews,  Netscape's 
Webmaster,  turned  to 
Silicon  Graphics.  Our 
WebFORCE "  servers 
combine  64-bit  MIPS' 
RISC!  microprocessors  with  the  highest 
data  throughput  in  the  market.  Our 
revolutionary  S2MP   system  architecture, 
with  industry-leading  I/O,  performance 


A  FEW  OTHER  SITES 
USING  WebFORCE 

www.firefly.com 

www.discovery.com 

www.travelocity.com 

www.bigbook.com 

www.warnerbros.com 

www.lucent.com 

www.webcrawler.com 


site    smoothly  as 
your  on-line  business 
grows.  Technically 
speaking,  it's  the 
best  server  you  can 
buy.  And  it  can  keep 
your  Web  site  roc  kin'.  For  more 
information  visit  our  Web  site  at 
www.sgi.com/Products/WebFORCE 
or  call  800.636.8184  Dept.  LS0054 


See   what's  possible 


SiliconGraphics 

Computer  Systems 


^  ©  1996  Silicon  Graphics,  Inc  All  rights  reserved  Silicon  Graphics  and  the  Silicon  Graphics  lofo  are  registered  trademarks.  02,  Origin,  Ongin2CiO.  Ongm2000,  S2MR  WebFORCE,  and  See  what's  possible  are  trademarks, 
of  Silicon  Graphics.  Inc  MIPS  and  the  MIPS  RISC  Certified  Power  logo  are  registered  trademarks,  of  MIPS  Technologies.  Inc  Netscape  and  the  Netscape  logo  are  trademarks  of  Netscape  Communications  Corporatit 


Acer*  (♦ 


Afresh  perspective. 

1-800-  558 'ACER    www.  acer.  com/aac/ 

Inc.  All  rights  reserved.  Acer  and  the  Acer  logo  are  registered  trademarks  and  AcerNote  and  Nuovo  are  trademarks  of  Acer  America  Corporation  and  Acer 
el  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation.  Microsoft.  Windows  and  Windows  logo  are  registered  trademarks  of  Microsoft 
'Independent  cross-country  battery  testing  conducted  by  VeriTest,  Inc..  June  1996.  Average  battery  life  comparisons  as  reported  in  PC  Week.  July  iqqb. 


Science  &  Technology 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
on  America  Online. 
It's  your  opportunity  to  ask 
questions  about  features 
from  the  magazine. 


For  a  free  trial  diskette 
including  10  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week 


Sunday 

Business  Week's  1996  Best 
B-School  list  is  here — and 
Dean  Thomas  P.  Gerrity  of  the 
University  of  Pennsylvania's 
Wharton  School,  No.  1  for  the 
second  time  in  a  row,  will 
discuss  what  puts  a  B-school 
on  top.  BW's  John  Byrne  and 
David  Leonhardt  will  field 
questions  about  the  new 
rankings  and  who  else  is  in 
the  top  25.  Oct.  13 
9  p.m.  EDT  in  the  Globe 

Monday 

Do  you  have  the  qualities 
essential  for  success  as  an 
entrepreneur?  Dr.  Richard 
Hagberg  explains  his  system 
for  scoring  yourself,  in 
another  of  the  Monday  chats 
presented  by  BW  Enterprise 
in  AOL's  Your  Business  Dinner 
series.  Oct.  14 
8  p.m.  EDT  in  the  BW 
Enterprise  Chat  Room 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 

A 

A  M  E  R*l  C 


have  potential  use  as  therapeutics  for 
major  diseases,  says  Chief  Executive 
William  A.  Haseltine.  The  company  has 
filed  for  scores  of  patents  and  received 
two — including  one  for  a  substance  that 
blocks  formation  of  the  white  cells  re- 
sponsible for  inflammation  in  multiple 
sclerosis  and  rheumatoid  arthritis. 
TARGETS,  gi  hopes  Jacobs'  technology 
will  help  it  find  secreted  proteins  that 
the  gene  hunters  might  miss.  The  tech- 
nique involves  using  specially  modified 
strains  of  yeast  that  will  grow  only 
when  exposed  to  the  gene  fragments 
that  code  for  secreted  proteins'  tails. 
Researchers  add  random  human  gene 
fragments,  taken  from  assorted  tissues, 
to  the  modified  yeast  in  a  petri  dish.  If 
the  yeast  grows,  the  fragments  must 
be  part  of  a  gene  for  a  secreted  protein. 


ty,  or  they  could  be  so  general  th 
effects  would  outweigh  benefits, 
ther  case,  they  would  be  poor 
dates  for  ding  development. 

gi  is  willing  to  take  that  chan 
ready,  the  company  has  signed 
merits  with  Genentech  Inc.  and 
Corp. — two  of  the  biotech  ind 
leaders.  Genetics  Institute  Ch 
Gabriel  Schmergel  says  he  is  ii 
with  16  other  companies,  includin 
gen  Inc.  "Genetics  Institute's  ap 
offers  the  power  of  numbers, 
David  Ebersam,  vice-president  fo 
ness  development  at  Genentech. 
have  lots  of  proteins,  you  incres 
chances  you  get  a  'hit' "  or  find  a 
that  can  lead  to  a  drag. 

At  the  least,  says  Nobel  prize 
Phillip  A.  Sharp,  head  of  the 


BEST-SELLERS 


designed  to  perform  the  functions  o 
ns  are  top  in  biotech  revenues. 


NAME 


DESCRIPTION 


MARKETER 


a 

SALES 
(MILL  ft 


NEUPOGEN 


White  blood  cell  growth  factor 


Amgen 


EPOGEN  (EPO) 

Red  blood  cell  growth  factor 

Amgen  ! 

HUMULIN 

Recombinant  insulin 

Eli  Lilly  ! 

PROCRIT(EPO) 

Red  blood  cell  growth  factor 

Ortho  Biotech 

INTRON  A 

Immune  system  modulator 

Schering-Plough 

ACTIVASE  (TPA) 

Clot  dissolver 

Genentech 

DATA:  MEDICAL  ADVERTISING  NEWS 

*  Worldwide 

Researchers  can  then  produce  the  pro- 
tein for  study  as  a  possible  drag  target. 

Gi  says  its  technology  is  generating 
far  more  information  than  one  company 
can  digest.  So  it  is  sharing  its  catalog  of 
secreted  proteins  with  major  rivals  at  a 
modest  up-front  cost.  The  fee  buys  com- 
panies samples  of  Gl's  proteins.  They 
then  agree  to  share  half  the  profits  with 
gi  if  any  of  the  proteins  lead  to  drags. 
hgs  and  other  genomics  companies,  by 
contrast,  have  kept  most  of  their  data 
confidential — or  sold  it  to  select  compa- 
nies willing  to  pay  steep  prices. 

gi's  yeast  technology  is  impressive, 
but  there's  no  guarantee  the  company 
will  profit  from  its  secreted  proteins. 
For  one,  competition  from  the  likes  of 
H<  IS  is  stiff.  "For  many  of  the  molecules 
they  are  going  to  find,  [gi]  will  discover 
that  hgs  is  already  there  with  a  full- 
length  patent,"  says  Haseltine. 

Also,  some  scientists  believe  that 
most  of  the  useful  secreted  proteins 
have  already  been  discovered,  says 
Joshua  Roger,  chairman  of  Vertex  Phar- 
maceuticals. Remaining  proteins  may 
have  very  specific — and  limited — activi- 


department  at  Massachusetts  In 
of  Technology,  Gl's  library  will  ti 
proteins  that  give  researchers  vj 
clues  about  how  diseases  work, 
cent  years,  geneticists  have  ident 
number  of  disease-related  gene 
code  for  proteins,  but  the  proteins 
selves  are  not  necessarily  use 
drags.  Leptin,  a  highly  touted  \ 
associated  with  obesity,  may  or  m 
make  a  useful  drag.  But  its  dis< 
has  pointed  researchers  toward 
possible  anti-obesity  drags. 

Schmergel  says  he  has  no 
worked  out  how  Gi  will  be  paid 
partners  if  its  proteins  turn  out 
useful  only  as  research  tools  and 
drugs.  But  gi,  Haseltine,  and  < 
hope  advances  in  technology  will  t 
a  renaissance  in  the  use  of  prott 
therapies.  "Some  people  thought  t 
of  therapeutic  proteins  was  over, 
Haseltine.  But  with  a  flood  of  ne1 
teins  hitting  some  of  the  best  labs 
country,  biotech  might  see  ai 
string  of  best-sellers. 

By  Geoffrey  Smith  in  Boston 
John  Corey  in  Woshinyton 


son  School 
mounees  thirty 
traordinaiy 
*ys  to  make 
o  the  top. 


Introducing  the 

Park  Leadership 
Fellows  Program 


Two-year, 

full  tuition 
plus  stipend 
MBAfellowships 

for  30  of  America's  brightest 
young  leaders 

Program  features: 

Meetings  with 
senior  executives  and 
global  leaders,  a  dynamic 
leadership  experience,  an 
elite  group  of  peers 


For  an  application,  contact: 

Johnson  School  admissions:  (800)  847-?082 

or  parkmba@johnson.comell.edu 

http  ://www.gsm.comell.edu 


Park  Fellowships  are  restricted  to  U.  S. 


citizens. 


CORNELL 

Johnson  School 

The  Park  Leadership 
fellows  Program 

Raising  excellence  to  new  heights 


SOURCE 


There's  a  source  of  energy.  A  source  of  information. 
And  one  simple,  powerful  source  for  all  of  your 
words  to  travel  through.  BellSouth.  Now  more  than 
ever,  we're  bringing  together  every  kind  of  technology. 
From  local  and  long  distance  service,  to  Internet 
access,  wireless,  yellow  pages,  interactive  video  and 
beyond.  So  you  can  pick  and  choose  what  you  need, 
when  you  need  it.  All  from  a  single  source  that  connects 
you  and  your  words  in  every  way. 
Because  a  word  can  have  many  meanings. 


But  it  means  nothing  until  it's  shared. 


©  BELLSOUTH 

It's  All  Here. 

www.bellsouth.com/words 


©1996  Bank  America  Corpo 


d  as  the 
i  the  up] 
life  spac 


Asset-Based  Financing 
For  A  Major  Food  Company 


■patient.- 


(  We're  Experts  On  Nutritional  Value) 

The  package:  a  revolving  credit  line  based  on  accounts  receivable  and  inventory,  a  term  loan  tied 
to  equipment  assets  and  a  private  placement  secured  by  equity  in  a  foreign  subsidiary.  In  all,  a  deal  worth 
nearly  $600  million.  For  a  client  looking  to  recapitalize,  this  proved  to  be  very  fruitful. 


Bank  of  America 


Douglas  Pratt.  EVP,  U.S.  Corporate  Group; 
Richard  Madresh.  President.  BankAmerica 
Business  Credit.  Inc.;  Richard  Harris.  President, 
BankAmerica  Leasing  and  Capital  Group 


kvelopments  to  Watch 


:d  BY  OTIS  PORT 


IVENLY  WEATHER 
RECASTING? 

GLOBAL  POSITIONING 

em's  24  satellites  have 
idy  revolutionized  navi- 
>n  and  mapping.  Next, 
5PS  system  may — indi- 
y — do  the  same  for 
her  forecasting, 
nee  April,  1995,  an 
;-pound  "bird"  has 

scooting  around  in 
earth  orbit,  450  miles 
t  flies  through  the  ra- 
ignals  beaming  down 

the  12,500-mile-high 
letwork.  By  measuring 
the  gps  signals  are 
rted  as  they  pass 
igh  the  upper  atmos- 
e,  this  space  sparrow 
is  it  possible  to  calcu- 
local  variations  in  air 


temper- 
ature, pressure,  and  humid- 
ity. Integrating  such  data 


with  regular  measure- 
ments, including  those  from 
weather  balloons  that  go 
pop  before  reaching  20 
miles,  could  lead  to  around- 
the-clock  forecasts  of  un- 
precedented accuracy,  says 
Jay  Fein,  who  serves  as  di- 
rector of  atmospheric  sci- 
ences at  the  National  Sci- 
ence Foundation. 

Timely  coverage  of  the 
whole  earth  "would  require 
a  constellation  of  8  to  16 
microsatellites,"  says 
Michael  L.  Exner, 
head  of  gps  meteoro- 
logical research  at 
the  University  Corp. 
for  Atmospheric  Re- 
/  search.  Such  a  fleet, 
Exner  adds,  could 
be  built  and  launched  for 
less  than  $100  million.  □ 


THING 
INTO 

:ICIAL  LUNGS 

patients  who  are 
i  for  a  transplant  can 
3  for  months  with 
al  hearts.  Surrogate 
iave  proved  harder  to 
).  But  help  for  criti- 

lung  patients  may  be 
way. 

F.  Mockros,  a  profes- 
)iomedical  engineering 
thwestern  University, 
aduate  student  Keith 
iave  devised  an  artifi- 
g  that  is  the  size  of  a 
e  CD  player.  It  uses 
rt's  pumping  action  to 
e  blood  over  the  sur- 
porous  polypropylene 
These  mimic  the  func- 
the  vessels  in  healthy 
enabling  the  blood  to 
sic  carbon  dioxide  and 
oxygen.  Mockros  has 
fully  tested  the  sys- 
pigs. 

r  researchers  have  ex- 
ited with  even  smaller 
,  designed  to  be  in- 


serted into  a  large  vein.  But 
these  have  had  disappointing 
results  so  far — in  part  be- 
cause they  are  so  small  and 
thus  offer  limited  filtering 
and  oxygen-absorption  capac- 
ity. Further  improvements  to 
the  Northwestern  lung  are 


under  way.  For  example,  the 
researchers  are  working  with 
3M  to  coat  the  device  and  its 
fibers  with  living  cells.  These 
will  help  prevent  unwanted 
blood  coagulation  and  rejec- 
tion by  the  body's  immune 
system.  Neil  Gross 


INNOVATIONS 


m  Marine  biologists  at  Moss 
Landing  Marine  Laboratories 
in  California  report  in  the  Oct. 
10  issue  of  Nature  that  seed- 
ing the  ocean  with  iron  trig- 
gers a  dramatic  bloom  of  one- 
celled  plants.  Because  these 
phytoplankton  are  a  major 
factor  in  removing  carbon 
dioxide  from  the  air,  large- 
scale  iron  seeding  might  serve 
as  a  radical  means  of  putting 
a  brake  on  global  warming. 
■  Half  of  all  hearing-impaired 
people  could  get  new  hope  if 
research  at  the  University  of 
Pennsylvania  Medical  Center 
succeeds.  Scientists  have 
found  the  first  clue  to  re- 
growing  the  ear's  hair  cells, 
which  convert  sounds  into 
electrical  signals  for  the 
brain.  But  any  potential  ther- 
apy is  still  years  away. 
m  The  ashes  left  after  inciner- 
ation of  municipal  wastes 
could  be  mined,  say  scientists 
at  the  University  of  Zurich's 
Institute  of  Plant  Biology.  As- 
pergillus  niger,  a  wood  fun- 
gus, can  extract  more  than 
50%  of  the  metals  in  the  ash- 
es, including  zinc  and  copper. 


A  WELDER  YOU  CAN  ROLL  UP 


WELDING  KITS  CAN'T  BE  MUCH  MORE  PORTABLE  THAN 

this:  a  roll  of  an  aluminum-foil-like  film  and  a 
match.  If  engineers  or  soldiers  needed  to  make 
emergency  repairs  to  a  cracked  axle,  say,  they 
could  tear  off  a  strip  of  foil,  slip  it  in  the  break, 
then  put  a  match  to  its  edge.  In  the  blink  of  an 
eye,  the  metal  film  would  flare  to  a  temperature 
of  up  to  3,000C  and  weld  the  crack. 

Such  welding  foils  recently  earned  U.  S. 
patent  No.  5,538,795  for  Timothy  P.  Weihs,  an 
assistant  professor  of  materials  science  at  Johns 
Hopkins  University,  and  Troy  W.  Barbee  Jr.,  a  senior  researcher  at  Lawrence  Livermore 
National  Laboratory.  The  concept  is  similar  to  the  thermite  process,  patented  in  1908, 
which  triggers  a  high-temperature  flare  between  aluminum  and  iron  oxide  powders — and 
was  used  to  join  the  ends  of  railroad  ties.  But  with  today's  technology,  says  Weihs,  tliin 
metal  foils  can  be  tailored  from  various  reactive  materials,  such  as  aluminum  and  nickel, 
"to  produce  the  precise  heat-release  rate  and  final  temperature  we  want."  As  a  result, 
surfaces  can  be  joined  without  risk  of  heat  damage  to  the  bulk  of  the  material. 

Welding  foils  are  now  too  costly  to  compete  with  traditional  methods,  admits  Weihs. 
But  once  the  technology  is  in  mass  production — and  Livermore  has  a  couple  of  license 
deals  cooking — it  might  become  a  common  industrial  tool.  c 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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at  1  -800-660-6674 


Don't  look  now,  but  the  revolution  has  begun. 

Hospitals,  offices,  shopping  malls,  apartment  houses  and  even  some  power 
companies  are  using  fuel  cells  to  generate  primary  and  supplementary  electricity. 

And  the  world's  first  commercial  supplier  of  fuel  cells  is  International  Fuel  Cells 
Corporation,  a  unit  of  United  Technologies'  Hamilton  Standard  division. 

Which  means  that  the  power  source  of  tomorrow  is  here  today. 

At  1-800-660-6674,  to  be  exact. 
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pycaf  Blues  Knockoffs  can 
)ther  a  small  business.  But 
)bering  the  clones  is  cheaper 
d  easier-than  you  may  think 
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Take  That,  Microsoft 

How  tiny  Immersion  plans 
to  stare  down  Goliath  with 
its  joystick  of  the  future 


Technology  page  22 


Nerds  of  Wisdom  Cyber- 
consultants  can  whip  a  system 
into  shape-or  mess  it  up  good. 
Shop  around  before  you  buy 

International  page  28 

Pushing  His  Buttons  When  Edward  "Buz" 
Lewis'  promotional  gizmos  made  a  flashy  debut  in 
Japan,  profitability  abroad  looked  like  a  cinch.  Then 
the  reality  of  doing  business  overseas  came  to  light 
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IMPLE  Plan  An  acronym  that  spells  out  a 
I  way  to  offer  retirement  benefits 
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Receiving  Your  Due  How 

to  deal  with  potential  deadbeats 
-with  a  minimum  of  bloodletting 
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It's  Only  a  Game  "Capitalism,"  on  cd-rom,  is 
dandy  practice  for  would-be  tycoons.  For  the  rest  of 
us,  it's  a  risk-free  way  to  test  entrepreneurial  mettle 


BUSINESS  WEEK  /  ENTERPRISE  ENT  1 


BOX 


EDITED 
BY 

I.  JEANNE 
DUGAN 


IS 


EARNING 
THE  BUSIll 


The  independence,  impatience,  and 
impulse  that  powered  your1  business  at 
the  beginning  could  become  its  undo- 
ing later.  That  intriguing  insight  comes  - 
from  Richard  Hagberg,  an  executive-development  consul- 
tant in  Foster  City,  Calif.,  who  has  compiled  a  database  on 
the  personality  and  management  traits  of  400  entrepre- 


PORTRAIT  OF  AN 
ENTREPRENEUR 


Top 


MOST  LIKELY  TO  SUCCEED 

10  characteristics  that  define  entrepreneurs 


ACTS  WITHOUT 
DELIBERATION/ 
REACTIVE  • 

FOCUSED/ 
STEADFAST/ 
UNDEVIATING*'' 

POSITIVE  OUTLOOK 

OPINIONATED/ 
JUDGES  QUICKLY 


IMPATIENT* 


WHERE 
SMALL 
BUSINESS 
FISHES  FOIffi 
FINANCING 

TYPES  OF  FUNDING  USES 
IN  THE  LAST  12  MONTHS! 
BY  966  FIRMS  WITH  UP  \ 
TO  500  EMPLOYEES 

DATA  ARTHUR  ANDERSON 
ENTERPRISE  GROUP 


neurs  and  1,600  cor- 
porate executives. 
"Entrepreneurs  have 
-  -  an  almost  innate  ability 
to  establish  a  business  and  lead  the 
troops  through  a  storm  to  achieve  a  mis- 
sion," Hagberg  says.  "But  few  have 
what  it  takes  to  be  the 
best  leaders  on  a  long-term 
basis."  Independence,  for 
example,  drives  entrepre- 
neurship,  but  also  can  ham- 
per growth  when  the 
founder  can't  share  author- 
ity or  bring  in  a  partner.  "Most  [entrepre- 
neurs] hit  a  wall  at  $25  million  to  $40  million  in 
sales,"  Hagberg  says.  This  is  also  when  the 
aggressiveness  and  propensity  for  risk-taking 
critical  to  starting  the  business  "could  charge 
it  off  a  cliff."  The  bottom  line:  If  you  have  all 
ten  Hagberg  traits,  your  startup  couldn't  be  in 
better  hands.  Six:  You're  average.  Less  than 
five?  Stick  with  Corporate  America.  No  matter 
how  good  you  are  at  getting  it  up  and  running, 
when  it  hits  the  big  time, 
start  changing  your  behav- 
ior. Seek  feedback  from  your 
staff,  communicate,  and  sur- 
round yourself  with  corpo- 
rate-CEO-type  personalities. 


•  PREFERS  SIMPLE 
SOLUTIONS 


•AUTONOMOUS/ 
INDEPENDENT 

^•AGGRESSIVE 

•EMOTIONALLY 
ALOOF 

,  •RISK-TAKING 


DATA  HAGBERG 
CONSULTING  GROUP 


SO  THEY  SAY 


"If  someone's 
going  to  knock 
us  off,  it  might 
as  well  be  us. " 


O.K.,  I'M  HIRED 


m; 


I ore  laid-off  execs  are 
hiring  themselves: 
12%  launched  business- 
es in  the  first  half  of 
'96,  says  Challenger, 
Gray  &  Christmas — the 
highest  number  since 
the  firm  began  tracking 
3,000  execs  annually 
in  '92.  What  about  the 
risk?  Many  believe  it  is 
even  riskier  to  be  at  the 
mercy  of  an  employ- 
er, says  President 
James  Challenger. 


it 


• 
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TECHNO-TOOLS 


•  Concorde  to  cyberspace?  InterJet  promises 
to  get  you  and  up  to  100  employees  there  in 
half  an  hour — with  a  Web  page  and  internal  E- 
mail  to  boot.  The  product,  created  by  Whistle 
Communications  in  Foster  City,  Calif.,  goes  on 
sale  this  month  for  $1,995  at  Internet 
service  providers.  The  target:  six  mil- 
lion businesses  with  fewer  than  100 
employees.  Whistle  figures  a 
quarter  already  have  a  lan,  but  ,U 
only  1%  have  Internet  access. 


—Entrepreneur 
Edward  D.  "Buz" 
Lewis  on  his  decision 
to  let  a  Chinese  part- 
ner produce  lower- 
quality  goods  for 
the  Asian  market 
(page  28). 
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•  Even  the  tiniest  marketers 
can  target  customers,  trw 
Inc.  and  Serious  Business  Software  Inc.  are 
pitching  two  new  cd-roms:  Neighborhood 
ConnX  dissects  90  million  households  by  12 
criteria;  Business  ConnX  lists  11  million 
businesses.  Users  pay  $200  for  the  CD- 
5     B0M  and  10$  a  name.  Rival  Dun  &  Brad- 
"^7     street  Corp.'s  database  of  10  million 
: :     companies  costs  $599.  Names  also 
average  a  dime. 


HALF  OF  407  BUSINESS  OWNERS  WITH  $1  MILLION  TO  $3  MILLION 
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HOW  TO  GET  LEANER 
AND  MEANER 


COMMERCIAL 
BANK  LOAN 


43% 


CARDS 


mi 
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VENTURE  1% 
CAPITAL  '/o 


PERSONAL 
BANK  LOAN 

12% 


SBA 


GUARANTEED  4% 
LOAN 


SALE  OF  i°/ 
STOCK 


{  IF  THEY  COULD  AFFORD  IT 


•  Cut  15%  to  35%  off  your  fax  bill 
by  trading  in  your  fax  machine,  sayt 
Business  Consumer  Guide.  Older 
-  -  machines  send  faxes  more  slowly, 
increasing  phone  bills  by  several  hundred  dollars  a  year  if  more 
than  two  dozen  faxes  are  sent  daily.  The  $25  report  outlines  the 
best  overall  bargains  among  more  than  12,5  models  and  specifies 
two  transmission  features  that  cut  down  faxing  time:  14.4  Kbps 
and  mmr  data  compression.  Call  800  938-0088. 

•  High  energy  bills?  Paint  your  building  baby  blue —         - ~ 
or  some  other  light  color  to  deflect  the  summer  sun. 
That's  among  measures  businesses  can  take  to  cut 
their  utility  bills,  according  to  a  new  Energy 
Dept.  guide.  Energy  Saving  Tips  for  Small 
Businesses  suggests  buying  smaller  company 
cars,  opening  blinds  in  the  winter,  lowering 
the  water  temperature,  and  installing  lights  that  turn  off 
when  a  room  is  empty.  For  a  free  copy,  call  800  363-3732. 
Or  download  it:  http://www.eren.doe.gov. 

•  You  may  think  your  business  is  shaved  to  the  bone,  but 
The  Frugal  Entrepreneur  (Portico  Press,  $12.95)  would 
disagree.  Author  Terri  Lonier  offers  hun- 
dreds of  tips.  Among  them:  Buy  used  desks 
and  copiers;  sign  up  for  a  class  and  get 
Internet  access  at  low  university  rates; 
use  bunched-up  plastic  bags  instead  of 
bubble  wrap. 
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HANDS-ON 
SOLUTIONS 


lower  I 


IN  THE  BIG  CITY:  NFIB  REP,  ENTi 

i  up  in  teams," 
joined  in  three 
the  Big  Apple, 


Tern 


BRIGHT  LIGHTS,  BIG  JOB 


The  National  Federation  of  Indepen- 
dent Business,  which  has  drawn 
600,000  members  from  the  'burbs,  is 
aiming  at  urban  America.  The  goal:  to 
create  pro-business  pressure  in  heavily 
Democratic  congressional  districts  and 
enlist  minorities.  In  New  York,  the 
first  stop,  cultural  differences  pose 
challenges.  Koreans,  for  example,  only 
says  President  Jack  Farris.  So  far,  fewer  than  100  new  members 
months,  bringing  the  total  to  250.  But,  says  Farris,  "If  we  can  do 
we'll  do  it  in  Detroit  or  Chicago."  Time  will  tell. 


FRANCHISEES' 
FORTUNES 

REVENUES  FOR  ALL  STORES 
OWNED  IN  1995 
AVERAGE:  $1.5  MILLION 
UNDER  $100,000 
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:atch  of  the  net 


SINESS  SUPERSITE 

artbiz.com 

nized  and  easy  to  nav- 

s  toolbox  is  packed 

with  every- 
HSfJgj    thing  from 
sales  tech- 
niques to 


irs  on  employee  bene- 
naterial  can  be 
by  subject,  leading  to 
articles  and  excerpts, 
ews,  and  links  to 
'eb  sites.  Light 


on  graphics,  it's  a  quick  read. 
■BHHH 


CYBERPRENEUR  asa.ugl.lib. 
umich.edu/chdocs/cyber 
preneur/Cyber.html. 
Michigan  U.  has  created  a  pas- 
sel  of  links  to  resources  on 
doing  business  in  cyberspace. 
But  it's  hard  to  tell  which  are 
useful  for  what  without  going 
to  them  first. 


FIX  IT  FAST -AND 
SAVE  A  BUNDLE 


Haste  cuts  rates  at  osha. 
A  "Quick  Fix"  program 
launched  by  the  Occupa- 
tional Safety  &  Health 
Administration  on 
Sept.  1  provides  for  a 
*mt  15%  reduction  in 
'  S  penalties  to  business 
W  owners  who  take  care 
of  osha  violations  within 
24  hours.  Details  are  available  at  the  agency's  Web  site: 
http://www.osha.gov.  Or  call  202  219-4667. 
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Legal  Affairs 


HOW  TO  SKIN 
A  COPYCAT 

Businesses  can't  afford  to  ignore  counterfeiters 


If  imitation  is  the  sincerest  form  of 
flattery,  then  Beime  Chisolm  and  his 
brother  Gregg  can  lay  claim  to  a 
three-foot-long  plastic  box  full  of 
compliments. 

The  box  is  filled  with  thousands  of 
knockoffs  of  the  Band,  a  multicolored 
watchband  made  by  the  brothers'  Salt 
Lake  City  company,  Chisco  Sports  Ac- 
cessories. They  are  the  fruits  of  Chisco's 
innovative  "knock  the  knock- 
offs" campaign.  For  every 
copycat  version  of  the  Band 
that  a  dealer  sends  in,  Chisco  will  swap  it 
for  a  real  one  at  no  cost.  It's  the  compa- 
ny's way  of  winning  the  loyalty  of  re- 
tailers— and  keeping  track  of  pirate  com- 
petition. "We  don't  even  look  at  how 
much  this  campaign  costs  us.  We  look 
at  it  as  what  we  have  to  do  to  stay  the 
market  leader,"  says  Beime  Chisolm. 

The  privately  owned  Chisco,  which 
has  sales  of  "a  few  million"  dollars  an- 
nually, is  lucky.  Lots  of  small  compa- 
nies are  knocked  out  of  business  alto- 
gether by  illegal  knockoffs.  Others 
barely  survive.  Sales  at  WildeWood  Cre- 
ative Products  Inc.  in  Sonora,  Calif., 
which  hit  it  big  with  clear-plastic  kalei- 
doscopes a  few  years  ago,  plummeted 
from  $4  million  "in  1992  to  $1  million 
last  year  because  of  competition  from 
Chinese  copycat  goods  costing  a  third  as 
much.  "They  really  took  the  wind  out  of 
our  sails,"  says  founder  Mark  Eilrich. 
"I'm  proud  that  we've  survived." 
"SCRAP  AND  FIGHT."  Knockoffs  aren't 
new,  of  course.  But  a  more  global  econ- 
omy and  more  sophisticated  copying 
technology  have  made  the  problem 
much  worse  than  in  the  early  1980s, 
when  shoppers  first  began  fingering  the 
mass-market  duplicates  of  Yves  Saint 
Laurent  handbags  and  Gloria  Vanderbilt 
jeans.  These  days,  experts  say,  coun- 
terfeited goods  cost  American  compa- 
nies some  $200  billion  annually — rough- 
ly four  times  what  they  did  a  decade 
ago.  And  illegal  knockoffs  now  affect 
companies  in  virtually  every  industry, 
from  software  to  Sheetrock. 


INTELLECTUAL 
PROPERTY 


Small  businesses  suffer  the 
most  ft'om  product  cloning. 
Less  diverse  lines  mean  rev- 
enues take  a  severe  beating, 
not  just  a  hit,  when  popular 
items  are  counterfeited.  And  if 
the  imitations  are  poorly  made, 
small  companies  can  suffer  per- 
manent damage  to  their  repu- 
tation, as  they  lack  the  brand- 
name  power  of 
larger  victims, 
such  as  Nike  Inc. 
They  also  find  it  harder  to 
defend  themselves.  Usually, 
small  companies  can't  afford 
the  legal  teams  or  private  in- 
vestigators marshaled  by  huge 
marketers  such  as  Levi 
Strauss  &  Co.  or  Chanel  Inc. 
Nor  do  they  wield  the  political 
clout  of  a  Microsoft  Corp., 
which  has  gotten  U.  S.  gov- 
ernment help  against  Chinese 
pirates.  "You  don't  see  a  lot  of 
people  messing  with  Disney. 
They  know  Disney  will  smash 
them,"  says  Mark  J.  Zimmer- 
mann,  a  Dallas-based  intellec- 
tual-property litigator. 

Yet  for  small  companies,  too, 
the  cost  of  fighting  knockoffs — 
with  strategies  ranging  from 
patents  to  PR — is  a  critical  in- 
vestment. Unfortunately,  it's 
one  many  fail  to  make.  When 
Beirne  and  Gregg  Chisolm 
stalled  out  more  than  a  decade 
ago,  they  were  worried  about 
fundamentals  such  as  creating 
the  product  and  controlling 
costs — not  knockoffs.  Rather 
than  shell  out  $4,000  to  $6,000  to  patent 
the  Band,  they  spent  the  money  on  mar- 
keting. "We  were  just  two  young  guys  in 
our  20s,  working  in  a  basement  trying  to 
put  a  product  together,"  recalls  Beirne. 
"It  didn't  make  sense  to  spend  time  and 
money  patenting  a  product  that  we  didn't 
even  know  there  would  be  demand  for." 
That  reasoning  is  common  but  mis- 


guided. The  basic  legal  weapons  u 
against  counterfeiters  don't  cost  a 
(table)  and  can  be  surprisingly  effectr 
For  example,  securing  a  fedeial  tra< 
mark,  including  both  research  and  reg 
tration  fees,  generally  runs  less  th' 
$1,000.  For  an  additional  onetime  fee 
$190,  the  U.S.  Customs  Service  v 
watch  at  the  border  for  counterfeit 
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Legal  Weapons  Against  Pirates 


PATENT 


Protects  processes  (such  as 
new  manufacturing  tech- 
niques), inventions  (Velcro), 
and  ornamental  designs  (a  nov- 
el computer  icon).  The  owner 
can  bar  others  from  making, 
using,  or  selling  the  innovation 
for  about  17  years. 


Safeguards  the  words,  names, 
and  symbols  companies  use  to 
identify  their  products  and  ser- 
vices. Examples  include  the 
Pillsbury  Doughboy,  the  term 


COPYRIGHT 


Covers  traditional  creative 
works  such  as  novels,  songs, 
and  movies,  as  well  as  products 
such  as  wallpaper.  They  overlap 
with  patents:  Chisco  could  have 
copywritten  its  distinctive 
watchband  or  sought  a  design 
patent. 


A  subset  of  trademark  law  that 
protects  the  packaging  and  dis- 
play of  a  product,  such  as  the 
distinct  shape  of  the  Club  or  the 
markings  on  Head  &  Shoulders 


"Ivory  Soap,"  the  Kodak  symbol,    shampoo  bottles. 


marketplace,"  says  George  W. 
Abbott  of  the  International 
AntiCounterfeiting  Coalition  in 
Washington.  "You  never  know 
when  you  are  going  to  be  sit- 
ting on  top  of  a  gold  mine,  and 
you're  silly  if  you  let  others 
cash  in  on  it." 

Of  course,  beating  back 
knockoff  artists  takes  more 
than  a  piece  of  government  pa- 
per saying  you  own  an  idea. 


DATA:  BUSINESS  WEEK 

for  less  than  $1,000.  (Count  on  spending 
$1,000  more  for  a  watertight  settlement 
with  the  offenders.) 

Handled  properly,  the  process  of  de- 
fending yourself  can  even  yield  a  new 
customer.  That's  what  Dr.  Seuss  Enter- 
prises in  La  Jolla,  Calif.,  a  partnership 
managing  the  estate  of  deceased  writer 
and  artist  Theodor  S.  Geisel,  discovered 
earlier  this  year.  Dr.  Seuss,  which  has 
annual  revenues  of  $7  million  to  $10  mil- 
lion, sent  a  cease-and-desist  order  to  a 


HEAVY  WEATHER 

Experts  say  illegal 
knockoffs  cost  U.S. 
companies  $200 
billion  a  year-four 
times  their  toll  a 
decade  ago 


ng  your  trademark.  (Last  year,  the 
made  2,091  seizures  for  trademark 
ther  intellectual-property  violations.) 

patents,  which  can  cost  tens  of 
ands  of  dollars  for  complex  prod- 
are  normally  just  a  few  thousand — 

huge  investment  in  the  scheme  of 
s.  "Getting  intellectual-property  pro- 
>n  is  part  and  parcel  of  entering  the 


You  also  have  to  bear  the  expense  of 
enforcing  those  rights.  But  it's  not  as 
bad  as  many  folks  fear.  Lawsuits  are 
monstrously  expensive,  of  course,  but 
they're  usually  not  necessary.  Lawyers 
say  most  knockoff  artists  or  their  dis- 
tributors can  be  scared  off  with  a  simple 
cease-and-desist  letter — which  an  intel- 
lectual-property specialist  can  crank  out 


gift-catalog  company  mar- 
keting unlicensed  clothing 
bearing  Dr.  Seuss  charac- 
ters. "They  said,  'We  did 
not  realize  we  were  in- 
fringing. We'd  love  to  sell 
the  licensed  product,' "  re- 
calls San  Diego  lawyer 
Alexander  H.  Rogers,  who 
represents  Dr.  Seuss. 
LIFE  OR  DEATH.  The  very 
existence  of  some  compa- 
nies, though,  depends  on 
a  costly,  ongoing  legal 
assault  against  knockoffs. 
Winner  International 
Corp.,  maker  of  the  ubiq- 
uitous auto  antitheft  de- 
vice the  Club,  had  sales 
of  less  than  $200,000  during  its  first 
year  of  business  in  1986.  Today,  the 
Sharon  (Pa.)  outfit  racks  up  annual  sales 
of  nearly  $100  million — largely  because 
it's  been  able  to  turn  back  a  torrent  of 
knockoffs.  Imitations  of  the  Club  started 
flooding  into  stores  worldwide  shortly 
after  the  product  was  launched.  Made 
primarily  in  China,  Taiwan,  and  Singa- 
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Legal  Affairs 


pore,  the  knockoffs  were  generally  sold 
under  different  names,  but  they  copied 
the  Club's  shape  and  distinctive  red- 
an* 1-1  >lack  design.  Over  the  years,  Win- 
ner has  spent  more  than  $100  million  on 
marketing  and  has  always  worried  imi- 
tators would  ride  its  advertising  coat- 
tails.  So  the  company  adopted  a  win- 
at-all-costs  litigation  strategy.  It  has 
been  enormously  successful:  Winner 
claims  a  28-0  court  record 
against  imitators. 

Leaving  nothing  to  chance, 
General  Counsel  John  F.  Horn- 
bostel  Jr.  prowls  trade  shows 
from  Las  Vegas  to  Cologne, 
Germany,  looking  for  knockoffs. 
Aimed  with  cease-and-desist  or- 
ders  printed  in  English,  French, 
Geiman,  and  Mandarin,  he  col- 
lars copycats  while  they're  still 
setting  up  booths.  He  shows 
them  a  three-ring  binder  con- 
taining every  court  order  the 
company  has  won  against  knock- 
off  artists;  if  they  don't  close  up, 
he  immediately  sues.  Frequent- 
ly, the  offending  products  are 
removed  before  buyers  ever 
show  up.  Elsewhere,  Winner 
uses  its  sales  force,  outside  at- 
torneys, and  employees  as  an  ~ 
early-warning  system  against  knockoffs. 
When  they  spot  a  copycat,  the  standing 
instructions  are  to  call  Hombostel,  who 
tries  to  fire  out  a  cease-and-desist  letter 
"within  an  hour,"  he  says.  In  all.  Winner 
files  40  to  50  court  actions  against  imita- 
tors each  year.  Because  of  its  legal  strat- 
egy. Winner  still  holds  well  over  half  of 
the  domestic  market  for  steering-wheel 
antitheft  devices — quite  an  achievement 
for  a  product  so  susceptible  to  knockoffs. 
FUNNY  SMELL.  Winner's  strategy  is  not 
for  everyone.  The  expense  of  taking  a 
copycat  to  court  makes  it 
a  questionable  move  when 
products  don't  have  a  long 
and  profitable  life  span. 
Many  foreign  knockoff 
artists  "can  copy  your  style 
within  two  or  three  weeks 
and  clear  out  of  the  busi- 
ness entirely,"  says  Don 
Lawrence,  an  attorney  at 
California-based  clothing 
maker  I. A  Gear  Inc. 

Nor  is  Winner's  court 
record  necessarily  easy  to 
duplicate.  Its  cases  have 
been  strong  because  of  the 
close  similarity  of  the 
knockoffs.  That's  not  always 
so.  And  many  knockoffs,  in 
fact,  are  legal.  Take  Chro- 


mosome xx  xy,  a  so-called  alternative 
fragrance  that  is  a  lower-priced  knockoff 
of  CK  One,  the  runaway  success  from 
Calvin  Klein  Inc.  Soon  after  ck  One  hit 
store  shelves  in  1994,  the  fragrance 
found  itself  in  the  company  of  almost 
four  dozen  imitators,  including  Chromo- 
some xx  xy.  The  two  fragrances — Chro- 
mosome xx  xy  and  ck  One — do  smell 
virtually  the  same.  But  thanks  to  its 


UNREAL:  Second  and  fifth  bands  are  faux  Chisco 


different  name,  packaging,  and  slightly 
different  formula,  Chromosome  xx  xy 
hasn't  infringed  on  ck  One's  trademark 
protection  so  far. 

Fortunately,  nonlegal  strategies  can 
also  be  effective  against  knockoffs — both 
legal  and  illegal.  First,  think  twice  be- 
fore selling  or  licensing  a  product  in 
countries  notorious  for  producing  knock- 
offs, such  as  China,  India,  Thailand, 
Venezuela,  and  Colombia.  Similarly,  if 
you  intend  to  manufacture,  sell,  or  li- 
cense your  product  abroad,  consider 


Tips  for  Taming  Knockoffs 


GET  LEGAL  PROTECTION 

Patents,  trademarks,  and 
copyrights  cost  several  thou- 
sand dollars  in  legal  fees, 
but  they're  invaluable  in 
scaring  away  copycats. 

DEFEND  YOURSELF 
AGGRESSIVELY  Sic  attor- 
neys on  knockoff  artists 
immediately.  Delaying  weak- 
ens your  legal  rights,  gives 
imitators  an  opportunity  to 
steal  customers,  and  encour- 
ages new  copycats. 


AVOID  PROBLEM 
COUNTRIES  Think  twice 
before  selling,  licensing,  or 
manufacturing  your  product 
in  nations  where  counterfeit- 
ing thrives,  such  as  China, 
the  former  Soviet  Union,  and 
Mexico. 

DIFFERENTIATE  YOUR 
PRODUCT  Once  the  knock- 
offs hit,  consider  certifying 
the  authenticity  of  your 
goods  with  holograms. 

DATA:  BUSINESS  WEEK 


spending  a  couple  of  thousand  c 
to  have  an  international  det 
agency,  such  as  Pinkerton's  Inc.  or 
Associates  Inc.,  investigate  your  ] 
tial  business  partners  to  see  if  t' 
suspected  knockoff  artists. 

Advertising  also  can  be  a  ] 
weapon  against  copycats,  wamin 
sumers  about  cheap  imitation: 
pointing  out  your  product's  super 
Winner,  for  example, 
much  of  its  ad  budget 
people  to  "Accept  no 
tions"  for  the  Club.  Bi 
ware:  Broadcasting  the 
tence  of  fakes  can  also 
away  customers. 
BEST  DEFENSE.  Packagin| 
can  be  used  as  a  weapon 
imitators.  More  and  mon 
panies  are  using  hologr; 
the  shiny,  engraved  silver 
dangling  from  a  growing 
of  products — to  certify  | 
thenticity  of  their  w?ares, 
advising  consumers  to  loi 
them.  The  markers  ge: 
cost  less  than  4c  apiece  ai 
be  affixed  with  a  machii 
costs  less  than  $10,000. 
they  can  be  copied,  but  v 
-  ficult  and  costly  to  dupli 
originals'  sharpness.  One  happy 
Photo  File  Inc.  in  Yonkers,  N.Y.I 
million  outfit  that  sells  pictures  of 
stars  to  large  retailers  and  has  b 
by  low-cost  counterfeiters.  "The 
gram  helps  customers  recognize  th 
is  a  quality  product,"  says  photo 
Bryan  Reilly. 

Sometimes  it  simply  makes  sei 
try  to  outrun  the  knockoffs.  Ka 
scope  manufacturer  WildeWood,  f< 
ample,  gets  cloned  so  relentlessly 
founder  Eilrich  concluded  his  be; 

fense  is  simply  to  intr 
at  least  three  new  pr< 
annually  and  cash 
them  before  the  cof 
strike.  While  he  alscj 
counterfeiters,  Eilricl 
concluded  that  lawye:j^ 
not  a  complete  solutic  * 
pays  to  be  defensivtty 
just  offensive,"  he  sa}  / 

And  that's  a  good  '. 
for  any  small  business  * 
get  about  preventing  la 
iiffs  entirely.  But  withti 
ligent,  defensive  precaic 
combined  with  judicic: 
gal  offensives,  it's  po(i 
to  keep  them  at  bay. 

By  Mike  France! 
Sana  Siwolop  in  Neu^ 
 1 
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Introducing 
the  first  PC 
worthy  enough 
to  work  beside 
your  trusty 
HP  printer. 


HP  Vectra  500  PC 


ver  give  your  HP  printer  a  second  thought.  You  just  know  it's  going  to  work.  Now  that 
LP  performance  can  be  found  in  a  line  of  PCs  designed  specifically  for  the  demands  of 
usiness.  The  HP  Vectra  500  PCs.  They  all  arrive  ready  to  work .  Some  are  HP/Microsoft 
business  Centers -they're  armed  with  Microsoft  Office  for  Windows'  95  Professional 
l£i.  And  to  make  everything  a  little  more  manageable,  every  Vectra  500  comes  with 
Designed  for      free  online  service  and  support.  Dealers  include:  Intelligent 
Electronics,  ComputerLand,  Datago,  MicroAge,  Inacom  and 
CompUSA  Corporate.  For  more  information,  call  1-800 -322 -HPPC, 
Windows  95      Ext.  1551/  And  see  what  a  good  family  name  can  do  for  you. 


FROM 


::s5 


ed  for 

s 


jm 


Microsoft 


1-387-3867  'Average  U  S  street  price  for  Pentium1"  processor-based  HP  Vectra  510  5/75  PC  Monitor  not  included.  HP  Vectra  500  PCs  come  with  Microsoft  Windows  95  preinstatled 
i  166  MCx  models,  optional  on  all  other  models  -Other  capacities  available  'Standard  on  CD,  MC  and  MCx  models  'Multimedia  models  only  50n-stte,  second-day  business  service 
ws  are  U  S  registered  trademarks  of  Microsoft  Corporation.  Pentium  and  the  Intel  Inside  logo  are  registered  trademarks  of  Intel  Corporation  ©1996  Hewlett-Packard  Company  PPG429 

HP  PCs  For  Small  Business 


$!389 


Minitower  or  Desktop  models: 

•Intel  100, 120, 133, 150  or  166  MHz 
Pentium  processor 

•8  or  16MB  EDO  Memory 
(128MB  max) 

•256KB  cache  memory' 

•64-bit  PCI  video 

•2.5GB  hard  drive2 

•4X.6X  or  8XEIDE  CD-ROM  Drive 

•28  8  fax/data  modem  with 
telephone  answering  machine' 

•16-bit  Sound  Blaster  audio' 

•Hands-free  headset  with  microphone' 

•1-year  on-site  warranty5 

•1-year  free  phone  support  for  hard- 
ware, 90-day  free  software  support 


EWLETT 
PACKARD 


ENTERPRISE 


Companies 


ROSENBERG  SOLD 
HIS  TECHNOLOGY  TO 
MICROSOFT  RIVALS 


TRYING  TO  STICK  IT 
TO  MICROSOFT 

How  joystick  maker  Immersion  hopes  to  go  toe-to-toe  with  the  Mighty  One 


Thanks,  but  no  thanks.  That's  not 
the  response  most  entrepreneurs 
would  choose  if  Microsoft  Corp. 
courted  them.  But  for  Louis 
Rosenberg,  founder  of  Immersion  Corp., 
a  maker  of  joystick  technology  that 


Force  feedback  gives  its  users  a 
whole  new  game  experience.  Shoot 
a  gun,  feel  the  recoil.  Crash  your  space- 
craft, lurch  back  and  forth  as  the  stick 
goes  haywire.  In  a  joystick  market  es- 
timated at  $125  million  and  growing  at 


helps  users  '•feel"  on-screen     STRATEGIES  ^°         a  ^ear'  ^ne  °P" 

action,  it  was  ultimately  the    portunities  are  huge  for  Im- 


only  possible  answer.  "I  just  didn't  want 
to  be  finished  before  we  got  started," 
says  Rosenberg,  27. 

It  wasn't  an  easy  choice.  For  much  of 
1995,  Microsoft's  $350  million-a-year 
hardware  unit  had  been  in  talks  to  ac- 
quire an  exclusive  license  on  Immer- 
sion's technology.  It  would  have  meant 
millions  of  dollars  for  the  tiny  San  Jose 
(Calif.)  company  (table).  But  in  the  end, 
Rosenberg  took  his  "force-feedback" 
technology  to  Microsoft's  joystick  rivals 
instead,  pitting  his  20-person  staff  of 
young  techies  against  high  tech's  most 
ruthless  competitor. 


mersion,  which  should  reach  just  $3  mil- 
lion in  sales  this  year. 

There's  one  problem,  though,  and  it's 
a  big  one:  Microsoft.  The  Redmond 
(Wash.)  software  giant  entered  the  joy- 
stick market  just  one  year  ago  and 
claims  a  40%  share.  Convinced  that  a 
third  of  all  joysticks  will  soon  use  force 
feedback,  Microsoft  bought  Immersion 
rival  Exos  Inc.  in  April  and  plans  to 
roll  out  its  own  joysticks  in  late  1997. 
"Ultimately  there's  only  room  for  one," 
says  Mike  Paull,  Microsoft's  manager  of 
hardware  development. 

Rosenberg  disagrees.  So  rather  than 


wait  for  Microsoft  to  create  the  inc 
standard,  he  has  licensed  his  techi 
to  San  Diego-based  ch  Products 
one  of  the  top  five  joystick  maker: 
two  smaller  licensees.  In  late  Octo 
year  ahead  of  Microsoft's  scheduli 
rival,  ch  Product's  Force  F/x  mod< 
hit  store  shelves  at  retail  chains.  1 
berg  hopes  Force  f/x  will  cause 
top  joystick  makers  such  as  Loj 
Inc.  to  clamor  for  the  technology 
far,"  says  Bob  Wudeck,  Logitech's 
uct  manager  for  entertainment,  ' 
impressed." 

Already,  Immersion  has  som 
game  makers  updating  prograi 
work  with  its  force-feedback  sof 
technology,  dubbed  [-FORCE.  Ove 
developers  have  requested  the  sofl 
and  more  than  20  titles  will  so 
available,  including  Interplay's  D< 
II  and  Accolade  Inc.'s  Unnece 
Roughness. 
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s  applications  may  go  far  beyond 
cks.  Feel,  predicts  Rosenberg,  will 
ay  be  as  much  a  part  of  computing 
ht  or  sound.  Force  feedback  could 
landicapped  people  use  pes  by  pro- 
ming  joysticks  to  guide  unsteady 
:.  Web  surfers  could  both  feel  and 
rtual  worlds,  "pushing"  doors  open 
;yber-house  tour,  for  example. 
i  excitement  of  force  feedback 
•brmed  Rosenberg  from  a  re- 
ler  into  an  entrepreneur.  While  a 
inical  engineering  student  at  Stan- 
Jniversity,  he  decided  to  examine 
bscure  topic  in  his  PhD  thesis, 
berg  realized  something  was  hap- 
r  when  he  ran  force 
ick  experiments  on 
;eers.  "People 

immediately  get 

smile  on  their 
every  time,"  he 


can  claim,  making  Immersion  front-nm- 
ner  in  the  intellectual-property  war. 

By  early  1995,  Rosenberg  was  ready 
for  his  toughest  task:  persuading  joy- 
stick and  game  developers  to  back  a 
little-known  startup.  After  a  sneak  peek 
won  raves  from  Microsoft  and  other 
prospects,  he  decided  to  license  his  tech- 
nology for  a  5%  royalty  rather  than  try 
to  compete  with  other  joystick  makers. 
To  woo  harried  software  developers,  he 
told  engineers  to  make  i-force  extra 
simple.  Rather  than  charge  for  the  soft- 
ware as  rivals  do,  i-force  is  free. 

The  plan  was  even  more  successful 
than  Rosenberg  had  hoped.  Microsoft 
was  so  interested  that  it  decided  to  try 
to  lock  up  the  new  market  by  asking  for 


enberg  turned 
)reneur  while 
ursuing  his  doc- 
j  raising  $60,000 
)3  from  friends 
mily  to  start  Im- 
m.  His  first  ob- 
was  reducing  the 
f  force-feedback 
lent,  which  nor- 
runs  at  least 

)0 — orders  of  magnitude  beyond 
0  typically  spent  on  a  joystick, 
berg's  research  showed  it  was 
iry  only  to  recreate  the  "percep- 
ys"  people  notice  most — say,  the 
impact  of  leaning  against  a  wall 
than  feeling  its  continued  pres- 
to while  traditional  force  feed- 
•equires  powerful  motors  and 
materials,  Rosenberg  built  de- 
ath a  one-pound  motor, 
sizing  it  would  take  years  to 
ce  feedback  moving,  Rosenberg 
ame  up  with  a  cash  generator 
;he  Microscribe.  A  so-called  3-D 
ir  that  helps  developers  trace 
instead  of  draw  them,  Micro- 
5  sales  will  bring  in  the  bulk 
nersion's  revenues  this  year, 
with  research  grants  totaling 
$1  million, 
of  Rosenberg's 
60,000  was  spent 
for  patents, 
llowed  him  to 
an  additional 
0  from  private 
rs  in  late  1994. 

he  has  spent 
0  on  21  filings. 


Immersion  is  betting 
on  its  aforce-feedback" 
stick,  which  heightens 
video-game  reality,  to 
sway  the  market  before  the 
Microsoft  version  hits  the  stores 


exclusive  rights  to  Immersion's  joystick 
hardware  technology  in  the  spring  of 
1995.  Rosenberg  agreed  to  put  off  talks 
with  other  potential  licensees  but  wor- 
ried about  selling  out  too  soon.  "There 
were  too  many  scenarios  where  we 
could  get  screwed,"  he  says.  One  key 
sticking  point  was  Microsoft  negotia- 
tors' insistence  on  knowing  the  nature  of 
Immersion's  patents.  Rosenberg  refused 
even  to  show  them  the  applications. 
Last  January,  talks  broke  off,  and  Mi- 
crosoft turned  to  Exos. 
PAVEMENT  POUNDING.  For  now,  Immer- 
sion's feistiness  seems  to  have  won  the 
big  guys'  respect.  Rick  Thompson,  gen- 
eral manager  of  Microsoft's  hardware 
division,  was  surprised  when  Immer- 
sion and  partner  CH  showed  prototypes 
of  their  upcoming  product  at  a  March 


MICROSOFT'S  OFFER 


none  has  been 
1,  that's  more 
ivals  Exos  or 
rbor-based  Cy- 
Systems  Corp. 


►  A  $1  million-plus  cash  pay- 
ment up  front 

►  A  multimillion-dollar  royalty 
stream  from  Microsoft's  sales  of 
force-feedback  products 

►  Possible  contracts  to  develop 
future  products  for  Microsoft 

►  No  further  payoff  from  Immer- 
sion's 21  pending  patents 


IMMERSION  S  POTENTIAL 


►  Tens  of  millions  in  royalties 
within  two  years  from  joystick 
makers  that  license  Immersion's 
technology 

►  Millions  more  in  royalties  from 
Microsoft  if  Immersion  wins 
patents  that  Microsoft  needs 

►  Sufficient  revenues  to  develop 
Immersion's  own  products 


trade  show.  He  expresses  confidence 
in  Microsoft's  progress,  but  says  he 
understands  why  Rosenberg  walked.  "If 
I  were  him,"  says  Thompson,  "I  would 
not  do  anything  any  differently." 

After  the  deal  fell  through,  Rosen- 
berg pounded  the  pavement.  By  the  end 
of  January,  he  had  inked  the  ch  Prod- 
ucts deal.  Since  then,  Immersion  has 
signed  deals  with  sc&T  International 
Inc.  and  steering-wheel  maker  Interac- 
tive i/o.  That's  a  good  start,  but  it's 
hardly  enough  to  slay  the  giant. 

Much  will  depend  on  the  ch  product. 
At  about  $170,  ch's  Force  F/x  stick  costs 
more  than  today's  $100  top-of-the-line 
joysticks.  Microsoft's  eventual  rollout 
of  Exos  to  its  4.5  million  software 
developers,  with  its 
vaunted  marketing 
muscle,  could  quickly 
erase  Immersion's  lead. 
"We  certainly  would 
not  be  the  first  to 
get  squashed  by  Mi- 
crosoft," admits  Rosen- 
berg. Says  Jerry  E. 
Wolosenko,  executive 
vice-president  at  game 
maker  Looking  Glass 
Technologies:  "If  [Mi- 
crosoft] tells  develop- 
er's to  use  Exos,  I  don't 
think  they'll  say  no." 
Still,  if  the  ch  product  is  a  home  run, 
Rosenberg's  plan  just  might  work.  While 
ch's  projected  sales  of  50,000  joysticks 
by  Christmas  of  1997  is  a  pittance  com- 
pared to  the  1.5  million  joysticks  sold  in 
1995,  it  could  be  enough  to  persuade 
other  big  players  to  back  i-force.  That 
would  make  it  harder  for  Microsoft  to 
wipe  Immersion  off  the  map.  If  one- 
third  of  all  joysticks  do  utilize  i-FORCE 
by  1998,  as  analysts  and  Microsoft  pre- 
dict, it  could  mean  tens  of  millions  in 
royalties  for  Immersion.  Add  $10  million 
from  joystick  makers  for  arcade  games 
and  Nintendo-style  home  consoles,  and 
cash  won't  be  a  problem. 

Of  course,  Microsoft  might  call  again 
with  a  more  compelling  offer,  especially 
if  Immersion's  patents  are  as  ground- 
breaking as  Rosenberg  says  they  are. 

"Hopefully  [then]  our 
technology  will  seem 
more  important  to  Mi- 
crosoft," Rosenberg 
says.  With  its  clout,  Mi- 
crosoft is  hardly  shak- 
ing in  its  boots.  But 
should  the  gutsy  Rosen- 
berg keep  playing  his 
cards  right,  he  may  just 
make  mighty  Micro- 
soft "feel"  a  little 
i-force  pain. 

By  Peter  Burrows  in 
San  Jose,  Calif. 
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THE  INTERNET  IS  THE 
GREAT  EQUALIZER' 

Cyberian  Outpost:  From  zip  to  $10  million  in  a  year  and  a  half 


■  n  the  winding  roads  of 

I  northwestern  Con- 

I  necticut,  where  the 

I  suburbs  give  way  to 
countryside,  browsers 
traipse  through  the  bou- 
tiques that  dot  Kent's  qui- 
et main  street.  But  every 
day,  7,000  people — twice 
the  town's  population — ar- 
rive from  around  the 
world  to  visit  one  shop:  a 
tiny  computer  store 
wedged  in  the  back  of  a 
sleepy  shopping  center. 

The  awning  says  Cy- 
berian Outpost,  but  no- 
body's walking  in  the  door. 
They're  coming  instead  by 
the  Internet — and  spend- 
ing $1  million  a  month  on 
computers,  peripherals, 
and  software. 

"We  used  to  have  a  re- 
tail store,  but  we  were 
paying  one  person  to  sit 
there  for  five  walk-ins," 
says  Darryl  Peck,  who 
opened  Cyberian  Outpost 
last  year.  Two  dozen  employees,  mean- 
while, were  handling  thousands  of  cus- 
tomers online — more  than  half  from 
abroad.  Sales  have  been  tripling  every 
three  months,  and  Cyber 
ian  expects  revenues  to  ex 
ceed  $10  million  this  year.  "It's  beyond 
our  wildest  dreams,"  says  Peck,  37. 
"We'd  need  hundreds  of  workers  to  han- 
dle that  traffic  in  the  real  world." 

In  the  real  world.  Peck  wouldn't  be 
selling  as  much  at  2  in  the  morning  as 
he  does  at  2  in  the  afternoon.  In  the 
real  world,  he  wouldn't  lose  $100,000  in 
two  days  because  of  a  computer  glitch. 
He  couldn't  change  promotions  on  a  mo- 
ment's notice  or  stock  8,000  products 
without  charging  manufacturers  for  shelf 
space.  He  wouldn't  be  able  to  leave  his 
native  Manhattan  for  the  country  and 
aim  for  $50  million  in  his  third  year. 
But  this  is  cyberspace,  and  small  busi- 
ness is  so  different  here  that  Peck  can 
rival  giants  online  like  CompUSA  Inc. 


PECK  OF  CYBERIAN  OUTPOST 


i/ntn 


I  our  wildest  dreams" 


and  Egghead  Inc.  "The  Internet  is  the 
great  equalizer,"  he  says. 

With  a  playful  site  that  bills  itself  as 
the  "cool  place  to  shop  on  the  Inter- 

INTERNET        ne^"  'www-cyb°ut-comX  not- 

  ed  customer  service,  and  a 

browser  in  10  languages,  Cyberian  is 
among  the  growing  success  stories  in 
cyberspace,  catapulting  to  the  top  ranks 
of  online  sellers  of  computer  hardware 
and  software — just  behind  NEC  Direct 
and  Barry  Diller's  Internet  Shopping 
Network.  Together,  analysts  estimate, 


the  three  companies  account  fofl 
much  as  a  third  of  the  $140  milliiM 
computer  equipment  selling  onlineH 
year,  according  to  Forrester  ResaB 
Inc.  By  2000,  some  $2.1  billion  of 
ware  and  software  is  expected 
sold  online — a  third  of  all  Internet! 
chases.  Startups  are  likely  to  do 
"The  big  guys  don't  have  the  gi 
broke  attitude,"  says  Emily  Gre 
Forrester  analyst.  "Guys  like  Cy 
have  mortgaged  their  houses,  quit 
jobs,  borrowed  fro: 
laws.  They'll  work 
dogs  to  make  it  wor] 
Peck  did  all  o: 
above — or  some  va; 
thereof.  He  sold 
million  software  pu 
ing  business  in  late 
after  moving  it  from 
York  City  to  a  be 
in  the  outskirts  of 
And  for  the  first 
since  early  adultho< 
began  contemplatin) 
career.  That's  wh 
discovered  the 
Wide  Web.  "I  knew 
diately  that  I  had  to 
this  my  life,"  he  sa; 
thought,  any  moro 
make  a  browser 
He  surfed  for  thou| 
of  hours  and 
banged  out  a  bu: 
plan  to  sell  com] 
parts  online.  Bu 
couldn't  tempt  inv 
"They  all  said:  Wha 
"  pens  when  the  big 
like  CompUSA  go  online?" 

A  month  of  rejection  was  all 
could  stand.  He  withdrew  $18,000 
own  savings  and  borrowed  $10,00( 
his  father.  He  incorporated,  desig 
logo,  rented  an  office  and  warel 
purchased  scanner's,  and  stocked 
800  Macintosh  titles.  Computer 
friends  did  programming,  design 
Web  page,  and  rented  server  sp 
exchange  for  equity.  Even  Peck 
employee  worked  for  a  share  inst 
a  paycheck.  Peck  bartered  awa: 


in.  lie! 
toon  PC : 


'Single  Ca: 

PC;: 


GUTS:  The  big  guys  don't  have  the 
go-for-broke  attitude  to  mortgage 
their  houses,  quit  their  jobs,  and  I 
borrow  from  in-laws,  says  an  analjL^ 
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When  it  comes  to 
designing  the  perfect  copiers 

for  small  business, 
we  take  it  very  personally. 


At  Canon,  helping  small  business  work  more  efficiently  is  something  we  don't  take  lightly.  That's  why  we  designed  the 
Canon  PC  700  Series.  Each  has  many  advanced  features  to  maximize  productivity  while  minimizing  down-time. 
The  PC  700  Series  provides  zero  warm-up  time  and  auto  shut-off  for  energy  efficiency,  as  well  as  a  250-sheet  front-loading 
paper  cassette.  But  the  PC  700  Series  has  two  other  features  that  we  personally  think  are  the  best  in  the  business  -  our 
Single  Cartridge  System  and  our  On-Site  Service.  Since  just  about  everything  that  can  run  out  or  wear  out  is  in 
our  Single  Cartridge  System,  it  provides  virtually  maintenance-free  copying.  And  should  your  copier  happen  to  need 
service,  our  free  On-Site  Service  will  come  to  your  office,  and  fix  it  on  the  spot.  EffilOEKilfifflwe  II  even  send  you 
a  bonus  cartridge  good  for  approximately  1,500  copies  when  you  buy  any  PC  700  Series  model,*  including  the  PC  710, 
PC  720,  PC  730,  PC  740  and  PC  770.  All  of  which  make  these  Canon  Personal  Copiers  perfect  for  your  small  business. 
For  more  information  call  1-800-OK-CANON  anytime,  or  visit  us  at  http://www.usa.canon.com  on  the  Web. 


PC  710 


PC  730 


Canon 


PC  740 


PC  770 


t 


pis  for  On-Site  Service  inside  carton.  On-Site  Service  good  for  one  year  from  date  of  purchase.  Warranty  One  Year  Limited  Parts  and  Labor.  'Bonus  cartridge  offer  9/1/96  -  12/31/96.  Does  not  include  PC  790. 


of  the  business  for  roughly  $200,000  of 
services.  "Who  knew?"  he  says. 

The  next  challenge:  drawing  devo- 
tees from  the  $53  billion  direct-mail 
market.  "I  knew  I  had  to  give  them 
something  they  couldn't  get  by  calling  1- 
800-SELLME stuff,"  he  says.  He  scanned 
packages  and  linked  his  site  to  others;  a 
flight-simulator  game,  for  example, 
would  hook  into  sites  for  joysticks.  He 
created  a  multilingual  browser  for  for- 
eigners anxious  to  skill  the  high  price  of 
U.  S.  products  in  their  local  stores. 
IPO  AHEAD?  Still,  Cyberian's  debut  in 
May,  1995,  was  abysmal.  Peck  and  his 
colleague  worked  17  hours  a  day  to  cut 
$10,000  sales  for  the  month.  "I  thought 
it  was  dead,"  he  says.  He  delicately  be- 
gan dropping  the  company's  name  in 
online  chats,  as  did  a  few  customers, 
and  small  orders  dribbled  in.  Merchan- 
dise was  delivered  the  next  day  as 
promised,  and  nobody's  credit-card  num- 
bers were  stolen,  as  many  had  feared.  A 
friend  who  had  just  sold  his  own  soft- 
ware company  invested  $200,000,  which 
Peck  sunk  into  online  advertising,  equip- 
ment, staff,  and  a  bigger  warehouse  for 
his  Mac-dominated  stock. 

The  company's  reputation  took  off. 
"They  have  great  word  of  mouth,"  says 
Joshua  Burgin,  a  23-year-old  Webmaster 
who  spent  $8,000  last  year  shopping  on- 
line. "They  don't  assume  Internet  users 
are  like  everyone  else.  We're  savvy, 
smart,  and  some  of  the  cheapest  bas- 
tards on  earth."  Which  is  a  growing 
threat,  as  a  wave  of  competition  gets 
wired — including  CompUSA,  which  sells 
three  times  as  much  as  Cyberian  in  a 
single  store.  The  behemoth  last  year 
opened  an  online  showroom,  but  still 
handles  purchases  by  phone.  When 
CompUSA  starts  accepting  electronic 
transactions,  Peck  says,  he'll  match 
prices  and  surpass  service.  "Computer 
margins  are  not  huge  to  begin  with," 
he  says.  And  vendors,  tired  of  paying 
superstores  for  shelf  space,  are  reward- 
ing Peck's  free  channel  with  discounts. 

Also  on  his  side  are  marketers  who 
want  to  tap  his  customers.  Avis  paid 
thousands  of  dollars  to  place  a  banner 
on  Cyberian's  site.  And  Hammacher 
Schlemmer,  the  novelty  store,  opened 
its  online  site  right  on  cybout.com  and 
gives  Cyberian  a  commission  on  sales. 

Cyberian  expects  to  turn  a  profit  ear- 
ly next  year.  By  then,  Peck  will  have 
acquired  an  Internet-related  company, 
doubled  his  staff,  and  begun  preparing 
for  an  initial  public  offering.  "We  could 
be  a  $50  million  company  in  a  year  from 
now,"  he  says.  That  means  a  faster  serv- 
er and  a  bit  more  memory — and  a  little 
more  space  on  Main  Street  in  Kent, 
where  most  merchants  still  use  cash 
registers  and  close  at  dinnertime. 

By  I.  Jeanne  Dugan  in  Kent,  Conn. 


HOW  DO  YOU  OFFER 
A  PENSION?  SIMPLE 

A  new  law  eases  401  (k)  and  IRA  use  at  small  companii 


For  years,  small  employers  have 
searched  in  vain  for  the  perfect 
retirement  plan.  But  conventional 
programs,  often  tailored  with  big 
companies  in  mind,  were  always  lacking: 
too  expensive,  too  much  paper-work,  or 
too  restrictive.  Now  Uncle  Sam  may  be 
getting  closer  to  the 
Holy  Grail  of  pensions 


for  both  themselves  and  empl  ^ 

That's  no  small  change.  Only 
five  businesses  with  100  or  few< 
ployees  now  has  a  retirement  ph  ; 
cording  to  Access  Research  I  1 
Windsor,  Conn.  But  simple  adv|t; 
expect  its  user-friendliness  and  lo 

RETIREMENT  PLANS  \°  %m  more.°. 
  to  offer  a  pensio 


J 


for  small  business.  The  new  federal  Sav- 
ings Incentive  Match  Plan  for  Employ- 
ees (simple),  which  goes  into  effect  on 
Jan.  1,  1997,  allows  small-business  own- 
ers to  put  aside  money  easily  and  inex- 
pensively into  tax-deferred  accounts 


efit.  "I  think  this  is  a  win-win  sit 
for  owners  and  employees,"  says 
Wickett,  a  lobbyist  for  the  N£- 
Federation  of  Independent  Busir 
Indeed,  such  benefits  are  incre; 
essential  to  attract  and  retain  ei 
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-low  do  you  sign 
for  a  package 

when  you're 
700  feet  under 

the  ocean? 


If  you  run  a  home-based  business, 
you're  in  the  same  boat  as  nautical 
archaeologist  Don  Knight.  Nobody's 
there  to  mind  the  store  when  you're 
away.  That's  why  Don's  business 
HBT      address  is  a  Full  Service  Mailbox"  at 
ej  iborhood  Mail  Boxes  Etc?1  Center. 
V  e  Don  is  searching  for  sunken  treasure,  MBE 
ej.illian  Bright  receives  and  holds  his  packages 
\  'S  or  any  other  carrier.  He  can  call  in  to  check 


his  mailbox  for  mail  or  faxes.  And  with  a  prepaid  MBE 
Copy  Card,  Don  has  24-hour  access  to  state-of-  (-Syj 
the-art  Konica'-  copiers.  "It's  how  MBE  does  things  that 
provides  a  comfort  zone  you  don't 
get  anywhere  else,"  says  Don. 

A  Full  Service  Mailbox  can 
make  it  easier  for  you  to  seek 
your  fortune.  For  the 
MBE  Center  near  you, 

'  IT'S  NOT  WHAT  WE  DO. 

call  I-800-789-4MBE.  IT'S  HOW  WE  DO  IT-" 


}HOA'Mmemberships  available 
at  participating  Centers 


GET  OUR  FULL  SERVICE  MAILBOX""  FOR  ONE  MONTH  FREE. 

*  Now  through  10/31  /96  with  purchase  of  a  three-month  maibox  service  agreement  at  participating  Centers  only  No  cash  value  Restrictions  may  apply 
Konica  copiers  are  not  available  at  every  MBE  Center  Services  may  vary  Mail  Boxes  Etc.®  Franchisee!  Centers  are  independently  owned  and  operated 
©  1996  Mail  Boxes  Etc  6/96  www.mbe.com  Franchises  available. 
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be  taken  seriously,  there  are  certain  things  a  business 
must  do.  Like  creating  slick,  full-color  brochures.  And 

iletters.  And  invitations  And  And 
es.  All  those  things  that  say  you're  for  real  and  usually 
|H  e  the  help  of  a  graphic  designer.  A  highly  paid  graphic 
J' igner.  Fortunately  for  you,  they  all  happen  to  be  things 
is  the  new  Microsoft  Publisher  9   does  very  well,  even  if 
ou  don't  know  the  first  thing  about  doing  any  of  it.  Our 
;         guides  you  step  by  step  through  the  process  of 


creating  professional  materials  of  virtually  any  description. 
Armed  with  a  library  of  5,000  clip  art  images,  digital  stock 
photography,  dozens  of  templates,  150  fonts  and  a  WWW  link 
to  an  of  even  more  images,  sounds  and  video, 

Microsoft  Publisher  97  is  ready  to  help  transform  your 
business  right  out  of  the  box.  For  a         60-dav  trial  version, 
visit  www.microsoft.com/publisher/trial/.  It  can  make  any 
company  look  like  a  million  bucks.  For  approximately 
$999,920  less. 
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Finance 


ees.  "Retirement  plans  are  becoming 
something  that's  expected,"  says  Susan 
Diehl,  president  of  PenServe  Inc.,  a  ben- 
efits consulting  firm  in  Philadelphia. 

One  reason  many  advocates  are  so 
enthusiastic:  simple  accounts  eschew 
the  onerous  discrimination  testing  re- 
quired of  most  existing  retirement  plans. 
Discrimination  tests  ensure  owners  don't 
get  a  huge  tax  break  if  their  employees 
fail  to  save.  In  traditional  401(k)  plans, 
an  employer's  tax  deferral  is  limited  by 
how  much  employees  put  into  the  plan. 
For  instance,  if  low-paid  employees  de- 
fer an  average  of  4%  of  their  salary, 
owners  can  only  defer  2%  more,  or  6%. 

Keeping  track  of  the  constantly  shift- 
ing contribution  ratios  often  requires 
costly  professional  help — causing  many 
businesses  to  forgo  pension  benefits. 
"The  incredible  complexity  of  old 
pension  laws  were  too  much  for 
small-business  owners  to  han- 
dle," says  Wickett. 

simples  come  in  two  forms: 
a  simple  individual  retirement 
account  and  a  simple  401(k).  To 
be  eligible,  employers  can't  have 
more  than  100  employees  and 
can't  simultaneously  use  another 
retirement  plan.  Workers  must 
have  earned  at  least  $5,000  in 
any  two  previous  years  from  the 
employer  and  be  likely  to  do  so 
in  the  current  year. 

simple  plans  allow  owners  and 
workers  to  defer  a  percentage  of 
their  compensation,  up  to  $6,000 
per  year.  Owners  choose  to  con- 
tribute  to  employees'  plans  in  one 
of  two  ways:  either  by  matching 
3%  of  a  participating  worker's  an- 
nual compensation  dollar  for  dol- 
lar up  to  $6,000,  or  by  contribut- 
ing 2%  of  compensation  up  to 
$3,000  for  all  workers,  whether 
they  participate  or  not. 

Take  an  owner  earning  $200,000  a 
year  with  10  employees  each  earning 
$25,000.  Under  the  3%  match,  the  own- 
er could  put  into  his  or  her  own  simple 
account  a  maximum  of  $12,000  ($6,000 
plus  3%  of  $20D,000).  If  all  employees 
contribute,  the  match  would  cost  the 
owner  an  additional  $7,500  (3%  of 
$25,000  times  10).  If  only  half  the  em- 
ployees contributed,  the  owner  could 
put  away  the  same  amount  for  himself, 
but  the  employee  match  would  drop  to 
$3,750.  Under  the  2%  option,  however, 
the  owner  would  deduct  at  most  $10,000 
for  himself,  and  his  required  contribu- 
tion for1  all  employees  would  total  $5,000. 

The  simple  ira — but  not  the  simple 
401(k) — has  a  provision  for  lean  years  as 


well:  Employers  can  reduce  the  match 
from  3%  to  no  less  than  1%>  in  any  two 
out  of  five  years.  Employers  who  lower 
the  match,  or  switch  between  the  3% 
match  and  the  2%  contribution,  must 
inform  employees  of  the  change  at  least 
two  months  before  the  worker  is  eligible 
to  participate  in  the  plan — and  before 
the  beginning  of  each  subsequent  year. 
Matches  and  contributions  are  tax-de- 
ductible, and  owners  have  no  fiduciary 
responsibility  for  how  employees  invest 
their  cash.  All  employee  money  is  100% 
vested  immediately.  Workers  can  alter 
how  much  they  defer  at  any  time  but 
face  a  25%  penalty  if  they  withdraw 
money  from  a  simple  plan  in  the  first 
two  years.  Withdrawals  made  after  the 
two-year  period  are  subject  to  the  same 
rules  as  a  regular  401(k)  or  ira. 


SIMPLE*  RETIREMENT 
PLAN  HIGHLIGHTS 

►  Plan  requires  no  discrimination  testing:  Employees 
need  not  participate  for  business  owner  to  defer  up 
to  $6,000  plus  3%  match  per  year. 

►  Company  must  have  no  more  than  100  employees 
and  cannot  use  any  other  retirement  plan  in  the 
same  year. 

►  Employer  has  no  fiduciary  responsibility  for 
employee  investments. 

►  Owner  must  either  make  mandatory  match  of  3% 
of  compensation  for  participating  employees  or  con- 
tribute 2%  of  compensation  for  all  employees, 
whether  they  participate  or  not. 

►  Plan  can  be  a  401(k)  or  in  IRA  form.  The  IRA 
allows  owners  to  reduce  the  match  in  two  out  of 
five  years;  the  401(k)  does  not.  401(k)  owners 
would  be  allowed  to  borrow  from  the  plans,  which 
would  cost  more  to  administer  than  an  IRA. 
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A  small-business  owner  will  be  able 
to  set  up  a  simple  ira  for  each  em- 
ployee through  a  bank  or  brokerage  at 
little  cost,  similar  to  the  annual  fees  of- 
ten levied  for  iras.  simple  401(k)s  are 
likely  to  be  more  expensive,  carrying 
annual  administrative  costs  of  about 
$500  to  $1,000,  compared  with  $2,000 
or  more  for  traditional  4011  k)  plans. 
windfall?  Some  worry  that  a  simple 
plan  could  provide  a  windfall  tax  defer- 
ral for  highly  paid  owners  whose  em- 
ployees make  too  little  to  contribute  or 
simply  choose  not  to.  In  this  way,  sim- 
ples clearly  benefit  employers  more 
than  their  workers,  notes  Karen  W.  Fer- 
guson, director  of  the  Pension  Plights 
Center  in  Washington,  D.  C.  Still,  it 


could  encourage  business  owners  v*h- 
out  retirement  plans  to  adopt  one. 

But  Congress  giveth  and  Cong'ss 
taketh  away.  The  recently  passed  rii- 
mum-wage  bill  that  begat  simple  a- 
sions  also  abolishes  an  existing  rce- 
ment   option,   the   salary  reducfc 
simplified  employee  pension  (SARSEpfc 
Jan  1.  This  plan  is  easy  and  inexn- 
sive,  offers  a  higher  maximum  contnu- 
tion,  and  gives  more  matching  fiexib.7 
But  sarseps  are  limited  to  companieo: 
no  more  than  25  employees  and  m 
must  participate  in  the  plan.  Owners  e- 
ferrals  are  limited  to  125%  more  n 
the  average  employee  contribution  il- 
though  they  can  make  an  additional  t> 
tribution  for  themselves  and  each  b- 
ployee  of  up  to  15%  of  compensation 
Existing  sarseps  will  be  grarjjt 
thered  after  Jan.  1,  so  small-It 
ness  owners  who  want  the  I 
tion  of  using  one  should  esta  1 
a  plan  even  if  they  later  d<| 
not  to  use  it,  advises  Susan  *  ■ 
sack,  a  small-business  analysi 
cch  Inc.,  a  leading  provide  on 
tax  and  business  law  informw 
Employers  who  want  to  £ 
more  for  retirement — and 
bigger  deduction — may  find 
ple's  maximum  contribution 
fining.  Current  plans  sue 
Keoghs   allow  employers 
deduct  as  much  as  25%  of 
salary,  up  to  $30,000.  "By 
combination  of  Keoghs,  you 
put  away  up  to  $30,00*0  a 
and  still  exclude  a  fair  numb 
employees — such  as  anyone  \ 
been  with  you  less  than  a 
or  is  part-time,"  says  Martin 
senbaum.  an  Ernst  &  Yi 
partner.  "Even  though  it  1 
more  [to  administer],  you  wol 
get  more  value." 

Another  potential  draw* 
of  simple  plans:  Since  simple  mon1 
fully  vested  right  away  and  the  accd 
are  portable,  the  plan  provides  littli.' 
centive  for  employee  loyalty.  "Om 
are  giving  3%  of  salary  to  a  guy  ft 
can  walk  away  in  a  year,'"  says  k 
Joss,  a  senior  actuary  with  benefits) 
sultant  Watson  Wyatt  Worldwide.  1 
most  traditional  plans,  contribution}! 
100%-  vested  only  after  an  employed 
been  at  the  company  for  five  yean 
So  business  owners  still  must  s< 
their  worker  turnover  rates  and  1 
pare  different  retirement  savings) 
tions  before  embracing  the  nevva 
counts.  Otherwise,  they  may  find  11 
not  so  simple  after  all. 

By  Pam  Black  in  New  j> 
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Wanted:  Small  Businesses  for  R&D  Work 


contracts  |  V  a  I U  e  d 

up  to 


$750,000 


are  available 


from  ten  federal  agencies  including  DoD.  NASA,  the  National  Science 
Foundation  and  the  Department  of  Energy 

Small  Business  Innovation  Research  (SBIR) 
$1  Billion  Federal  Program 


Helping  Build  a  Better  Mousetrap 


SRIR: 


Government  contracts  available 
Technology  development 
Scientific  research 

Data  Rights/Patents  retained  by  small  business 
Advantage  in  the  commercial  marketplace 


SBIR 


B  The  Department  of 
Defense,  led  hy  the  US 
Air  Force,  operates  the 
government's  largest 
SBIR  Program:  $500 
mil 


Winning  Profile: 

■  Majority  of  Air  Force 
awards  made  to  companies 
with  fewer  than  25  employ- 
ees. Most  go  to  businesses 
with  only  2  people. 

■  Nearly  50  percent  of  Air 
Force  SBIR  Phase  I  contracts 
won  by  small  businesses 
that  have  not  previously 
won  an  SBIR  contract. 

To  learn  more  about  what 
the  SBIR  Program  can  mean 
to  your  small,  high  tech 
business,  call  today: 


US  Government  Offering  Opportunities  for  Small  Business 


FREE    BROCHURE...  from  the  US  Air  Force  ► 


(800) 690-4551 
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Roundtable 


CREATIVITY  IS  WHAT 
GETS  YOU  GROWTH' 

A  talk  with  John  Kao,  the  author  of  Jamming,  about  the  skills  needed  in  today's  econom 


I  to  Id 
they ! 

ail  it. 


et 
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Since  it  was  published  in  July, 
John  J.  Kao's  latest  book,  Jam- 
ming: The  Art  and  Discipline  of 
Business  Creativity,  has  climbed 
onto  business  week's  best-seller  list.  In 
it,  the  author  applies  insights  from  his 
experience  as  a  jazz  pianist  and  Har- 
vard B-school  professor  to  the  rigors  of 
building  a  business.  Kao  recently  shared 
some  thoughts  about  managing  creativ- 
ity with  Assistant  Managing  Editor 
Sarah  Bartlett: 


Q:  Tell    us    what  you 
"jamming. " 

A:  In  a  literal  sense,  "jam 
ming"  comes  from  the  world  of  jazz  mu- 
sic. It  means  music  that's  improvised 
as  opposed  to  played  by  sheet  music. 
But  it's  a  misconception  that  jazz  musi- 
cians play  whatever  they  feel  like.  Jazz 
musicians  start  with  a  lot  of  givens. 
They  start  with  their  mechanical  skill  in 
playing  an  instrument,  they  understand 
jazz  harmony  and  theory,  they  under- 
stand jazz  traditions. 

When  they  get  up  on  stage  to  play 
with  other  people,  they  have  certain 
common  understandings  about  the  tune, 
they  have  certain  com- 
mon understandings 
about  who's  going  to 
play  first.  And  then, 
within  that  framework, 
within  the  strictness  of 
that  form,  comes  the 
platform  for  creating 
something  new. 

To  me,  in  a  business 
sense,  jamming  is  a 
way  of  managing  in  this 
so-called  New  Economy. 
Pveally,  when  you  boil  it 
all  down,  the  New 
Economy  is  a  banner 
under  which  we  recog- 
nize certain  new  kinds 
of  asset  classes.  We  rec- 
ognize the  value  of 
ideas,  we  recognize  the 
value  of  transforming 
those  ideas  into  value. 
We  recognize  the  value 


,n  by 

MANAGING 


i  L  You  have  to 
make  sure  that 
the  set  of 
shared  values 
in  your  culture 
explicitly 
supports  the 
generation  of 
new  ideas,  no 
matter  how  off 
the  wall)  J 


of  agility. . . .  Jamming  is  a  skill  set  for 
working  in  the  New  Economy.  Jamming 
is  the  skill  set  that  gets  you  creativity. 
Creativity  is  what  gets  you  growth. 

Q:  Supposing  I  want  to  explore  some  of 
your  ideas  in  my  company.  How  do  I 
get  started? 

A:  First,  you  have  to  make  sure  that 
the  set  of  shared  values  in  your  culture 
explicitly  supports  the  generation  of 
new  ideas,  no  matter  how  off  the  wall. 
Phase  1  is  really  making  it  safe  for  peo- 
ple to  be  brave  and  come  forward  with 
their  ideas. 

Most  organizations  that 
are  pressured  because  of  time  and  re- 
sources have  a  million  excuses  for  shut- 
ting off  creative  ideas.  What  they  don't 
realize  is  that  those  ideas  are  a  tremen- 
dous set  of  assets  for  the  organization. 

Q:  How  does  one  create  an  environ- 
ment that's  conducive  to  jamming? 
A:  One  of  the  chief  assets  of  a  company 
is  the  kind  of  conversations  that  take 
place.  In  many  small  companies,  espe- 
cially if  they're  pressured  with  a  lot  of 
deadlines  or  a  busy,  no-slack  environ- 
ment, the  conversations 
will  tend  to  be  very  oper- 
ationally focused  on  today 
and  yesterday  and  the  cri- 
sis du  jour. 

It's  very  important  to 
make  room  for  conversa- 
tions that  have  to  do  with 
tomorrow.  That  kind  of 
conversational  environ- 
ment can  obviously  be 
aided  and  abetted  by  a 
number  of  different 
maneuvers.  But  I'm  not 
saying  that  these  are  all 
"must  do."  Being  pre- 
scriptive really  depends  a 
lot  on  the  specifics  of  the 
company. 


Q:  But  you  have  to  start 
somewhere. 

A:  Well,  here's  a  couple  of 
ideas.  Sure,  if  a  company 
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take  itself  out  of  the  day-to-day 
ine  to  have  a  different  kind  of  a 
ersation — a  creative  review  or 
istorming  session,  whatever — that 
be  very  valuable.  Among  other 
rs,  that  validates  the  importance  of 
ictivity. 

like  to  tell  people  in  organizations 
if  they  want  to  lead  a  change 

3ss  for  any  activity,  it's  almost  like 
have  to  find  a  brand  identity.  You 

f  have  to  find  a  way  of  explaining 

^fining  it,  communicating  it,  mak- 

|  tangible. 

icause  the  thing  is  that  creativity  is 
tletely  intangible        So  whether 


it's  developing  a  campaign,  putting  to- 
gether a  kind  of  a  label,  or  developing  a 
compensation  system,  you  need  to  find 
explicit,  tangible,  palpable  ways  to  show 
that  shift  of  gears. 

Q:  How  does  a  manager  make  that  shift 
happen? 

A:  The  key  skill  for  a  manager  is  know- 
ing how  to  let  people  know  the  gears 
are  really  shifting,  how  to  preserve  the 
boundaries,  so  that  the  right  kind  of 
conversation  can  take  place. 

The  effective  manager  of  creativity 
in  small  business  is  almost  like  the  pro- 
ducer of  a  band.  The  producer  of  a  band 

kk  Creativity 
is  a  system 
in  every 
company  that 
operates  365 
days  a  year. 
It's  just  that 
in  most 
companies, 
it  operates 
poorly  J  J 


sets  up  boundary  conditions. 
And  then  his  or  her  job  is  to 
step  back  and  essentially  en- 
able, catalyze,  nurture,  influ- 
ence— but  not  control.  So  in 
that  sense,  a  good  manager 
of  creativity  in  a  small  busi- 
ness is  about  managing  the 
boundaries  of  conversations. 

Q:  Is  there  a  role  for  technol- 
ogy here? 

A:  Conversations  in  small 
companies  can  be  facilitated 
by  online  systems.  I  know  of 
several  companies  that  will 
have  company  meetings,  not 
physically,  but  online.  So  what 
you  have  is  the  opportunity 
for  a  lot  of  asynchronous  con- 
versation. You  don't  need  to 
get  everybody  together,  with 
the  opportunity  costs  for  the 
company  that  are  involved. 

So  you  could  have  a  physi- 
cal conversational  place  which 
could  be,  in  the  parlance  of 
the  book,  your  woodshed,  or 


some  environment  that's  free  of  pre- 
conception. But  you  could  equally  or- 
chestrate something  like  that  online. 
Even  in  a  local  E-mail  kind  of  environ- 
ment. It  really  depends  how  you  set  it 
up  in  people's  minds.  You  know,  E-mail 
can  either  be  just  more  efficient  paper 
memos,  or  it  can  be  a  new  kind  of 
group  collaboration. 

Q:  How  do  you  reward  people  for  some- 
thing as  intangible  as  a  new  idea? 
A:  See,  again,  I  don't  think  it's  so  much 
about  ideas.  It's  really  about  ideas  that 
are  developed  to  the  point  where  they 
yield  value  to  the  company.  So  in  that 
sense  you  have  objective  outcomes.  It's 
not  about,  "So-and-so  came  up  with  this 
great  idea,  and  we'll  never  do  it,  but, 
you  know,  they're  in  our  face  all  the 
time,  so  we'd  better  give  them  a  bonus." 

You  want  to  reward  people  for  ac- 
complishment. And  you  can  judge  it  ex 
post  facto.  You  can  judge  it  at  yearend, 
when  everybody's  on  the  same  playbook. 

Q:  What's  the  biggest  mistake  that 
you've  seen  people  make? 
A:  The  biggest  mistake,  which  is  almost 
a  universal  one,  is  to  position  creativity 
as  something  that  we're  almost  naively 
enthusiastic  about.  But  we're  naively 
enthusiastic  about  it  this  week.  And  so, 
maybe  we  have  a  creativity  facilitator 
come  in,  or  we  make  everybody  read 
some  articles,  or  we  get  everybody  to 
be  a  little  wacky  and  make  sugges- 
tions— but  then  it's  over. 

First  of  all,  it's  never  over.  I  mean, 
creativity  is  a  system  in  every  compa- 
ny that  operates  365  days  a  year.  It's 
just  that  in  most  companies,  it  operates 
poorly. 

So  I  think  that  mistake  No.  1  is  real- 
ly not  having  either  a  sense  of  creativi- 
ty as  an  ongoing  agenda  item,  or  having 
a  definition  of  creativity  that  I  would 
call  dysfunctional,  like  looking  at  it  as 
this  cute  thing  that  we  do  once  in  a 
while  as  if  it's  part  of  the  elective  cur- 
riculum. Ninety  percent  of  what's  out 
there  on  the  business  creativity  subject 
is  about  ideation.  It's  about  how  you 
come  up  with  more  ideas,  better  ideas. 
That's  very  important.  But  to  me  that's 
what  I  call  the  front  end  of  the  process. 
It's  a  very  limited  part  of  the  whole  se- 
quence of  events. 

If  you  just  look  at  it  as  ideation,  it 
takes  you  off  the  hook  from  actually  hav- 
ing to  do  anything  about  it.  Or  doing 
the  tougher  things,  like  actually  manag- 
ing the  process  by  which  ideas  are  gen- 
erated, developed,  selected,  filtered, 
killed,  advanced,  funded,  staffed,  and  har- 
vested. Ideas  are  the  easy  part.  Making 
something  happen  around  those  ideas  in 
a  way  that  reflects  an  organizational  ca- 
pability is  the  $64  question.  □ 


An  AS/4008  Advanced  Series  Solution 


Behind  Kevin  Ward's  success 
at  corralling  new  members  for  the 
Professional  Rodeo  Cowboys 
Association 


his  ability  to  give 
1  up-to-the-minute 
s  on  rodeo  entries, 
>ring  and  winners 


AS/400  Advanced  Series  lets 
him  manipulate  massive  amounts 
of  rodeo  and  cowboy  data  from 
the  arena  or  the  office. 


plus  a  talent  for 
distinguishing  a  bull  rider 
fr  om  a  barrel  racer. 


He  may  not  be  a  cowboy.  Hut  as  the  1 I 
Director  for  the  Professional  Hodeo  Con  hoys 
issociation  (PRCA),  Kevin  Ward  helps  host 
about  800  rodeos  every  year,  from  Maine  in 
California.  He  keeps  track  of  thousands  of  stats 
and  rankings  by  moving  IS/ 11)1)  tdvanced 
Portables  from  one  event  to  the  next. 

Kevin  doesnl  need  n  slid]  of  IT  experts 
at  any  event  -  just  n  secretory  and  on 
IBM  ThinkPad:  Plus.  tS/400  is  so  reliable 
ihoi  in  16  months  oj  dusty  work,  they're  never 
hoil  o  sysli-ni  failure.  So  now  PRC  I  t  an 
depend  on  act  urate  data  when  handling 
00.000  member  calls  monthly. 

The  result?  Better  customer  service. 
From  instant  info  to  instant  prize  checks,  tnd. 
the  system's  affordabilUy  lets  Kevin  do  all 
this  without  raising  membership  dues. 

I, ei  IS/ 11)0  help  you  provide  better  customer 
service.  I  hit  us  at  wivw.as  I00.ibm.com  or 
give  us  a  holler  at  1 1100  IBM-2 168,  ext.  II  1025. 
and  ask  about  IS/ 100  tdvanced  Portables 
starting  at  just  $7,995.' 


30  Advanced  Poilable  P03  IBM,  AS/400  and  ThinkPad  ate  registered  Irademarks  and  Solutions 
idemark  ol  International  Business  Machines  Corporation  ©1996  IBM  Corporation 
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KNOW 
YOUR  NERD 

All  computer  consultants  are  not  created  equal 


where  costs  escalate,  computers  c 
constantly,  and  company  records  mj 
riously  vaporize. 


blurred  LINES.  It  isn't  easy  to  fine 


Herby  Beam  isn't  having  a  very 
good  year.  Unlike  his  colleagues 
at  EverGreene  Painting  Studios 
Inc..  a  70-person  New  York  com- 
pany that  restores  historic  theaters  and 
churches.  Beam  isn't  an  artist.  Still,  he 
is  doing  some  restoration  work  of  his 
own — on  the  company's  aging,  crash- 
prone  computer  network.  In  March,  the 
company  spent  $9,000  to  have  its  eight- 
year-old  network  updated  by  a  small 
New  York  company  that  specializes  in 
putting  together  computer  systems.  To- 
day, just  six  months  later,  employees 
dare  ran  only  six  of  the  company's  11 
personal  computers  at  one  time.  Other- 
wise the  network  crashes,  knocking  out 
all  the  computers.  What's  more,  says 
Beam,  the  computer  company  responds 
slowly  to  his  calls  for  help:  It  recently 
took  a  month  to  replace  a  broken  cable. 
Unfortunately.  EverGreene's  experi- 


ence is  normal.  As  more  small  business- 
es automate,  the  number  of  horror  sto- 
ries is  growing  almost  as  fast  as  the 
overhyped  Internet.  Complaints  about 
computer  resellers,  retailers,  and  mail- 
order companies  tripled  to  4.000  in  1995 
from  1.300  in  1991,  according  to  the 
Council  of  Better  Business  Bureaus  in 
Arlington.  Ya.  Meanwhile,  calls  made  by 
business  managers  to  inquire  about  the 
track  record  of  these  com- 
panies nearly  quadrupled. 

:    >.        in  1995  from  15.000  ;r.  1991. 

Choosing  a  systems  integrator  can 
be  a  life-or-death  matter  for  a  small 
business.  Most  small  businesses  don't 
have  the  time  or  money  to  hire  their 
own  people,  so  they  turn  to  the  swelling 
ranks  of  high-tech  helpers  who  will  ad- 
vise and  train  employees  and  install  all 
types  of  computer  gear.  But  the  wrong 
choice  can  lead  to  a  digital  nightmare 


right  company.  Computer  ser 
providers  range  from  consultants, 
can  help  you  design  a  strategic  t 
nology  plan,  to  systems  integrators, 
pull  together  hardware,  software, 
network  components,  to  resellers, 
provide  installation  with  the  proc 
they  sell.  To  make  matters  worse, 
lines  are  blurring.  Many  consultants 
act  as  systems  integrators,  for  insta 
And  these  days,  retail  chains  sue 
Compi'SA  Inc.  provide  or  refer  con  ; 
ing  services  and  offer  installation, 
vice  contracts,  and  training,  for  a  i 
In  this  confusing  landscape,  it's  • 
cal  to  decide  up  front  what  kind  oft 
vice  you  really  need.  Have  a  vagud 

GETTING  HELP  fe  }°  £et  J™  offic.' 
  the  \\eb.  or  add  an  ci 

processing  system?  You  probably  w.5 

consultant  who  knows  your  indul 

can  evaluate  your  needs,  and  theil 

sign  a  system  specifically  keyed  to » 

business  goals.  If  you  already  Ijl 

what  software  and  hardware  you 

a  systems  integrator,  which  typij 

specializes  in  installing  certain 

nologies.  databases,  or  multimedia 

plications,  could  do  the  job.  (The  cat 

 t*. 


HOOSING  THE  RIGHT 
ETIREMENT  PLAN 
TARTS  WITH  CHOOSING 
i  ROWS  PRICE 


repreneurs  and  sole  proprietors  have 
cial  needs  when  it  comes  to  retire- 
it  planning.  And  running  a  business 
bably  doesn't  leave  you  the  time  to 
iarch  your  options  as  thoroughly  as 
might  like.  T.  Rowe  Price  can  help. 

can  help  you  make  the  right 

lice.  Our  retirement  specialists 

help  you  choose  the  plan  that's 
:  suited  for  your  business  and  your 
'-term  retirement  goals.  We  can 
)  you  select  a  tax-advantaged  plan 

will  work  for  you  today  while 
ding  a  successful  retirement  for 

tomorrow. 

.  Rowe  Price  was  a  pioneer  in  offer- 
retirement  plans,  and  we  continue 
e  a  leader  today.  We  currently  man- 
over  $28  billion  in  retirement  plan 
ts  for  some  of  America's  largest — 
smallest — corporations.  A  single 
free  call  puts  you  in  touch  with 
npressive  range  of  investment 
Dns  from  our  family  of  100%  no- 
mutual  funds. 

our  retirement  expertise  to  work  for  you.  Respond  today.  Take  the  next  step 

rd  finding  the  retirement  solution  that's  right  for  you  and  your  business.  Our  retirement 
ialists  are  available  to  answer  your  questions.  Request  a  prospectus  with  more  complete 
mation,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully 
re  you  invest  or  send  money. 

Call  1-800-831-1409 

or  complete  and  mail  the  reply  card  provided. 


T.  Rowe  Price  SEP-IRA  is  inexpen- 
sive  and  easy  to  set  up  and  maintain. 
No  IRS  filing  is  required,  and  you  can 
make  tax-deductible  contributions  of 
up  to  15%  of  your  compensation  or 
$22,500,  whichever  is  lower* 

T.  Rowe  Price  Simplified  Keogh® 

allows  you  to  maximize  your  contribu- 
tions. You  may  be  able  to  contribute 
as  much  as  25%  of  your  compensation 
or  $30,000,  whichever  is  lower.  * 

T.  Rowe  Price  40i(k)  Century  Plan" 

is  a  cost-effective  way  to  provide 
today's  most  popular  retirement  plan  to 
your  employees.  This  plan,  like  our 
SEP-IRA  and  Simplified  Keogh,  gives 
you  access  to  one  of  the  nation's  largest 
families  of  no-load  mutual  funds. 


Invest  With  Confidence 

T.RoweRice 


■  -in  tax  law.  the  maximum  amount  of  compensation  that  can  he  used  in  determining  contributions  is  SlSO.ooo.  T.  Rowe  Price  Investment  Services,  Inc..  Distributor. 


Looks  like  color  copying  just  got 


i  people  find  out  they  can  get  a  color  copier  for  $1799,*  they're  bound  to  get  carried 
Then  they  realize  the  HP  CopyJet  is  also  a  great  color  printer.  And  that  it  even  comes 
a  $300  rebate  **  Consequently,  a  lot  of  CopyJets  are  getting  carried  away,  too. 

'opyJet  does  just  about  everything  an  expensive  color 
r  does  —  without  all  the  expense.  To  try  it  out  yourself, 
or  the  HP  CopyJet  wherever  computers  or  office  products 
)ld,  or  call  1-800-761-8999,  Ext.  1996  for  the  retailer 
I  st  you.  Or  visit  our  web  site  at  www.hp.com. 


tht 


HP  CopyJet 


Sl  ted  U.S.  retail  price.  Actual  price  may  vary. 

K  3  CopyJet  purchases  between  8/1/96  and  10/31/96. 


HEWLETT® 
PACKARD 


a  10-pc  networked  office  should  run 
roughly  $6,000.)  Simply  need  10  copies 
of  Windows  NT?  A  reseller  could  do  the 
trick.  Think  you'll  need  someone  to 
maintain  your  PCs  and  provide  help- 
desk  support?  Then  you'll  need  to  en- 
gage a  "facilities  management"  firm,  typ- 
ically an  integrator,  that  will  baby-sit 
your  systems — and  their  users. 

The  big  challenge  is  determining 
whether  a  service  provider  can  actually 
deliver  on  its  promises.  For  instance, 
systems  integrators  will  often  claim  skill 
in  assessing  a  company's  business  needs. 
But  the  integrator  is  really  a  technology 
specialist,  argues  Peter  Rosati,  the  prin- 
cipal of  the  Boston  area  consulting  firm 
iBeam  Systems  Inc.  To  cut  through  tins 
salesmanship,  referrals  are  crucial.  Get 
references  from  industry  colleagues  or  a 
trusted  adviser,  such  as  your  accountant. 
TALKING  THE  TALK.  You  don't  need  to 
become  a  Bill  Gates,  but  make  sure  you 
get  a  basic  understanding  of  the  tech- 
nology you're  considering.  If  you  want 
to  install  a  network,  at  the  very  least 
read  computer  magazines,  surf  the  In- 
ternet, or  ask  a  savvy  friend  to  define 
network  terms  for  you.  Or  talk  to  oth- 
ers in  your  field  who  have  recently  un- 
dertaken major  technology  projects.  And 
always  insist  that  consultants  explain 
technical  jargon.  "Small-business  people 
will  often  make  the  claim,  which  is 
rapidly  becoming  unacceptable,  that  'we 
don't  need  to  know  the  computer  side; 
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that's  what  we  pay  consultants  for,'" 
says  Jeffrey  Zalusky,  director  of  sys- 
tems consulting  at  uk&w  Technical  Re- 
sources Ltd.  in  Washington. 

Zalusky  urges  clients  to  determine 
their  business  requirements,  budget,  and 
the  products  they'll  need  before  choos- 
ing a  systems  integrator  or  computer 
reseller.  For  example,  when  the  Albany 
(N.Y.)  law  firm  Segel,  Goldman  &  Maz- 
zotta  decided  to  network  its  computers, 
it  seemed  sensible  to  allow  attorneys 
to  share  word-processing  documents. 
Zalusky  told  them  how  they  could  also 


good.  The  vendor  installed  a  >J 
network  and  provided  software  tra 
and  a  year's  worth  of  servicJ 
$70,000.  Zalusky's  services  cost  thj 
about  $2,000— well  worth  the 
says  Kim  Linn,  the  company's  net] 
administrator. 

But  not  all  consultants  are  J 
their  rates.  Marvin  Richardson,  L 
technology  officer  of  Ottawa's  sh.lt 
temhouse,  advises  asking  two  key  | 
tions.  First,  does  the  company 
standard  method  or  template  to  | 
any  technical  problem?  Second, 


HOMEWORK:  The  big  challenge  is 
determining  whether  a  service 
provider  can  deliver  on  its  promise! 


use  a  network  to  streamline  the  firm's 
billing  system,  send  faxes,  and  do  legal 
research  online.  The  result:  The  law 
firm  cut  in  half  the  two-month  lag  it 
took  to  bill  clients. 

Once  the  firm  decided  what  it  want- 
ed to  automate,  Zalusky  designed  the 
network,  specifying  the  computers,  soft- 
ware, and  wiling  that  would  be  needed. 
Then  he  reviewed  vendors'  bids  and 
listed  the  pros  and  cons  of  each  pro- 
posal. The  law  firm  ended  up  going 
with  a  company  that  was  servicing  its 
printers  because  its  track  record  was 


COMPUTER  CONSULTANTS:  GETTING  IT  RIGHT 

•  Choose  a  consultant  who  understands  how  your  business  works.  Get 
referrals  from  trade  association  members  or  other  colleagues.  Post 
queries  on  industry-specific  Internet  newsgroups.  Select  eight  to  10 
potential  firms. 

•  Check  references  relevant  to  your  business.  Ask:  Did  the  integrator 
come  when  called?  Solve  the  problem?  Go  over  budget?  Would  you 
work  with  the  firm  again? 

•  Get  resumes  of  everyone  who  will  work  on  your  site.  Beware  the 
"consultant"  fresh  from  a  two-week  software  course.  Don't  be  the  first 
big  project.  Demand  full  explanation  of  all  technical  jargon.  Assess- 
ment of  existing  equipment  should  be  free. 

•  Develop  a  budget,  but  don't  talk  money  up  front.  If  asked,  tell  bid- 
ders you  have  a  budget  you're  not  prepared  to  discuss  yet.  Make  clear 
you're  talking  to  others,  but  don't  mention  names. 

•  Be  willing  to  pay  more  for  a  knowledgeable,  unbiased  consultant 
with  a  reliable  service  record. 

•  If  buying  a  lot  of  equipment  and  software,  negotiate  all  aspects  of 
the  purchase  agreement.  Reserve  final  payment  until  acceptance. 

•  Fixed-price  contracts  are  better  than  time-and-materials  contracts. 
Beware  of  "features  creep" — adding  unnecessary  bells  and  whistles. 


done  a  truly  similar  job?  For  exanj 
newspaper  might  find  an  integrate! 
has  worked  with  publishing  sys| 
but  on  a  far  smaller  scale.  "Can 
one  do  a  system  twice  as  big  as  tl| 
done  before?"  asks  Richardson, 
company  is  both  a  consultant  an^ 
grator.  "Probably.  Can  they  do  it  i 
six  times  as  large?  That's  risky." 

References  were  crucial  to  I 
Cobb's  success  in  installing  a  new| 
ment-imaging  system  at  his  $1.5 
Gaithersburg  (Md.)  company,  Rd 
tionary  Mortgage.  He  had  alreadj 
sen  the  software  he  wanted — File 
ic,  from  Westbrook  Technologij 
Branford,  Conn.  But  he  needed 
on  hardware,  and  he  needed  rd 
service.  He  called  Westbrook  an 
quested  a  list  of  local  resellers,  I 
with  numerous  customer  reference! 
customers  he  called  heaped  prail 
Beltsville  (Md.)  systems  integratol 
tical  Software  Inc.  vsi,  says  Cobq 
tened  to  what  I  wanted  to  accoij 
and  didn't  try  to  sell  me  sornet] 
Now,  Cobb's  company  scans  thou 
of  pages  of  documents  into  a  sjl 
where  lender  information  is  acca 
instantly.  Since  1998,  the  systej 
helped  him  generate  more  than 
in  revenue.  "When  interest  rates  <  jj 
can  pull  up  prospects  for  refinancl 

Cobb  couldn't  be  happier.  T| 
when  he  buys  new  software,  hq 
the  developer  first  to  ask  for  si 
references.  In  his  business,  "locatil 
cation,  location"  means  a  lot.  But| 
it  comes  to  computer  services, 
ences,  references,  references"  cai 
taken  seriously  enough. 

By  Elaine  L.  Applfo 
Newbury  port, 
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WHEN  PUSHING  THE  RIGHT 
BUTTONS  ISN'T  ENOUGH 

The  Japanese  love  Buz  Lewis'  gizmos.  But  profits  abroad  come  tougher  than  he  though 


|     Edward   D.  "Buz" 

I  Lewis,  president  of 
■  Buztronies  Inc.,  had 
any  doubts  about  whether 
his  product  would  appeal 
to  the  Japanese,  the  re- 
action in  Tokyo  in  April 
dispelled  them.  For  three 
long  days,  the  Buztronies 
booth  at  the  13th  Inter- 
national Premium  &  In- 
centive Trade  Show  was 
mobbed  with  visitors. 
"They  blocked  the  aisles," 
Lewis  says.  "It  was  wild." 

The   Japanese  were 
buzzing  over  Buztronies' 
blinking  buttons — flashy 
little  freebies  that  compa- 
nies use  to  promote  their 
products.  As  silly  as  the 
things  are,  people  love 
'em.  Miller  Brewing  Co.'s 
Japanese  subsidiary  gave 
them  out  as  a  promotion 
at  the  U.  S.  Embassy's 
July  4th  party,  and  even 
the  stuffy  diplomat  types 
went  for  them.  "Everybody 
had  them  on.  They  were 
craving  them,"  says  William 
Shin,  Miller's  director  of  mar- 
keting in  Japan. 
AMONG  FRIENDS.  Lewis  gave 
away  some  2,000  samples  dur- 
ing his  10-day  stay  in  Tokyo. 
He  went  to  parties  with  his 
pockets  stuffed  and  left  empty- 
handed.  At  restaurants,  he 
passed  them  out  to  waiters  an< 
even  pinned  them  on  people  at 
nearby  tables.  Lewis  may  not  have  a 
command  of  the  Japanese  language,  but 
by  the  time  his  visit  was  over  his  buttons 
had  made  him  plenty  of  friends. 

He's  hoping  to  make  a  lot  more.  Since 
Lewis  started  producing  the  buttons  in 
his  garage  in  1989,  sales  at 
his  Indianapolis  company 
have  soared — going  as  high  as  $6.1  mil- 
lion in  1994.  His  very  success  drew  com- 
petition: Six  years  ago,  Buztronies  had 
just  one  U.  S.  rival.  Since  then,  the  field 


T  BEATS  AIR  VALVES 

Lewis  joined  the  novelty-but  t  on 
world  after  being  forced  out  of 
the  industrial-parts  company 
he  founded  in  1986 


has  widened  to  five.  With 
U.  S.  sales  leveling  off 
at  around  $5  million  to 
$6  million,  Lewis  decid- 
ed to  seek  growth  over-  " 
seas — an  uncommon  move  for 
manufacturers  his  size.  "Maybe 
ten  percent  of  the  guys  in  that 
range  export,"  says  E.  Martin  Duggan, 
executive  director  of  the  Small  Business 
Exporters  Assn.  "And  half  of  them  fall 
ADVENTURE     into  it  by  accident." 

  Even  fewer  tackle  Japan, 

one  of  the  world's  toughest  markets  to 
crack.  But  it  isn't  Lewis'  style  to  over- 
analyze.  He  just  meets  challenges  as 
thev  arise. 


Take  Buztronies  it£ 
Lewis  didn't  harbor  a 
long  ambition  to  cr< 
flashing  buttons.  In  : 
he  stalled  out  in  1986 
founding  a  company 
made  industrial  air-p 
sure  valves  that  he 
two  partners  inven 
But  after  a  power  sb 
gle  forced  him  out, 
lawyers  advised  him  t< 
something  unrelated  i 
the  court  fight  was  c 
His  rest 
mind  turned  t| 
|  flashing  badj 
i  The  ones  he  | 
seen   before  I 
big,  clunky  oA 
switches.  Lewia 
natural-bom  tins 
er  with  a  degre 
automated  mam> 
turing  technology^ 
ured  he  could  do  ,4 
ter.    He   bought  s-fu 
circuit  boards  at  R.f 
Shack  and  invented  the  "pin-switcfl 
low-tech  stroke  of  genius.  If  you're  w| 
ing  it  with  the  pin  closed,  it's  blir 
not,  it's  off  and  the  batteries  don't| 
down.  Buztronies  was  born, 
buttons  were  just  suppose! 
be  a  bridge  to  get  bac| 
aii-pressure  controls,  butf 
sold  way  more  blinking  | 
tons  than  we  ever  sokp 
valves,"  says  Lewis. 

To  keep  prices  dowil 
wanted  to  purchase  battl 
from  one  of  Asia's  low! 
electronics  makers.  Kno^ 
exactly  zilch  about  doing  f 
ness  in  Asia,  he  knew  he  would  net! 
guide.  An  electronic-products  direct 
led  him  to  an  importer  who  agreed, 
cut  of  the  first  few  sales,  to  help  t 
find  a  partner.  Thus  did  Lewis  begul 
first  of  his  excellent  Asian  adventui  J 
It  wasn't  easy.  Lewis  and  the  pai » 
visited  Hong  Kong  and  China  four  t ! 
and  tried  at  least  nine  different  cop 
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nies.  "Everybody  says:  'Yes,  yes,  yes. 
We  can  do  it,'  but  then  you  get  junk  in 
the  mail."  Lewis  says. 

After  more  than  two  years,  he  found 
happiness  with  a  Hong  Kong-based  com- 
pany. Soon  it  began  getting  requests  for 
the  buttons  locally,  but  Asian  customers 
wanted  lower  prices  than  Buztronics 
could  afford.  So  the  partners  decided  to 
build  a  local  button  factory,  creating  Elec- 
tronic Promotions  Inc..  a  joint  venture 
in  China.  "If  someone's  going  to  knock  us 
off,  it  might  as  well  be  us,"  Lewis  says 
with  a  laugh. 

Buztronics  staffers 
went  out  to  help  set 
up  the  26.000-square- 
foot  factory  in  Shen- 
zhen. To  Lewis,  who 
hadn't  traveled  much 
before,  it  was  "a  wild 
city."  where  taxis 
dodge  open  manholes 
(their  covers  get 
stolen)  and  passen- 
gers use  remote  con- 
trols to  honk  from 
the  back  seat.  Local 
partners  plied  him 
with  shots  of  snake- 
blood  wine  (color: 
green)  and  weren't 
happy  when  he 
turned  over  a  fish  at 
dinner  to  get  at  the 
flesh  on  the  other 
side.  That  symbolizes  death,  they  told 
him.  But  they  forgave  his  gaffe. 
LOCAL  CONTACT.  Today,  the  Hong  Kong 
partners  oversee  the  Chinese  operation. 
The  plant's  50  workers  supply  the  tiny 
batteries  that  power  the  lights — and  pro- 
duce buttons  for  local  clients.  Assembly 
for  U.  S.  clients,  along  with  printing  the 
face  of  the  button,  is  handled  by  the  47 
production  workers  at  Buztronics'  Indi- 
anapolis plant.  Buztronics  supplied  all 
the  equipment  so  the  two  operations 
would  be  compatible,  and  Buztronics  em- 
ployees visit  about  three  times  a  year  to 
give  technical  assistance.  "We've  really 
struggled  getting  the  technology  to  work 
in  China,"  Lewis  notes.  "These  guys 
make  a  buck  a  day,  and  a  lot  of  them 
can't  read." 

If  the  Chinese  lack  the  knowhow  for 
complex  button-making,  it's  questionable 
whether  Lewis  himself  will  have  the  so- 
phistication to  sell  in  Japan.  What  drew 
him  there  in  the  first  place?  In  part,  a 
childhood  friend.  Robert  Marshman,  who 
was  in  Tokyo  working  as  a  translator 
and  English  teacher.  Marshman  agreed 
to  serve  as  a  local  contact  for  a  modest 
retainer  and  a  cut  of  the  action.  He  has 


no  experience  in  marketing  or  sales. 

When  the  Japanese  subsidiary  of  long- 
time client  Miller  beer  bought  30.000  but- 
tons in  January,  Lewis  decided  the  timing 
was  right.  After  all,  many  suppliers  fol- 
low their  big  domestic  customers  into 
new  markets.  Marshman  set  up  an  office 
in  his  typically  cramped  Tokyo  apart- 
ment, and  they  printed  up  1.000  busi- 
ness cards. 

Six  months  after  the  trade  show, 
Marshman  is  still  fielding  requests  for 
price  quotes  and  sample  designs.  But  ac- 
tual sales  are  minor  league.  A  few  thou- 


BREWHAKA 

Miller's  Japanese  subsidiary  found 
Buz'  buttons  to  be  nifty  icebreak- 
ers at  an  embassy  ball 

sand  through  Dentsu  Inc.  for  a  Japanese 
telecom  company.  A  few  thousand  for  an 
amusement  park  retailer.  That's  small 
change  after  moving  4  million  buttons 
last  year,  most  in  lots  of  several  hun- 
dred thousand.  "It's  going  slower  than  I 
expected,  given  the  excitement  at  the 
trade  show,"  says  Buz.  "There  have  been 
surprises  and  pitfalls." 

The  biggest  surprise  has  been  the  dif- 
ficulty getting  paid.  Lewis  figured  cus- 
tomers would  just  send  a  check.  But 
Japanese  generally  move  money  elec- 
tronically, and  checking  accounts  are  rare. 
Marshman  is  simply  a  local  liaison,  not  an 
employee  or  official  agent  of  Buztronics. 
so  he's  not  permitted  to  handle  money  di- 
rectly. The  company  isn't  registered  in 
Japan  and  doesn't  even  have  a  local  bank 
account.  Japanese  companies  so  far  have 
refused  to  wire  payment  directly  to  a 
U.  S.  bank  account — an  out-of-the-ordi- 
nary  route  they  resist.  One  client  paid 


with  a  credit  card.  Miller  Brewing  f 
through  its  U.S.  office.  In  other  ca 
however,  payment  seems  to  be  a  pi 
lem,  even  after  delivery. 

Lewis  wasn't  completely  unprepa 
He  \isited  potential  clients  in  Nov 
ber  to  find  out  what  they  wanted.  1 
led  him  to  include  shipping  in  every 
der  by  Federal  Express.  He  also  d€ 
mined  his  pricing  and  delivery  times, 
he  hasn't  yet  decided  what,  if  anj 
censing  or  distribution  agreements 
willing  to  make,  or  how  much  hell  sj 
to  crack  this  market.  So  he's  waitia 
see  how  it  goes, 
think  there  are  s 
big  deals  out  th 
But  if  the  sales 
come  in.  when 
you  pull  the  pli 
Lewis  says.  "Is 
going  to  work 
this,  or  do  1  net 
Japanese  sugar 
dy  with  a 
force?" 

Even    if  L( 
does  succeed 
jump-starting 
Japanese  sales, 
won't  escape 
same  competi 
pressures  that  1 
crimped  profits 
home.  With 
Japanese  econ 
still  in  a  funk,  customers  are  dri 
hard  bargains.  "Buyers  sit  around 
lyzing  the  cost  of  each  component, 
anything  we  show  them  they'll  g 
quote  on  elsewhere,"  says  Shu  Asl 
associate  producer  at  Dentsu.  Still,  i 
da  is  sticking  with  Buztronics  becaus 
finds  the  quality  and  delivery  so 
able,  even  though  he  could  probablj 
cheaper  buttons  from  Taiwan. 

Lewis'  other  great  asset  is,  simph 
personality.  Energy  and  enthusiaa 
seems,  translate  into  any  languagi 
don't  think  he  really  understands 
Japanese  market."  Ashida  says.  ' 
meet  this  guy,  and  you  just  know 
going  to  lie  to  you." 

Japan  is  a  faddish  place,  so 
buttons  catch  on,  they'll  soon  be 
where.  By  then.  Buz  may  alread 
on  the  road  to  his  next  excellen 
venture.  Marshman  has  a  cont 
Thailand — an  Australian  lawyer  he( 
in  a  bookstore — and  he  says  Lewi' 
really  keen"  on  the  country.  "He'f 
sure  where  it  is  yet."  Marshman 
"but  he's  sure  the  travel  agent  wi 
able  to  get  him  there." 

By  Edith  Hill  Updike  in  2 
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My  Company 


BY  KEVIN  KELLY 


I'M  THE  BOSS, 
THAT'S  WHY 


Managing  workers  is  tough  enough  in  theory. 
When  human  nature  enters  the  picture,  it's  worse 

For  months,  our  plant  managers  had  gently  cajoled 
an  evening  shift  foreman  to  work  harder.  But  af- 
ter four  or  five  meetings,  including  one  in  which 
his  co-workers  reproached  him  for  shirking  his 
job,  he  hadn't  budged.  You  could  still  walk  into 
the  factory  at  sunset  and  find  him  slumped  in  his  chair, 
browsing  through  reports,  while  his  assistants  struggled 
to  keep  up.  "I've  done  my  time — twenty  years,"  he  once 
told  me.  "Let  the  younger  guys  work." 

But  the  younger  guys  only  got  angrier  watching  him 
loaf.  Two  even  threatened  to  quit.  Realizing  what  a  cor- 
rosive effect  the  foreman  was  hav- 
ing, I  decided  to  confront  him.  One 
afternoon,  we  met  in  the  confer- 
ence room.  I  listened  to  him  defend  his 
work  ethic.  Then,  without  losing  my  tern 
per,  I  pointedly  informed  him  his  sitting 
days  were  over.  "We  need  your  talent, 
your  knowledge  of  these  machines,"  I 
said.  "But  if  you  won't  work,  you'll 
have  to  go  elsewhere." 

I  seem  to  have  gotten  through. 
Over  the  past  month  the  foreman  has 
stepped  up  his  pace,  and  his  col- 
leagues praise  him  for  his  effort.  But 
playing  the  heavy  isn't  exactly  the  role 
I  imagined  for  myself  when  I  joined 
Emerald  Packaging  Inc.,  our  family  bag 
making  business,  last  February.  Nine  years 
of  reporting  as  a  business  week  correspon- 
dent about  the  benefits  of  employee  involvement  had 
filled  my  head  with  dreams  of  creating  high-perfor- 
mance work  teams,  in  which  employees  resolve  their 
conflicts  amicably  and  motivation  is  high. 
INFORMATION,  PLEASE.  Reality  quickly  intruded.  I  find 
I'm  more  impatient  with  those  who  aren't  pulling  their 
weight  than  I  would  have  expected.  I  discovered  some 
employees  don't  really  want  to  work  together.  Some,  like 
the  foreman,  don't  want  to  work  at  all.  And  most  em- 
ployees actually  want  management  to  lead. 

They  work  hard,  and  they  want  us  to  make  sure  oth- 
ers do,  too.  When  I  asked  for  employee  input  last  sum- 
mer on  policies  they  would  like  to  see  in  a  new  company 
handbook,  dozens  of  workers  told  me  they  just  wanted 
the  rules  enforced.  Some  even  wanted  them  toughened. 
One  top  press  operator  suggested  allowing  fewer  unex- 
cused  absences  before  someone  is  fired.  Another  want- 
ed the  time  limit  on  tardiness  cut  from  15  minutes  to  5. 


I  also  learned  that  motivating  the  gt 
getters  isn't  hard.  Simple  things,  like 
providing  more  information  about  our 
tough  competitive  environment,  have 
inspired  many  employees  to  work  bet 
One  older  line  worker  has  started  to 
greater  attention  to  the  new  employe^ 
passing  along  tips  on  how  to  get  more 
production  from  our  finicky  bag-ma 
machines.  Another  has  pushed  his  d 
workers  to  be  less  wasteful.  "It  all 
comes  off  the  bottom  line,"  I  heard  hit 
say  one  night. 

But  there  will  always  be  some  who  j\ 
don't  get  the  message.  Last  spring,  sho 
ly  after  we  handed  out  raises,  one  printing-press  opei 
tor  cornered  me  in  the  parking  lot,  demanding  a  bigg( 
increase.  He  insisted  he  was  worth  as  much  as  opera- 
tors with  15  years  of  experience  (he  had  been  on  thej  ,-. 


Aiaa 


mat 

E  1  ' 
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for  nine  months).  I  pointed  out  he  already  made  over 
$13.50  an  hour,  top  pay  for  an  apprentice.  If  he  contin 
ued  to  perform  well,  I  said,  he  would  get  another 
increase  soon.  His  reply:  If  he  were  paid  more,  he 
would  surely  perform  better. 

Most  pay-for-performance  plans  give  pay  increases 
workers  become  more  productive.  This  guy  was  turni 
the  idea  on  its  head.  Suddenlv.  I  lost  mv  coo 

"I'll  tell  you  what,  I  snapped.  "Go  ■ 
and  find  someone  who  will  pay  y  . 
$14.50  an  hour  and  we'll  seeij| ; 
we  can  match  it."  Two  wed  ■  - 
later  he  quit,  announcin] 
wouldn't  stay  even  if 
doubled  his  pay. 

Maybe  this  employei 
would  have  left  even  if 
hadn't  lost  my  temper. 
But  it  troubled  me  that 
may  have  driven  him 
away.  I  certainly  didn't 
want  a  reputation  as  a 
hothead  employees  could 
talk  to.  At  the  same  time, 
frustrated  me  that  he  couldn' 
understand  that  if  Emerald  Pack 
prospered,  so  would  he.  After  all,  we  had  just  unvei 
a  profit-sharing  plan.  We're  a  healthy  company.  If  hi 
worked  as  part  of  the  team,  couldn't  he  see  he  would 
better  off  in  the  long  run?  The  run-in  left  me  wonderi 
what  possessed  me  to  become  a  manager. 

Later,  though,  it  dawned  on  me  that  my  faith  in 
employee  involvement  might  not  be  so  farfetched.  Fo 
instance,  I  had  found  out  about  the  underachieving 
foreman  from  his  concerned  co-workers.  I  just  hadn't 
realized  that  building  a  team  means  the  captain  often 
has  to  crack  the  whip,  and  that  satisfying  the  best 
workers  requires  management  to  come  down  hard  on 
laggards.  But  then  again,  not  too  many  of  my  precon- 
ceptions about  running  a  family  business  are  holding 
against  the  real  thing. 


Kevin  Kelly,  a  BISIXESS  WEEK  writer  for  nine  years, 
an  officer  at  Emerald  Packaging  in  Union  City,  Calij 
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IE  DELICATE  ART 
:  GETTING  PAID 

ction  problems  are  inevitable-but  manageable 


C.  Arensmeyer  faces  a  constant 
mdrum:  How  to  get  customers  to 

on  time  without  chasing  them 
ince  most  clients  of  aci,  his  $2 
Sausalito  (Calif.)  software  com- 
e  major  corporations,  his  invoices 
nd  up  in  a  black  hole  of  bureau- 
ome  45%  of  payments  average 

late,  making  it  hard  to 
own  bills.  Still,  Arens- 
tesitates  to  come  on 
ng.  "I  don't  want 

the  relationship," 

"It's  a  very  diffi- 

we  walk." 

familial'?  Whether 

ise  of  inefficiency,  a 

rter,  or  conscious 

ervice  businesses 

1  an  average  31 

:,  according  to  the 

lesearch  Founda- 

olumbia,  Md.  That 
treacherous  for 

mterprises,  which 

n't  keep  the  cash 

of  1%  to  10%  of 

jded  to  cover  rev- 

rtfall. 

>u  don't  have  to  roll 
eeding  up  collections  isn't 
le. 

FFENSE."  The  first  step  is 
ear  ground  rules  in  con- 
Decify  the  consequences  of 
nent — interest  of  VA%  per 
ir  example.  Or  tiy  the  car- 
?c  discount  for  bills  paid 
)  days.  If  you  sell  a  ser- 
for  a  percentage  up  front. 
i\\  a  product,  get  partial 
immediately — especially 
t  for  customers  in  bumpy 
■s  like  construction, 
hould  also  get  to  know 
in  your  clients'  accounts- 
arocess.  "You  don't  want 
ranger  when  your  bill  ar- 
the  head  office,"  advises 
O'Horo,  a  small-business 
t  in  Washington, 
brget  to  enlist  your  own 
\  ;  in  the  fight,  either.  Tying 


commissions  to  final  collections  encour- 
ages sales  staff  to  find  reliable  customers. 
Or,  like  Ronald  Schneider,  finance  vice- 
president  for  Motif  Design,  a    DEAD  BEATS 
distributor  of  wallpaper  and    ter,  increasingly  insistent  calls 


department  a  $400  shared  bonus  to  meet 
a  monthly  goal,  outstanding  receivables 
fell  from  an  average  of  61  days  to  42 
days. 

The  most  important  step  you  can  take, 
however,  is  setting  up  a  system  in  which 
impartial  employees — those  with  no  day- 
to-day  relationship  with  the  customer — 
contact  late-payers  and  then  follow  up. 
"The  best  defense  is  a  good  offense," 
says  Carol  Lopucki,  director  of  the  Michi- 
gan Small  Business  Development  Center 
at  Grand  Valley  State  University  in 
Grand  Rapids. 

In  service  businesses,  where  relation- 
ships are  the  bread  and  but- 


fabric  in  New  Rochelle,  N.  Y.,  you  can 
spur-  the  collections  staff  with  incentives. 
When  he  began  offering  his  three-person 


n 


RECEIVING  YOUR  DUE 

•  KNOW  YOUR  CUSTOMER  Investigate 
prospects'  creditworthiness.  Places  such  as 
Dun  &  Bradstreet  (800  333-0505)  or  Experian 
(800  520-1221)  sell  company  credit  histories. 

•  BE  SMART  ABOUT  BILLING  Send  invoices 
more  than  once  a  month,  and  add  urgency  by 
dating  it  with  the  next  month. 

•  CONSIDER  IN-KIND  PAYMENT  Accept  free 
services,  for  instance,  when  a  customer  really 
can't  come  up  with  the  cash. 

•  WRITE  FIRST,  SUE  LAST  Hire  a  lawyer  to 
send  a  demand  for  payment  on  letterhead;  it 
doesn't  commit  you  to  filing  a  costly  lawsuit. 

•  USE  A  COLLECTION  AGENCY  Farming  out 
bills  can  get  results,  but  on  average  agencies 
take  a  30%  commission — and  collect  only  220 
on  the  dollar. 


are  usually  best.  Typical  is  the  approach 
used  by  Carolyn  B.  Thompson,  president 
of  Training  Systems  Inc.,  a  management 
consulting  and  training  company 
in  Frankfort,  111.  After  30  days, 
she  makes  a  friendly  call  sug- 
gesting that  an  oversight 
caused  late  payment.  Then, 
she  faxes  a  copy  of  the  bill. 
Next,  she  sends  a  past-due 
invoice,  with  a  polite  note. 
Two  weeks  later,  she'll  call 
again,  to  uncover  the  cause 
of  the  delay  ("What  can  we 
do  to  help  get  this  re- 
solved?") and  propose  an  al- 
ternative payment  schedule. 

When  is  enough  enough? 
That  depends.  If  your  gross 
profit  margin  tends  to  be 
high — say,  50%  or  more — 
it's  probably  worth  ex- 
tending longer-than-usual 
terms.  Similarly,  you  might 
bend  the  rules  for  a  long- 
standing client  in  short-term  trouble 
or  one  that's  just  too  big  to  dust  off. 
And  don't  rely  on  what  the  books 
say  about  the  average  age  of  re- 
ceivables; the  real  number  depends 
on  the  needs  of  your  business. 

Still,  after  120  days,  you  should 
generally  consider  the  client  a 
goner.  That  might  mean  hiring  an 
outside  collection  service  or,  as  a 
last  resort,  suing.  If  the  debt  is  less 
than  $20,000,  however,  the  cost  of 
litigation  could  wipe  out  whatever 
you're  seeking  to  recover — and 
leave  you  with  an  unwanted  repu- 
tation for  litigiousness. 

Indeed,  no  matter  how  hard  you 
try,  admitting  defeat  is  sometimes 
the  only  solution.  Says  Motif  De- 
sign's Schneider:  "You  just  have  to 
eat  your  losses."  And  never  stop 
looking  for  new  customers. 

By  Anne  Field  in  New  York 
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COMPUTER  TECHNICIAN 
Hordware  skills.  Hrdworkg,  exp'd  PC 
Tech  Troubleshooter&  repair  PC.  Printer 
problems,  set-up  &  maintain  Excellent 
communication  &  interpersonal  skills. 
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One  yr  working  exp  on  web  design 
Graphic  artist  w/  exp  in  HTML/  Web  de- 
sign &  animation 

CONSTRUCTION 

INSPECTOR 

AG  &  NICET  certified  inspector  Avail- 
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ANALYSIS 


Knowledge  of  integrating  &  cross-refei- 
encing  Knowledge  of  commercially  avail 
databases  Strong  writing  skills 

DATABASE  RESEARCH 
ANALYST/INVESTIGATOR 

College  degree,  3  yrs  exp  in  research 
Computer  skills  include  database  entry  & 
retrieval  with  use  of  Windows  applications 

DESKTOP 

A  night  owl,  Desktop  artist  w/exp  in  most 
qrapnic  desiqn  proqrams  Call  John  @ 
 55-0090  

DRIVEF 

Exp  limo  drivers  w/ thorough  knowl  of  all 
5  boras  Call  Bob  ©  555-9679 


EDITOR 


Knowledge  of  global  markets,  govern- 
ment taxes,  transportation  Excel')  writing 
skills  Have  visualized  &  produced  top 
qualtiy  business  publications  for  executive 
audiences 

Editorial 

FEATURE  WRITER 

Feature  writer  with  excellent  writing  skills, 
clips  &  knowledge  of  travel 

EDITORIAL 

Outstanding  Eng  93'  grad  Exp  incl'd 
editing  scripts/videos  prior  to  Air  Good 
writing  skills 

ELECTRONICS 

Quality  engineer  w/  BA  in  Eng,  3  yrs  ex- 
perience in  manufacturing  &  tests  of  elec- 
tronics assembly/|ob  shop  environment 
Incldg  PC  boards,  sheetmelal  &  trans- 
formers Knowledge  of  ESD,  TQM,  JIT 
5PC  and  process  control  Knowledge  of 
ISO  9000  PC  literate  

ENGINEER 

Electrical  and  HVAC  1 0  yrs  experience  in 
NYC  alteration  Knowledge  of  CAD  Con 
tact  Steve  at  555-4467 

ENGINEER,  ELECTRICAL 

BSEE,  pro|ect  management,  CADD,  fire 
alarm  and  communications  exp. 

ENGINEER 

PROJ  STRUCTURAL 


to  cover 
'er  with  in- 
vestigative skills  and  story  ideas  Comput- 
er skills  and  experience  with 


Masters  degree,  major 


.  structural 


Ol  engi 


ll/i  1  \SJ\ 

Motivated,  self-starter  Detail  oriented 
strong  interest  in  beauty  and  fashion  and 
willing  to  learn  and  keep  up  with  the  cur- 
rent trends  Strong  wnting/organizolion- 
al  skills  &  magazine/industry  experience 
Contact  Ms  Jones  at  555-8090. 

EDITORIAL 

SENIOR  WRITER 

Experienced  business 
restaurant  industry  Strong  v 

Lomput- 
WWW 

homepage  Will  supply  writing  samples 
Contact  Tia  at  555-78/6 

ENVIRONMENTAL 
SPECIALIST 

Full-time  participant  for  the  AmerCorps 
program  Will  help  design  and  build  new 
parks,  lead  environmental  education 
Contact  Jeremy 

 555-1829  

ESTIMATOR 

Mid-level  estimator  with  5  yrs  exp  in  heavy 
building  and  highway  contruction  in  NYC 
&  surrounding  Boroughs  Good  communi- 
cation skills  and  strength  in  purchasing 

FACILITIES  MANAGER 

Dynamic  take-charge  person  to  manage 
the  facilities  of  a  financial  services  organi- 
zation Past  responsibilities  have  incl'd 
mail  rm,  receptionist,  vendor  relationships 
ond  facilities  planning  Call  Mr  Phillips 

FINANCE  DIRECTOR 

Skilled  in  budget  preparation  &  analysis 
Good  communication  skills,  team  player 
BS  Accounting,  5  yrs  exp  Call  John  at 
"55-8090 

FINANCIAL  REPORTING 

r  PA  with  5  yrs  "Big  6"  experience  to  direct 
SEC  and  internal  reporting.  Call  Mr  Smith 

FINANCE 

JR  ANALYST 

2  yrs  budget,  balance  sheet  analysis,  fin- 
cl  reporting  (consolidations)  capital  pro- 
ject tracking  Contact  Larry  at  555-4321 

FINANCIAL  DIRECTOR 

Skilled  in  budget  preparation  &  analysis 
Good  communication  skills,  team  player 
BSA  Accounting,  5  yrs  exp 

HAIR  SALON  ASSISTAN1 

Polite  polished  &  prof'l  cutting  &  col 
asst  Seeks  employment  at  high  profili 
Ion  w/training  program  and  ad' 
ment  potential 

Contact  Debra  at  555-200' 
HEALTHCARE 

Exp'd  Dental  Mgmt  Prof' 

Self-motivated,  energetic  and  innovative 
w/exp  m  dental  office  mgmt,  managed 
care  admin  &  provider  contracting 
Strong  org'l,  communicative  &  superviso- 
ry skiffs  Excel  computer  skills  &  sales  exp 

HEALTHCARE  CONSULTANT 

Energetic  consultant  with  5  yrs  exp  in 
group  practice  setting  Knowledgable  in 
billing,  reimbursement  optimization  and 
cost  analysis  BS  in  Finance  Strong  com- 
puter skills,  problem  solving  and  commu- 
nicat.on  skills  Call  Lmda  @  555-9090 

HEALTHCARE 

HOSPITAL  RECRUITER. 

Knowledge  of  managed  care  contracting, 
hospital  administration  and  rate  negotiat- 
ing Excellent  computer  skills  3  yrs  experi- 
ence in  managed  care/healthcore  envi- 
ronment 2  yrs  exp  in  contract  negotiation 
BS  m  healthcare  Contact  Jeff  @5 55  3900 

HEALTHCARE 
ADMINISTRATOR 

Energetic  indiv  with  hands-on  exp 
Proven  track  record  in  developing  client 
base  Excellent  interpersonal,  marketing 
&  supervisory  skills  Contact  Ms  Jackson 
555-4576  

HEALTH  CARE  SALES 

Aggressive  indiv  w/excellent  inter-per 
sonal  skills  will  market  health  care  staffing 
services  to  health  care  and  socail  service 
facilities  BS,  healthcare  background  & 
sales  experience  Contact  Vivian  @ 

555-8787  

HOTEL 

CHIEF  FACILITIES 

CK\n\K\CZD 


Organized,  self-motivated  "people  per- 
son'. Will  handle  phones,  riling,  data- 
base-portfolio mgmt,  correspondence, 
scheduling  &  general  office  duties.  Look- 
ing for  oppt  for  growth. 

ILLUSTRATOR/DESIGNER 

Creative  indiv  with  excellent  traditional 
art  background  &  computer  savvy 
Contact  Jim  ot  555-8978 


ASSISTANT  ACCOUNT  1 
EXCECUTIVE 

Indiv.  with  3  years  experience  in  properly 
and  casualty  insurance  Strong  knowl- 
edge of  Word  for  Windows  in  addition  to 
good  organizational  and  communication 
skills  Contact  Mr  Sanders  @  555-8172 

INSURANCE 

PROJECT  MANAGER/ 
CONSULTANT 

Exp.  tech  prof  Past  responsibilities  incJJ 
system  implementation  &  project  mcj 
design  specs  for  applic  dvlpmt,  rnanj 
client  relations  &  communic  w/tech  si 
5  yrs  exp  Knowledge  of  ins  contract 
claims  Strong  communic  skills,  compl 
programming  exp 

INSURANCE 

Commcl,  Mgr-Underwriter. 

8  years  exp 

JEWELRY 

Organized  will  help  run  back  office 
Training  in  diamond  ousiness,  some  jew- 
elry exp  Ability  to  follow  orders  from 
start  to  finish  Strong  work  ethic  &  good 
people  skills.  Contact  Janet  @555-9876, 

LABORATORY 
SUPERVISOR 

Laboratory  Supervisor  for  Clinical  Pathol- 
ogy Department  Knowl  of  Clinical  Chem- 
istry, Hematology  &  Microbiology  De- 
tailed knowledge  of  QA/QC  &  working 
familiarity  with  regulatory  compliance. 
Have  performed  clinical  lab  testing, 
trained  personnel  in  testing  and  quality 
control,  handled  heavy  work  How  &  inter- 
acted with  Sales  and  Technical  Reps 


LABORATORY  TECH 


Goo^WBBPi^WneTriglish  language 
3  yrs  exp  Clean  drivers  license  Call  Ray 
@555-8680  

MAILROOM  CLERK 

Hard  working,  neat,  reliable,  honest  Call 
Tim  @  555-6767 

MANAGER,  GENERAL 

Highly  motivated,  detail-oriented  General 
Mgr,  with  strong  promotional  and  com- 
munication skills  Salary  negotiable  Con- 
tact Mr  French©  555-6756 

MANAGER,  GENERAL 

Highly  motivated,  detail-oriented  General 
Mgr  ,  with  strong  promotional  and  com- 
munication skills  Salary  negotiable  with 
commission 

MARKET  RESEARCH 

SENIOR  MARKET 
RESEARCH 
ANALYST 

Past  responsibilities  mcl'd  managing  all 
stages  of  research  pro|ects  from  issue 
identification  to  final  report,  assisting  the 
market  research  director  and  managers 
m  implementing  a  cohesive,  balanced, 
cost  efficient  program  that  provided  use- 
ful marketing  and  operations  recommen- 
dations Also  analyzed  and  interpreted 
research  results,  oversaw  conduct  of  uni- 
variate as  well  as  multivariate  analysis  of 
survey  data  Prepared  written  reports  and 
presentations,  supervised  analytical  and 
report  writing  activities 

Bachelor's  Degree  in  Business  Two  years 
exp  m  market  research  involving  statisti- 
cal ond  analytical  methodologies  Good 
written  communication  &  interpersonal 
skills  with  PC  experience  &  proficient  in 


Professional  with  3  yrs  exp  in  handling  all 
aspects  of  promotions  and  special  events. 
Self-starter,  able  to  work  independently 
with  top  communication  and  writing  skills. 
Able  to  handle  multiple  projects  ana  work 
under  pressure  Knowledge  of  Microsoft 
Office  and  desktop  publishing  Contact 
Mr  Bates  @  555-6353 

MARKETING  ASST 

Expenenced  prof'l  in  marketing/sales 
Strong  admin/orgainizationoT  skills 
computer  lit  &  print  production  exp  Detail 
oriented  w/ability  to  coordinate  multifact- 
ed  activities  Past  responsibilites  incl'd  to- 
tal admin  support,  telemarketing/lead 
generation  &  coordination  of  client  pkg 
material 

MARKETING  ANALYST 

Exp'd  marketing  prof'l  looking  to  service 
healthcare  industry  Data  analysis  &  inter- 
pretation supportto  acct  mgmt  team 
olronuQ^^^riMH^bwu^tion  skills 


MARKETING 
CONSULTANT 

Detailed-oriented  indiv  to  handle  market- 
ing operation  for  growing  company  Will 
assist  m  print  advertising,  product  litera- 
ture, direct  mail  Extensive  marketing  & 
sales  support  exp  &  excellent  interperson- 
al skills  Expenenced  w/  Microsoft's  Pub- 
'isher  Ability  to  work  in  fast-paced  e 
alance  multiple  tasks. 


Past  responsTom^B^^BWoTdinating 

and  producing  marketing  programs  for 
entertainment  and  athletic  events,  main- 
taining departmental  budgets,  coordinat- 
ing advertising  efforts;  supervising  in- 
house  media  planning,  liaisoning  with 
outside  marketing  agencies  providing  di- 
rection and  strategy,  and  developing  pro- 
motional packages  and  fulfillment  5  yrs 
event  marketing  experience  Strong  r 
pervisory  and  interpersonal  skills,  as  v 
as  established  working  relationship! 
indiv  and  businesses  within  the  event  f 
keting  and  sponsorships  industry  Co^ftt 
Diane  @  555-7687 

MARKETING  DIRECTOR" 

Senior  management  executive  with  ten 
years  strategic  marketing  experience 
seeks  position  at  growing  advertising 
agency  Regional  marketing,  dealer  asso- 
ciation anaautomotive  background  Call 
Roberta!  555-8989. 

Nutrition 

RESEARCH/WRITER 

Highly  mofivoted,  organized  individual 
who  can  assist  in  sourcing,  organizing  & 
analyzing  scientific  research  material  re- 
lated to  the  field  of  health  and  nutrition 

OPTOMETRIST 

Exp'd,  retail  oriented  optometrist  seeks 
ma|or  retail  optical  chain  Call  555- 1212 

PARALEGAL 

Motivated  college  grad  w/excel't  commu- 
nication &  computer  skills  to  assist  in 
patent  &  trademark  matters  including  liti- 
gation Scientific  &  technical  background 
Contact  Ms.  Simms  @  555-9273. 

PARALEGAL 

T&E  Para  w/4  yrs  exp  in  all  aspects  of 
T&E  administration,  include  prep  of  estate 
tax  returns,  acctgs  &  fiduciary  income  tax 
returns  Knowl  of  T&  E  softwore  pkgs 
Contact  Tim 

PARALEGAL 

Bright,  articulate,  detail-oriented,  recent 
colTgrad  available  for  entry  level  para- 
legal position  Possess  knowledge  of 
w  P  5  1  &  has  superior  verbal  &  written 
comm  skills 

PASTOR  ASSISTANT 

Assistant  pastor  m  religious  operatioJJ^B 

Presbyterian  church  Assisted  w/ rel 
&  worship  services  Bible  studies  am 
qious  educational  programs  and  oil 
church  funtions  2  yrs  exp  and  fluent  in 
Korean  Contact  Joseph  @  555-6660 

PAYROLL/PERSONNEL 

Prof  7  year  exp  handling  ADP  payroll, 
timecards  ADP  on-line  exp  As  well  as 
various  clerical  &  personnel  duties  Call 
555-8060  

PAYROLL  ADMINISTRATOR 

Computer  literate,  highly  motivated  indiv 
to  handle  all  facets  or  payroll  processing 
Familiar  with  payroll  software  Can  start 

immed. 

PATTERN  MAKER 


Exp'd  pharmaceutical  ta;jc 
able  immediately  2  yrs  if 
in  pre  clinical  toxicology 
lent  communication  skills 
of  CNS  pharmacology. 
Contact  Ms  Johnson  { 

PHOTOGRAPHY 

DARK  ROG* 

8  yrs  B&W  &  Color  expt 
color  corrections  on  (Fr 
prints,  dupes  &  mternegs  h 

POWERPLANTC: 

Indiv  to  work  rotating  shiftsln 
turbines  and  diesel  qeneifc 
w/computers  and  water  § 
state  of  Minnesota  UlClosE 
Contact  Mr.  Hand 


PROGRAMMER 


C/OS? 


Consultant  w/ 5  yrs.  exp 
development  in  on  05/  r 
Windows  NT  Net  bios, 
uted  comm  apps. 


IJBLISHING 

RODUCTIONM 

ghly  motivated  individ 
Ip.  in  all  aspects  of 
Tost  responsibilities  incl 
estimating,  trafficing  ma 
rng  costs  w/suppliers,  mc 
cations,  supervision  of  pi 
4  color  &  on-press. 

Contact  Eli  at  55 


RecepHor 
Admin  A 


Articulate,  bright,  team 
most  &  Word  lor  Wind< 


RECEPTIO; 

Polished,  articulate  indrvlk 
tion  Phone,  faxes,  comply 
Pleasant  attitude.  SeekincK 
ny  with  opportunity  for  cxf* 


2  yrs  exp. 
light  computer/clerical 


RECEPTIC! 

Prof'l,  bright,  articulate 
Three  years  experience  i 
P/T  seeks  small,  growir 
room  for  advancement. 


RECRUITINC 

Qualified  clerk  to  providji 
mmistrative  assistance™ 
Excellent  organization^ 
munication  skills.  Able 
dently  and  follow  thrown 

Past  resonsibilities  incl 'ct 
coverage,  typing,  mail  9 
enng  interview  scheduler 
hire  packets,  copying,  I 
various  other  generolclfc 
ities  Able  to  type  50  wi 
in  the  use  of  MS  Word  f<] 
eel  Contact  Lynn  @  553 


RETAIL  SALES  I 

Energetic  w/retail  furn.l. 
at  555-7372 

 W''-IM, 

SECRETARY 

LAW  FIRM  SEI 

with  2  years  exp.  Hifllff  '-  ;; 
excel')  phone  &  comm  :k 

SECRET'.1 

I         IT  Ml 


CLINICAL/ 

CSW/Phd  10  years  hi 
Supervisory  Admin  anV 
mm  exp  Contact  AAicKja 

VIDEO* 

Extensive  production  I 
video  exp  Available 
sales  Contact  Bob  at  f|4 

WEB  M/T 

Bright,  hard-working  m 
ing  company  in  access^ 


M  PRO 

S  S  0  R 


YOUR  SEARCH  FOR  HELP  HAS  JUST  ENDED. 


NG  READY  OFFICE™.  THE  IDEAL  SMALL  OFFICE  COMPUTER,  ideal  in  that  this  computer  offers  everything  a  small  business  owner  could  possibly  need, 
including  a  Pentium  Pro  Processor  and  a  special  Microsoft B  small  office  software  bundle.  The  Ready  Office  system  will  answer  phones, 
help  you  write  letters,  fax,  do  spread  sheets.  Organize  your  finances.  Provide  you  with  a  legal  reference  library.  Get  you  on  the  internet. 
Act  as  a  marketing  consultant.  Perform  computer  maintenance  and  trouble-shooting.  As  well  as  back  up  your  hard  drive  and  keep  all  your 
data  safe,  even  in  the  event  of  a  power  failure. 

And  thanks  to  its  180  MHz  Intel  Pentium  Pro  chip,  it  can  run  the  most  power-hungry  32  bit  applications  (like  Microsoft  Excel)  at  blaz- 
ing fast  speeds.  What's  more,  the  Pentium  Pro  Processor  puts  the  Ready  Office  on  the  leading  edge  of  the  technology  curve,  so  you 
can  feel  confident  it's  a  solid,  long-term  investment. 
The  NEC  Ready  Office.  You'll  find  you  couldn't  ask  for  a  better  support  staff.  Or  computer,  for  that  matter.  For  more  information  call  1-800-NEC-INFO. 


m  Pro  Processor 
VMHz 

W2MB  R.\M 
indt/rd 

2.5  GB  HI) 

Zip™  drive 

lultipat/i™ 
PS*  Office™ 
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SEE,  HEAR  AND  FEEL  THE  DIFFERENCE. 


NEC 


available  at  the  following  retailers:  Circuit  City,  Comp  USA,  Micro  Center,  Office  Max,  Nobody  Beats  the  Wiz  and  Good  Guys 


Visit  our  web  site  at  http://www.nec.com 


Sell  NEC,  Inc.  NEC  is  a  registered  trademark  ot  NEC  Corporation  used  under  license  by  Packard  Bell.  NEC  Inc  Ready  Office  is  a  trademark  of  Packard  Bell  NEC.  Inc  See,  Hear  and  Feel  the  Difference  is  a  trademark  ot  NEC  Technologies,  Inc.  Windows  95  is  a 
crosoft  a  registered  trademark  of  Microsoft  Corporation.  The  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  and  Pentium  Pro  Processor  Logo  are  trademarks  of  the  Intel  Corporation,  All  other  trademarks,  logos  and  registered 
e  property  ot  their  respective  owners  Monitor  sold  separately.  '    Key  #  23271 


ENTERPRISE 


Downtime 


SWIMMING  WITH 
CYBERSHARKS 

Capitalism,  a  CD-ROM  game,  tests  entrepreneurial  mettle 


Paris  was  where  it  all  came  to  an 
abrupt  end  for  21st  Century  Coip. 
The  tiny  food  processing  concern 
was  certain  it  could  trounce  well- 
established  competitors  in  the  City  of 
Light  by  selling  a  pricey  new  chocolate 
bar.  21st  Century  easily  raised  $25  mil- 
lion in  a  public  stock  offering  to  build 
new  manufacturing  plants  and  a  cocoa 
farm.  But  the  bold  plan  by  the  plucky 
upstart  quickly  turned  into  a  massive 
failure.  Shortages  of  the  key  ingredient 
and  inadequate  worker  training  and 
equipment  maintenance  caused  quality- 
control  problems.  The  final  straw:  An 
established  food  packager  began  im- 
porting a  cheaper  but  better  product 
and  spent  heavilv  on  a  lavish  marketing 
effort. 

Within  five  years,  21st  Centuiy  was 
out  of  cash.  Incensed  stockholders  were 
demanding  the  head  of  the  CEO — me. 

Thankfully,  it  was  all  just  a  game. 
Welcome  to  the  world  of  Capitalism,  a 


computer  simulation  that  challenges 
players  to  build  and  run  virtual  com- 
panies. Created  by  Hong  Kong-based 
Enlighten  Software  and  published  by 
Interactive  Magic  Inc.,  a  tiny  software 
company  in  Research  Triangle  Park, 
N.  C,  the  cd-rom  is  sold  at  most  soft- 
ware outlets  for  around  $50. 

( 'apitalism  isn't  jusl  for  t  In  >se  who 
aspire  to  be  the  next  Michael  Dell  or 
Sam  Walton.  It  can  be  a  fun  and  useful 
exercise  for  anyone  who  wants  to  test 
their  entrepreneurial  mettle  LEIS 

without,  for  once,  taking  any   

risk.  Players  can  choose  to  compete 
against  computer-controlled  rivals  in 
four  different  industries:  farming,  man- 
ufacturing, raw  material  mining,  and  re- 
tailing. For  a  truly  adventurous  and 
time-consuming  game,  players  can  mix 
and  match  industries  as  captains  of 
giant  conglomerates.  As  in  the  real 
world,  players  compete  locally,  in  one 
city,  or  fight  it  out  on  the  global  stage. 


To  help  players  maneuver  throt 
such  a  complex  simulation,  Capital 
comes  with  a  130-page  handbook  (a  i 
come  treasure  these  days;  most  gsjfl 
makers  don't  bother  with  costly  manJH 
anymore).  The  manual  shows  howH 
set  up  different  corporate  units  sucM 
factories,  mining  operations,  and  I 
partment  stores.  Eight  tutorials  on  H 
cd-rom  teach  the  basics  of  the  ga| 
such  as  how  to  read  the  various  coif 
rate,  financial,  and  product  reports 
use  the  stock  market  for  financ 
growth. 

With  so  many  possibilities,  Cap! 
ism  is  an  intense  strategy  game,  m| 
like  chess,  where  players  must 
stantly  think  ahead.  As  such,  it  cd 
easily  overwhelm  novices.  But  by 
justing  several  factors — competency  | 
managerial  style  of  the  computer-* 
trolled  rivals,  for  example,  can  be  val 
from  very  aggressive  to  conservathf 
gameplay  can  be  suited  to  various  stj 
and  speed.  The  game  even  allow 
player  to  hire  presidents  to  manage] 
day-to-day  operations  of  different 
sions  so  the  player  can  concentrat< 
the  big  picture. 

kill  the  KING.  You  can  also  choosel 
type  of  game  to  play.  If  you  don't 
the  time  for  global  domination  ac| 
several  different  industries — a 
that  can  take  days  or  weeks  on  ei| 
Capitalism  includes  17  corporate 
narios  that  are  much  more  goal-orieij 
Small-business  owners  may  wan| 
start,  for  example,  with  a  scenario 
tied  "Entrepreneurial  Spirit,"  wl 
challenges  you  to  build  a  $100  mil 
company  from  $10  million  in  staj 
cash.  In  "Catching  the  Fashion  Wa 
you  have  $20  million  in  venture  caa 
build  a  fashion  powerhouse  withj 
million  in  animal  revenues.  My  fav| 
is  "Fortress  of  the  Beverage  Ki 
which  challenges  the  player  to  tdj 
the  market  leader,  $152.8  million 
Corp.,  with  only  $25  million  in  stall 
cash.  Winning  in  this  scenario  mH 
not  only  staving  off  bankruptcy  but| 
beating  King — and  six  other  coma 
competitors — to  the  No.  1  spot,  all  jj 
y  RE       out  the  help  of  Wall  StreU 

  Capitalism  will  run  ona 

Apple  Macintosh  or  iBM-compatibljl 
including  those  using  old  Intel  386  (l| 
Interactive  Magic  plans  to  releasjl 
updated  version  by  yearend.  It  wilif 
ture  larger  game  maps  with  more  cj 
more  goal-oriented  scenarios,  and!1 
"random  events" — labor  strikes,  » 
scandals,  even  earthquakes.  Justf  I 
real-world  capitalism. 

By  Paul  M.  Eng  in  New  \ 
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"I  KNOW  OF  NOTHING 


O  PLEASANT  TO  THE  MIND, 


AS  THE  DISCOVE 


HING  WHICH  IS  AT  ONCE 


NEW  AND  VALUABLE .  .  > 


A.  LINCOLN 


Plan  well  for  the  future  so  you  can  enjoy 
every  single  minute  of  the  present. 


coin  National  Life  Insurance  Co.,  Fort  Wayne,  IN  46802 
information,  call  1-800-4-LIN 


Get  Online  and 
Get  In  Touch! 

Visit  Business  Week  Enterprise 
on  America  Online 


Like  Enterprise,  Business  Week  Online's  Enterprise/Small  Business  Center  is  a 
place  where  small-business  owners  and  entrepreneurs  can  find  hard-to-get  news 
and  information  important  to  their  needs.  All  the  stories  and  Special  Reports 
about  small  business  that  have  appeared  in  Business  Week  since  January,  1994, 
are  available-including  Enterprise.  But  that's  just  the  beginning.  There's  plenty 
more  to  explore-and  to  do: 


ATTEND 


_  a  live  Business  Week  Enterprise  chat  every  Monday  at  8  p.m.  EDT 
with  expert  guests  to  answer  your  questions.  ■H'Llul'hlMll  J  on  the  mes- 
sage boards.  Exchange  ideas  with  your  colleagues  and  find  out  what  works  for 
them,  and  what  doesn't.  BWhliljHM  easily  to  World  Wide  Web  sites  for 
small  business  flagged  in  Enterprise  as  best  bets-or  to  many  other  sites. 
BWimltlMM  transcripts  of  past  online  conferences  about  small  business 
and  other  relevant  subjects.  ||Ju^u!Ui  with  the  people  who  create 
Enterprise.  P;l  11  MINIMI  MM  Use  BW  Online's  Enterprise/Small  Business 
Center  in  the  way  that  works  best  for  you  and  your  business. 

From  the  Business  Week  Online  main  screen,  click  the  BW  Plus!  button, 
then  select  Enterprise/Small  Business  Center  from  the  list  of  BW  Plus!  choices. 
For  online  events  keyed  to  stories  in  this  issue  of  Business  Week  Enterprise, 


check  BW  Online's  Conference  Calendar  (via  the  Talk  &  Conferences  screen.) 
See  you  online! 
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A  M  E  iy  C  A 


For  a  free  trial  diskette  including  10  tree  hours  on  AOL, 
call  1-800-641-4848  and  mention  Business  Week. 
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CONTACTING  EDITORS 

Comments,  Ideas,  or  suggestions  can  be  sent  to: 
Internet:  smallbizbw@aol.com 
America  Online:  smallbizbw 
Fax:  (212)  512-3758 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  | 
evening  pbone  numbers.  We  reserve  the  ngbt  to  §| 
letters  for  clarity  and  space  and  to  use  them  in  a! 
electronic  and  print  editions. 
Mail:  Business  Week,  1221  Avenue  of  the  America 
39th  floor,  New  York,  NY  10020 
Fax:  (212)  512-6458 
Internet:  bwreader@mgh.com 
America  Online:  readersbw 

SOBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscripti 
renewals,  changes  or  problems,  and  single  copie: 
Business  Week. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623 

Internet:  bwhelp@mcgraw-hill.com 
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Before  quoting  or  reproducing  editorial  material. 
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The  full  text  of  current  and  past  issues  of  Busine  I 
Enterprise  and  Business  Week  is  available  (along! 
BW  Online's  Small  Business  Center)  on  America  (in 
For  information,  call  (800)  641-4848  and  mentio 
Business  Week. 
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Your  business  on  Windows  sof  tware. 


Your  business  on  Windows  software 
with  a  little  boost  from  IBM  Software. 


ta  warehousing 
minion  sharing 
olimlinn  development 
>erful  messaging 
Tansaclion  processing 
os)  communication 
ke  recognition 
mplelr  data  access 


Fasten  your  seat  belts.  If  your  company  uses  Now,  rather  than  just  tweaking  desktop  produc- 

Windows*  software,  you  re  primed  and  ready  to  tivity.  you  ran  propel  it  to  a  powerful  competitive 

take  business  to  a  higher  level.  IBM  has  a  range  advantage.  So  crank  up  the  opportunities  for 

of  software  to  help  you  leverage  existing  invest-  your  business  by  usin^  IBM  software,  and  ni\e 

ments  and  tap  into  tlx-  interconnected  world.  your  local  IBM  business  partner  a  call. 

For  information,  call  1 800  IBM -2468;  ext.  GA205,  or  visit  us  at  www.software.ibm.com/info/growbiz  T "pr"==" 


Solutions  lor  a  small  [ilanel  " 


se  call  1800  IBM  CALL,  ext  8072  Outside  North  Ametica,  contacl  your  local  IBM  otlice  The  IBM  home  page  is  located  at  www  ihm  com  IBM  is  a  registered  trademark  and  Solutions  lot  a  small  planet 
il  International  Business  Machines  Corporation  'Windows.  Windows  NT  and  Windows  95  are  registered  trademarks  or  trademarks  o!  Microsotl  Corp  ©  1996  IBM  Corp  All  rights  reserved 


Buying  a  plain  paper  fax  doesn't  have! 
be  a  weight  on  your  shoulders,  ^Tiether  yA^DI! 
a  sprawling  giant  or  a  slightly  smaller  ende 


Cong-rat  illations.  The  Budget  Committee 
just  approved  your  FAX  purchase. 


That's  the  charm  of  the  Faxphone  B54( 
from  Canoni  Now  for  53991  any  businessP-'A 
afford  top  qualitv  Bubble  Jet^  faxes  and  co 
Call  1-800-848-4123.  Ext.  690  or  visit  ou 
web  site,  http://www.ccsi. canon. com  to  le 
more.  Whatever  /"^B 
smart  plain  paper  tax  shouldnt  — 
put  such  a  squeeze  on  you.  ~»  -~ 
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tertainment 


:handising 


jat-in-the-hat 


TACK 


)r.  Seuss  cast  of  characters  will  soon  flood  the  market 


Cat  in  the  Hat  is  coming  back! 
id  he's  about  to  rake  in  cash  by 
i  stack. 

decades,  Theodor  Geisel,  better 

as  Dr.  Seuss,  spumed  nearly  all 
to  license  the  immensely  popular 
:ers  he  created,  including  the  Cat 

Hat,  the  Grinch,  and  a  vast  as- 
nt  of  Sneetches,  Yooks,  and  Zooks. 
lisel's  mischievous  menagerie 
i  second  only  to  the  better- 
d  mice  and  dwarfs  of  Walt  { 
t  Co.  for  their  appeal 

grammai-school 
nd  for  their 
)ility. 

m  Geisel  died 

)1,  his  wife, 

y,  planned  to 

1  her  husband's 
to  keep  his  col- 
of  unruly  char- 
caged  in  their 
But  over  the 

;  of  the  next  , 

a  team  led  by 

sband's  longtime 

ey,  Karl  ZoBell, 

iternational  Cre- 

Management  Inc. 

Herb  Cheyette  per- 
il her  to  open  the 

andising  floodgates. 

I  that  the  Dr.  Seuss 

;ters   were  being 

i  off  by  counterfeit- 

jlling  hats,  shirts, 

,  and  videos,  they 

id   that   her  hus- 
creations  were  in 

r  of  falling  into 

ublic  domain.  If 

mnterfeiting  con- 

1  unchecked,  they 

he  75-year-old  wid- 

uld  lose  the  right 

;  which  products  would 

the  Seuss  imprimatur, 
starting  this  fall,  con- 
's will  be  hit  with  a 

)f  Seuss.  On  Oct.  13 

lodeon  will  air  The 

ulous  World  of  Dr. 

,  a  prime-time  pup- 


pet series  created  by  Jim  Henson  Pro- 
ductions Inc.  Next  year,  DreamWorks 
SKG  is  expected  to  go  to  work  on  a  full- 
length  feature  film  based  on  The  Cat  in 
the  Hat,  to  be  written  by  Forrest  Gump 
scribe  Eric  Roth.  In  1999,  MCA  Inc.'s  Uni- 
versal unit  will  open  Seuss  Landing,  a 
mini-theme  park  inside  its  Islands  of  Ad- 
venture resort  in 
Orlando.  Current 
plans  also  call  for 


SEUSS  ON  THE  LOOSE 

Over  the  next  few  years,  Theodor 
Geisel's  empire  of  red  fish,  blue  fish, 
Hortons,  and  Whos  will  spread 
into  new  territories: 

1996  The  Wubbulous  World  of 
Dr.  Seuss,  a  TV  series  created 
by  Jim  Henson  Productions,  on 
Nickelodeon 

1997  Production  is  expected  to 
begin  on  a  full-length  DreamWorks 
SKG  feature  film  based  on  The  Cat 
in  the  Hat 

1999  The  Seuss  Landing  theme 
park  opens  as  part  of  Universal's 
slands  of  Adventure  in  Orlando 

DATA:  INTERNATIONAL  CREATIVE  MANAGEMENT 


creating  a  line  of  Dr.  Seuss  greeting 
cards  and  art  reproductions — as  well  as 
possibly  staging  two  Broadway  shows 
based  on  Geisel's  work. 

That's  not  all.  Apparel  maker  Esprit  is 
expanding  a  line  that  already  includes 
baseball  hats  and  boxer  shorts,  and  Liv- 
ing Books  is  preparing  to  release  five 
Seuss  books  on  cd-rom.  Dr.  Seuss  En- 
terprises has  in  recent  years  taken  in 
$7  million  to  $10  million  annually  in  resid- 
ual payments,  primarily  from  books  and 
TV  specials.  Cheyette  declined  to  predict 
future  revenues,  saying  partnership  in- 
come is  tied  to  licensee  performance. 
SATURATION  RISK.  Big  corporate  players 
are  jumping  at  the  chance  to  go  into 
business  with  Dr.  Seuss  because  what 
little  bit  of  official  merchandise  there 
has  been  has  raced  off  store  shelves. 
Last  Christmas,  Macy's  offered  a  $13.95 
Cat  in  the  Hat  toy  with  each  purchase 
of  $35  or  more.  It  sold  more  than 
200,000  of  them  in  three  weeks — the 
fastest  in  the  10-year  history  of  such 
promotions.  "The  Dr.  Seuss  characters 
are  universally  liked,"  says  Jay 
Kennedy,  comics  editor  at  Hearst  Corp.'s 
King  Features  Syndicate  Div.  "They're 
right  up  there  with  Charlie  Brown." 

The  risk  is  that  Audrey  Geisel  has 
given  the  nod  to  too  many  products  at 
once.  Even  some  of  her  own  licensees 
wonder  if  the  world  will  soon  see  too 
much  Seuss.  "There  could  be  a  danger 
of  oversaturation,"  says  Brian  Henson, 
chief  executive  of  Jim  Henson  Produc- 
tions. "It  is  an  unusual  situation, 
where  there  are  different  people  work- 
ing with  the  same  characters  on  differ- 
ent sorts  of  projects  all  over  the  place. 
That  makes  it  a  little  confusing." 

ZoBell  responds  that  Dr.  Seuss  En- 
terprises is  turning  down  far  more  proj- 
ects than  it  accepts, 
including  proposals  to 
create  toothbrushes, 
eyeglasses,  lunch 
boxes,  bicycles,  and 
clocks.  And  on  at 
least  one  point,  Au- 
drey Geisel  won't 
budge:  "I  don't  want 
to  go  into  the  food 
business.  I  don't 
want  one  of  our  little 
people  poking  out 
from  a  box  of  Wheat 
Chex,"  she  snorts.  So 
while  you  may  be 
able  to  wear  Green 
Eggs  and  Ham,  it 
looks  like  you'll  nev- 
er be  able  to  eat  it. 

By  Mike  France 
in  New  York 


YOUR  CAREER  IS  RESULTS-ORIENTED 


YOUR  COMPANY  IS  RESULTS-ORIENTED 


YOUR  WEDSITE  IS...UH  OH 


Your  website  should  be  more  than  just 
an  electronic  bulletin  board.  It  should 


be  a  real  place  where  you 
can  conduct  real  business. 


Domino 


a  snap  with  application  templates  to 
register  site  visitors  and  even  set  up 
threaded  discussions. 


Enter:  Domino™  from  Lotus.  Domino  is 
the  only  true  interactive  web  application 
server  that  helps  your  business  get  the 
most  out  of  the  web. 

While  it  delivers  corporate  product 
and  marketing  informa- 
tion like  Microsoft's®  or 
Netscape's®  web  servers,  Domino  provides 
the  easiest  way  for  customers  to  find 
the  information  they  want  quickly  with 
site-sort-on-the-fly  features. 

And  it  makes  interacting  with 
employees,  customers  and  suppliers 


Yet  its  benefits  don't  stop 
there.  Domino  is  also  secure  so  you 
have  flexibility  over  who  sees  what. 
And,  importantly,  who  doesn't  see  what. 
It  automates  workflow  processes  like 
lead  generation,  resume  tracking  and 
customer  service -so  you  can  act  on 
information,  not  just  read  it. 

Best  of  all,  Domino  is  built  on  the 
world's  most  powerful  platform  for  business 
applications:  Lotus  Notes.® 

Domino.  It's  all  business.  For  more  infor- 


mation, visit  our  website  at 
http://domino.lotUS.com.    Working  Together* 


Lotus. 


For  more  information,  call  1-800-828-7086,  ext.  C431.  ©1996  Lotus  Development  Corporation,  55  Cambridge  Parkway,  Cambridge,  MA  02142.  Lotus  Notes  and  Working 
Together  are  registered  trademarks  and  Domino  is  a  trademark  of  Lotus  Development  Corporation.  All  company  names  are  registered  trademarks  of  their  respective  companies. 


Government 


FISCAL  POLICY 


CAN  HE  CLOSE 
THE  BUDGET  DEAL? 

OMB  chief  Raines  is  an  outsider-and  that  could  help 


Franklin  D.  Raines  is,  by  his  own 
admission,  a  mediocre  golfer.  The 
problem  is  his  inability  to  swing 
the  same  way  eveiy  time.  "I'm  al- 
ways thinking,  'Let's  try  it  a  little  dif- 
ferent this  time,' "  he  admits.  That  insa- 
tiable need  to  find  new  ways  to  do  tilings 
may  keep  Raines's  handicap  in  the 
stratosphere,  but  it  could  serve  him  well 
in  one  of  government's  toughest  jobs — di- 
rector of  the  Office  of 
Management  &  Budget. 

A  relative  unknown  in 
fiscal-policy  circles,  Raines 
quietly  took  the  OMB  helm 
in  September.  If  President 
Clinton  is  reelected, 
Raines,  a  former  lawyer, 
investment  banker,  and 
business  executive,  will 
find  himself  in  the  midst 
of  Washington's  ugliest  po- 
litical brawl — the  battle  to 
balance  the  budget.  He 
won't  have  to  figure  out 
what  programs  to  cut — 
Democrats  and  Republi- 
cans already  know  that. 
Instead,  the  new  omb 
chief  will  have  to  do  what 
his  celebrated  predeces- 
sors— from  David  Stock- 
man to  Alice  M.  Rivlin — 
did  not:  close  the  deal. 
To    accomplish  that, 


off  a  deal  before  the  budget  gets  caught 
in  the  next  Presidential  campaign.  Some 
would  say  he  was  nuts  to  take  on  such  a 
task,  especially  since  he  left  a  cushy  job 
at  mortgage  giant  Federal  National  Mort- 
gage Assn.  (Fannie  Mae) — and  took  a  $2 
million  pay  cut  for  the  privilege.  Yet 
Raines  savors  the  challenge:  "I'm  not 
saying  it's  easy,  but  it's  doable." 

One  of  seven  children  of  a  Seattle  city 


FRANKLIN  DELANO  RAINES 


- Seattle,  Jan.  14,  1949 


laborer  and  a  Boeing  Co.  maintena 
worker,  Raines  has  been  bucking  ( 
odds  all  his  life.  From  a  working-cs 
Seattle  high  school,  where  he  was  si 
debate  champion  and  student  body 
ident,  Raines  made  his  way  to  Hani 
College,  became  a  Rhodes  scholar,  j 
graduated  from  Harvard  Law. 

But  even  for  such  a  Clintonesiv 
overachiever,  the  stakes  have  nffl 
been  higher.  If  Raines  succeeds,  * 
be  remembered  as  the  guy  who 
balanced  the  budget.  If  he  fails,  Cli 
will  be  doomed  to  four  more  yea 
stalemate  and  partisan  squabbling, 
"PAST   THE    RULES."    In  some 
Raines  seems  a  strange  choice.  Trui 
toiled  in  the  OMB  and  the  White  H 
during  the  Carter  years.  But  that 
nearly  two  decades  ago.  Since  the: 
has  been  busy  building  a  gold-pll 
rolodex  and  a  fortune.  Raines  devell 
powerful  political  connections  during 
years  as  a  public  finance  expert  al 
vestment   bank  Lai 
Freres  &  Co.  before  I 
ing  to  Fannie  Mae,  vm 
he  focused  on  stral 
planning.  Along  the  I 
Raines  schmoozed  his I 
onto  some  big  corpdi 
boards  and  did  good  m 
as  a  director  of  the  Rl 
feller  and  Robert  ll 
Johnson  foundations.! 
he  always  planned  om 
turning  to  govenimerjj 
That  return  comeJ 
as  voters  are  clamorm? 
a  balanced  budget  bu 
loath  to  accept  the  si  \ 
ing  cuts  required  to  g 
Worse,  Raines,  unfai 
with   both   the  cui 
players  and  the  area 
the  budget  debate,  is 
at  the  Washington  | 
"He'll  have  a  long  1 
ing  curve,"  predicts 


Raines  will  have  to  sell  lib-    budget  veteran. 


eral  Democrats  on  deep 
new    cuts    in  domestic 


Harvard  College,  Rhodes  scholar,  Harvard  Law, 
CUR  .  Director,  Office  of  Management  &  Budget 


Still,  being  an  out 

has  its  benefits.  Raiis 
ill 


spending  while  persuading    free  of  the  political  >a 


bitter  GOP  lawmakers  to 
negotiate  with  a  President 
they  don't  trust.  At  the 
same  time,  he'll  have  to 
find  a  way  for  Clinton  to 
trim  the  growth  of  Medi- 


Vice  chairman  and  director,  Fannie 
Mae;  general  partner,  Lazard  Freres;  served  as  a  domestic  policy 
aide  to  President  Carter  and  as  an  associate  director  at  OMB 

BOARDS  Former  director:  Pfizer,  Boeing,  Mitre,  Rockefeller 
Foundation;  former  Visiting  Commitee  member:  Harvard  Col- 
Harvard  business  school 


gage  that  weighs  »v 
many  others  in  thi  d 
bate.  "There  are  er(i| 
experts  in  the  bi| 
process,"  he  says 
much  more  importar(*a 


care  and  perhaps  Social  Se-     lelej_MarvAra_Dusmes^scnooL-  vantage  is  to  be  alf 


curity,  even  after  the  Pres- 
ident's months  of  attacking 
Republicans  for  threaten- 
ing those  very  programs. 
And  Raines  figures  he  has 
only  a  year  or  two  to  pull 


HOME  Lives  in  Washington,  D.C.,  with  his  wife  and  three  children 

PASSIONS  Self-described  homebody  who  runs,  reads  Tom 
Clancy  novels,  and  struggles  with  golf 
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look  past  the  rulesai 
the  process  and  ni 
constrained  by  them 

That  has  worked  II 
for  Raines,  who  was|r< 
at  Fannie  Mae  in  pa  b 

 1 
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;ged  and  compact  Chronomat 
esigned  and  developed  in 
ation  with  the  crack  pilots  of 
elite  Frecce  Tricolor!  flying 

)ly  the  world's  favorite  up- 
selfwinding  chronograph,  its 
'  technical  good  looks  and 
t  profile  are  designed  for  total 
nal  convenience.  The  Breitling 
OMat:  mastering  time  with  the 
id  efficiency  of  the  Concorde's 
owing  lines. 


AUTHORIZED  BREITLING  AGENT: 


^/  Jewelers  to  the  Westside  since  1948 
15231  Sunset  Boulevard 
Pacific  Palisades,  CA  90272 
(213) 454-3612 


Mechanical  chronograph 

Designed  for  service  in  the  demand- 
ing, split-second  world  of  fighter 
aircraft,  the  Chronomat  is  easy  to 
handle  and  operate,  measuring  times 
from  'Ath  second  to  12  hours  and 
providing  intermediate  and  cumu- 
lative flying  times  when  needed.  Its 
rotating  bezel  with  rider  tabs  can  be 
used  to  set  a  time  reference  or 
deadline. 

Available  in  steel,  steel  and  gold  or 
18K  yellow  or  white  gold.  Leather 
strap;  Pilot  or  Rouleaux  bracelet. 


STRUMENTS 


FOR  PROFESSIONALS 


Government 


cause  he  was  an  investment  banker,  not  a 
mortgage  lender.  He  launched  an  over- 
haul of  the  way  loans  were  originated, 
targeting  the  reams  of  paper  that  ac- 
company home  loans.  He  was  convinced 
that  streamlining  the  process  could  cut 
costs  by  more  than  one-third  and  trim 
approval  times  from  weeks  to  hours.  It's 
too  soon  to  know  whether  Raines's  ef- 
forts will  pay  off,  but  his  initiative  helped 
jump-start  automation  in  that  insular 
industry.  Says  Mark  Korell,  group  presi- 
dent of  Norwest  Mortgage  Inc.:  "Because 
he  didn't  have  years  of  background,  he 
came  in  with  fresh  perspectives." 
RELENTLESS.  That's  also  how  Raines 
hopes  to  tackle  the  budget.  Unlike  many 
Democrats,  he  won't  refight  the  war 
over  when  to  reach  balance.  "We  can 
and  should  argue  about  priorities,"  he 
says,  "but  let's  put  in  the  bank  the 
widespread  bipartisan  agreement  for  a 
balanced  budget  by  2002." 

Raines  also  is  an  incrementalist. 
Rather  than  presenting  lawmakers  with 
a  single,  comprehensive  deal,  he  prefers 
piecing  together  a  plan  "issue  by  issue" 
in  a  way  that  insulates  both  Democrats 
and  Republicans  from  voter  criticism. 
"Everything  is  political,"  he  notes. 
"Everything  isn't  partisan." 


Fannie  Mae  ceo  James  A.  Johnson, 
one  of  Washington's  canniest  operators, 
says  that  despite  a  quiet  demeanor,  the 
new  omb  director  can  work  Capitol  Hill. 
"Frank's  not  a  traditional  political  back-' 
slapper,"  Johnson  says,  "but  he's  as  good 
an  advocate  as  I've  ever  met." 

There  is  little  doubt  that  Raines  has 
the  intelligence  for  the  job.  John  Buck- 
ley, a  colleague  at  Fannie  Mae  who  now 

"Everything  is 
political,"  says 
Raines.  "Everything 
isn't  partisan" 

serves  as  Bob  Dole's  chief  spokesman, 
says:  "Frank  is  brilliant  and  tremen- 
dously creative."  Raines  calls  himself  a 
"proselytizer,"  and  he  can  be  relentless 
in  driving  home  a  point.  But  while  he's 
a  tough  negotiator,  he  comes  across  as 
gracious  and  low-key.  "He's  got  a  very 
delicate  touch  with  people,"  says  W. 
Bowman  Cutter,  a  former  top  aide  to 
both  Presidents  Carter  and  Clinton. 


Raines  is  well-connected  within  1 
party's  left  wing,  but  he  himself  is  sol 
ly  in  the  New  Democrat  camp.  He  w 
recruited  for  the  omb  job  by  Vice-Pre 
dent  Al  Gore  and  shares  many  of  I 
views.  "We  shouldn't  start  with  the  i 
tion  that  the  government  is  better  [tl 
the  market],"  Raines  says.  And  wi 
he  believes  in  income  redistribution, 
say  that  "the  best  redistribution  is 
job."  Says  Buckley:  "Frank's  dirty  lit' 
secret  is  he's  not  that  liberal." 

While  Raines  is  pleased  that  few  m 
stories  dwelled  on  the  fact  that  he's  01 
first  black  director,  he  is  immense 
proud  of  it.  It's  important  to  him  t 
other  African  Americans  see  a  black  n  \ 
in  a  powerful  government  post,  t 
course,  blacks  have  served  in  other  C 
inet  jobs.  But  Raines  quotes  a  black  f 
itor  who  dropped  by  his  office  the  of- 
day:  "They  finally  believe  that  one  o\> 
is  capable  of  handling  the  money." 

With  that  recognition,  however,  coil 
the  task  of  breaching  a  15-year  chasn 
partisanship.  Raines's  fresh  take  i 
welcome  one.  His  success  is  anythi 
but  certain,  but  after  years  of  fisi 
gridlock,  a  fresh  face  and  a  willingr  - 
to  try  a  new  swing  can't  hurt. 

By  Howard  Gleckman  in  Washiru,'i> 
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Your  goals  are  set.  But  to  get  there  from  here  you  have  to  ace 
that  presentation  your  boss  just  gave  you  ... 
find  a  way  to  cut  525,000  from  the  budget  ... 

and  be  the  new  rainmaker. 
Thankfully,  for  all  the  firsts  in  your  career,  there's 
First  Books  for  Business. 

This  easy  to  read,  highly  illustrated  new  series  of  books  offers 
professional  support  in  a  style  that  makes  mastery 
of  today's  business  issues  and  skills  a  breeze. 

So,  with  these  new  guides  to  help,  your  success 
will  be  entirely  in  your  hands! 


NEGOTIATING  S12.00 

SALES  AND  MARKETING  $1200 

BUSINESS  PRESENTATIONS  AND  PUBLIC  SPEAKING  $12.00 
BUDGETING  AND  FINANCE  S12  00 
SUPERVISING  AND  MANAGING  PEOPLE  SI200 


....  0/  Hie  ■!  ......   pa 


Business  McGRAW-HILL  fth 


With  Merrill  Lynch,  your  401(k) 
program  may  not  look  quite  like  any  other. 
But  it  will  fit  you  to  perfection. 

At  Merrill  Lynch,  your  401(k)  program  can  be  tailored  specifically  to  your  unique 
quirements.  We  can  help  you  develop  solutions  in  the  key  areas  of  401  (k)  program  design: 


Wash 


Bundled  Services 

By  bundling  employee  benefit 
and  record-keeping  services, 
you'll  gain  maximum  flexibility 
and  value  from  your  plan. 

Technology 

Merrill  Lynch  has  a  flexible  systems 
architecture.  And  we  are  committed  to 
investing  in  state-of-the-art  technology 
to  best  serve  you  and  your  employees. 

Investment  Management  Expertise 

Every  client  benefits  from  the  firm's 
highly  ranked  investment  manage- 
ment expertise  and  access  to 
nearly  400  mutual  funds. 


Education  and  Communications 

Merrill  Lynch's  award-winning 
education  and  communication 
programs,  built  upon  our 
financial  planning  and 
investment  expertise, 
/   1/  are  proven  to  increase 

3ji.J  -     "  plan  participation. 

For  more  information,  call 
f>J^  Donna  Winn,  First  Vice  President, 

at  609-282-2233.  Because  there's 
a  big  difference  between  your  40 1  (k) 
planning  needs  and  everybody  else's. 


i. 


The  difference  is  Merrill  Lynch. 

Merrill  Lynch 

A  tradition  of  trust. 

M9%  Merrill  Lvnch,  Pierce.  Fenner  &  Smith  Incorporared.  Member  SIPC. 


DUMP  THEM,  YOU  BREAK  THE  LAW.  RECYCLE  IMPROPEI 


a=tP  tries  to  recycle  it  or  depends  on  a  steady  supply  of  raw  materials, . 
Whether  your  company  produces  waste,  tries  to  recycle     01  u  y 


IREAKTHE  LAW.  MEANWHILE,  MORE  TIRES  JUST  GAME  IN. 


mging  conditions.  In  fact,  AIG  is  the  only  worldwide  insurance  and  financial  organization  that  helps  manage 
siness  risks  with  a  broad  range  of  customized  services.  Services  like  environmental  remediation  coverage, 

and  market-making  in  commodities  and  stop-loss  protection.  And  we've  got  the  top  financial  ratings  to 
up.  So  we'll  be  there  to  help  keep  your 

rolling  along. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group,  Inc.,  Dept.  A,  70  Pine  Street,  New  York,  NY  10270 
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Social  Issues 


COMMENTARY 


By  Paul  Magnusson 


WHY  PRIVATIZING  WELFARE  COULD  ACTUALLY  WORK 


The  clock  is  ticking.  On  Oct.  1,  the 
federal  government  began  its  re- 
treat from  60  years  of  guarantee- 
ing a  minimum  standard  of  living  for 
pool-  children.  By  July,  states  must 
enforce  strict  federal  guidelines  that 
tell  parents  to  seek  work  or  face  ben 
efit  cutoffs — and  they  must  find  jobs 
for  millions  of  recipients. 

It's  already  clear  that  states  can't 
possibly  handle  this  job  alone 
— which  is  why  a  throng  of 
companies,  including  Lockheed 
Information  Services,  ibm,  and 
Electronic  Data  Systems,  are 
eyeing  the  potential  business. 
Ultimately,  most  aspects  of  the 
$20  billion  system  are  likely  to 
be  privatized,  from  job  training 
to  cash  disbursements. 

Over  the  past  few  years, 
cities  have  privatized  such  ser- 
vices as  fire  protection  and 
trash  hauling  with  considerable 
success.  Predictably,  and  justi- 
fiably, the  prospect  of  for-profit 
companies  caiing  for  the  poor 
has  triggered  much  more 
angst.  "Our  idea  of  positive 
welfare  reform  is  not  the  auc- 
tioning off  of  the  social  safety 
net  to  the  lowest  bidder,"  says 
Gerald  W.  McEntee,  president 
of  the  American  Federation  of 
State,  County  &  Municipal 
Employees,  who  fears  for  his 
members'  jobs. 
INNOVATION.  Given  the  right 
controls,  though,  privatization 
could  turn  out  to  be  a  boon  both  for 
the  poor,  who  depend  on  public  help, 
and  for  taxpayers,  who  foot  the  bill. 
As  it  is,  welfare  offices  aren't 
equipped  to  find  people  jobs;  recipi- 
ents typically  fill  out  forms  at  local 
centers,  check  yellowing  employment 
listings,  then  wait  for  a  check.  Private 
companies,  on  the  other  hand,  bring 
innovation  and  flexibility;  they're  not 
bound  by  hoaiy  work  rules  and  civil 
service  protections. 

The  key  lies  in  implementation. 
Sure,  there  is  opportunity  for  abuse 
when  the  profit  motive  meets  public 
policy.  When  incentives  and  regula- 
tions are  poorly  designed,  the  poor 
can  suffer.  Contractors  should  be  re- 
warded for  recipients'  successful  ef- 


forts to  find  and  hold  jobs — not  simply 
for  slashing  expenses.  States'  critical 
role  in  welfare's  new  world,  then,  is  to 
devise  rales  that  let  business  build  a 
better  system,  make  money  at  it,  and 
still  treat  the  poor  like  human  beings. 

Consider  the  example  of  Lori 
Emerson.  The  32-year-old  mother  of 
four  boys  had  been  on  welfare  for  six 
years  when  state  social  workers  in 
Casper,  Wyo.,  referred  her  to  Curtis 


AIMING  HIGHER 


Contractors 
should  be  rewarded  for  helping 
recipients  find  and  holdjobs- 
not  just  for  slashing  expenses 


&  Associates  for  a  motivational  pro- 
gram geared  to  chronic  recipients.  "I 
was  lazy,  I  guess — I  knew  I  didn't 
have  to  work  if  I  could  get  welfare," 
Emerson  says.  After  15  months  of 
counseling  from  Curtis  and  training  at 
a  community  college,  Emerson  works 
as  a  hospital  lab  technician  and  takes 
home  three  times  as  much  as  when 
she  was  on  welfare.  "Now  I  can't 
imagine  just  sitting  around  home  and 
doing  nothing,"  she  says. 

Curtis  has  a  stake  in  such  success: 
In  many  cases,  it  gets  paid  based  on 
how  long  ex-recipients  stay  on  the 
job.  Likewise,  in  dozens  of  states'  pi- 
lot projects  over  the  past  five  years, 
private  contractors  have  helped  recipi- 
ents move  off  the  dole  with  innovative 


approaches  seldom  tried  by  govern- 
ment. Kelly  Services  Inc.  placed  a  r< 
cruitment  center  in  a  Detroit  welfan 
office  and  offered  free  computer  soft 
ware  training.  The  company  hired  ar 
placed  288  welfare  recipients  in  tem- 
porary jobs  in  one  year.  More  than  i 
third  have  worked  90  days  or  more, 
EFFICIENCIES.  Eventually,  companies 
will  handle  far  more  than  training. 
States  such  as  New  York  already 
have  privatized  food  distribu- 
tion, housing  coordination,  am 
medical  care.  Next  up:  electr< 
ic  benefit  transfers,  required 
2002.  Welfare  recipients  will 
a  debit  card  to  replace  welfarj 
checks,  food  stamps,  and  rent 
subsidies.  In  time,  such  cards 
may  even  disburse  Social  Seci 
rity,  unemployment  compensa; 
tion,  and  veterans  benefits.  C! 
coip  has  contracts  to  provide 
card  services  in  27  states. 

The  potential  for  effieiencie 
is  huge.  So,  too,  is  the  potent 
for  counterproductive  cuts 
Governments  must  devise  pel 
fonnance-based  contracts  to 
com-age  the  first  without  alio 
ing  the  second.  To  even  qu 
for  payment,  contractors  shoi 
have  to  graduate  a  high  num 
ber  of  recipients  from  rigoroij 
training  courses.  Beyond  that 
governments  should  replicate 
Hudson  County  (N.J.)'s  con- 
tract with  Curtis,  which  pays 
bonuses  each  time  a  recipient 
finds  a  job  and  keeps  it  for  two 
months.  "If  these  contracts  tell  com 
panies  they  can  make  money  by  im 
proving  service,  that's  fine,"  says  E 
abeth  Kraeger,  associate  director  at 
New  York's  Community  Food  Re 
source  Center. 

Business,  notes  Kraeger,  is  neith 
compassionate  nor  heartless — it  jus 
responds  to  whatever  stimuli  are  o: 
fered.  Welfare  privatization  will  am 
test  that  idea.  If  Lori  Emerson's  e: 
perience  can  be  repeated  several 
lion  times  across  the  country,  Wash 
ington's  10-year  straggle  to  reform 
welfare  will  have  been  worthwhile'. 

Magnussov  reports  on  social  issj* 
from  Washington. 


94  RimiNFSS  WFFK  /  OCTORFR  ?1    1  99fi 


building  a  Web  site 
lat  really  means  business. 
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Every  day,  more  businesses  are  creating  their 
own  Web  sites.  To  set  your  business  apart,  you 
need  a  site  that  communicates  effectively.  At  the 
same  time,  it  should  be  cost  effective  to  create 
and  maintain.  Today,  no  other  company  has 
more  solutions  to  help  you  create  a  compelling 
Web  site  and  maintain  it  than  Adobe  Systems. 
Recently,  just  creating  a  site  was  an  expensive, 
complex,  highly  specialized  and  almost 
thankless  task.  Now,  Adobe  tools  streamline 
and  simplify  this  task,  making  it  easy  to  create 
a  look  and  feel  that  sets  you  apart.  We've  also 
made  the  updating  and  maintenance  of  your 
site  an  almost  seamless  process.  Best  of  all, 
your  visual  identity,  colors,  logos,  type  and 
more  can  be  easily  preserved  across  the  Web 
thanks  to  Adobes  Web  publishing  and  printing 
solutions.  So  why  put  up  a  Web  site  that  gets 
lost  in  the  crowd?  To  build  one  that  means 
business,  call  1-800-247-1269  or  visit  our  Web  site 
at  http://www.adobe.com/.  CDE  23601 
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Finance 


Can  Jamie  Dimon 
turn  Smith 
Barney  into  a  Wall 
Street  dynamo? 


On  a  Sunday  night  in  early  Au- 
gust, Daniel  P.  Tully,  the  chief  ex- 
ecutive of  Merrill  Lynch  &  Co., 
phoned  three  other  Wall  Street 
CEOs.  Tully.  who  was  also  serving  as 
chairman  of  the  xasdaq  stock  market, 
asked  Smith  Barney's  James  Dimon, 
Dean  Witters  Philip  J.  Purcell.  and 
Goldman  Sachs's  Jon  S.  Corzine  to  come 
to  Washington  the  next  morning.  The 
task  at  hand:  the  highly  contentious  dis- 
cussions over  the  terms  of  a  landmark 
S100  million  settlement  for  charges  of 
pervasive  price-fixing  on  xasdaq.  For 
three  days  straight,  the  four  commuted 
to  Washington  and  met  with  top  regu- 
lators and  their  staffs. 

It  was  the  first  time  Merrill  Lynch's 
Tully  had  worked  closely  with  Dimon, 
who  at  40  is  the  youngest  ceo  of  a  ma- 
jor securities  firm.  And  it  was  one  of 
the  first  times  for  Dimon  to  step  out 
of  the  very  long  shadow  of  his  boss, 
Sanford  I.  Weill,  the  ceo  of  Travelers 
Group,  Smith  Barney's  parent.  Says  Tul- 
ly: "Jamie  never  acted  as  if.  Veil,  let  me 
check  with  Sandy  before  I  speak.' " 
THREE  PRINCIPLES.  Since  January,  when 
Dimon  got  the  top  job  at  Smith  Barney 
Inc.,  he  has  been  coming  into  his  own  as 
a  major  Wall  Street  mover  and  shaker. 
A  straightforward,  unpretentious  worka- 
holic, Dimon  has  a  lot  going  for  him. 
One  asset  is  his  youth.  In  the  stodgy  fi- 
nancial-services business,  he's  on  the 
same  wavelength  as  younger  consumers. 
A  technology  advocate,  he  got  the  firm 
on  the  Internet  and  made  it  the  only 
brokerage  to  tie  into  the  popular  per- 
sonal-finance software  Quicken.  He  also 
pushed  Smith  Barney  to  become  the 
first  brokerage  to  sell  no-load  mutual 
funds,  breaking  industry  tradition.  "He 
represents  the  best  of  a  new  breed  on 
Wall  Street,"  says  Arthur  Levitt  Jr., 
chairman  of  the  Securities  &  Exchange 
Commission. 

But  what  really  sets  Dimon  apart  is 
his  superb  Wall  Street  education.  Di- 
mon has  been  the  right-hand  man  of 
Weill,  63,  who  has  been  masterfully  buy- 
ing, consolidating,  and  running  broker- 
age firms  and  creating  shareholder  val- 
ue since  1960.  "Weill  built  his  empire 
by  sticking  to  three  basic  principles: 
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controlling  expenses,  building  revenues 
through  acquisitions,  and  never  taking 
risks  that  are  unnecessary,"  says  Smith 
Barney  veteran  Stephen  Treadway,  now 
an  executive  vice-president  at  pimco 
Advisors.  "The  essence  of  Jamie  is  that 
you  have  a  bright,  driven  guy  trained 
on  the  principles  Sandy  built." 

Dimon's  and  Weill's  biggest  accom- 
plishment has  been  recreating  Smith 
Barney — which,  like  Dimon,  is  just  now 
emerging  as  a  major  force  on  Wall 
Street.  In  1992,  Smith  Barney  was  a 
sleepy  company  of  just  2,000  brokers 
and  a  small  investment  bank  that 
earned  $157  million.  With  the  1993  ac- 
quisition of  Shearson,  the 
Smith  Barney  name  was 
pasted  on  8,000  Shearson  AGE  40 
brokers.  To  support 
them,  traders  and  in- 
vestment bankers  were 
hired  up  and  down  the 
Street.  The  result:  a  re- 
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firm  even  before  he  became  ceo  in  Jan- 
uary. Many  bankers,  wooed  by  hefty 
contracts  and  ambitious  plans,  left  em- 
bittered and  blame  Dimon  for  broken 
promises,  mismanagement,  and  treating 
them  with  disdain.  "Jamie  is  a  chaiTtiing 
and  smart  person,  but  he  doesn't  un- 
derstand the  crux  of  investment  bank- 
ing," says  an  ex-Smith  Barney  banker. 
"We  tried  to  do  too  much  too  fast,"  says 
Dimon.  "Blame  it  on  me,  not  Bob." 
Greenhill  declined  comment. 

In  mustering  a  second  push,  Dimon 
faces  stiff  odds.  The  market  for  invest- 
ment banking  has  never  been  more 
crowded.  Further,  many  believe  Smith 
Barney  no  longer  has 
the  stomach  to  spend 
what  it  takes  over  time 
to  build  an  investment 
bank.  Historically,  Weill 
and  Dimon  have  suc- 
ceeded by  consolidating 
retail  brokerages  while 


tail  juggernaut  boasting     shunning  investment 
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only  to  Merrill  Lynch's 
13,000,  that  will  earn 
sv,-  million  m  1  !)!)<;,  es- 
timates Sanford  C.  Bern- 
stein &  Co.  "We're  be- 
coming a  powerhouse," 
says  Dimon. 

Yet  despite  Smith 
Barney's  considerable 
progress,  Dimon  faces 
daunting  competitive  ob- 
stacles. On  the  retail 
side,  full-service  brokers 
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ACCOMPLISHMENTS 

Structured  Primerica  pur- 
chase in  1988;  combined 
Shearson  Lehman  with  Smith 
Barney  in  1993;  pushed 
are  under  pressure  from  Smith  Barney  to  sell  no-load 
discounters  as  well  as  mutual  funds  in  1996 
banks,  mutual-fund  com- 
panies, and  financial  plan- 
ners. On  the  institutional  side,  he  needs 
to  find  a  thrifty  way  to  transform  Smith 
Barney  into  a  global  operation.  Says 
Michael  Flanagan,  an  analyst  with  Fi- 
nancial Service  Analytics  Inc.:  "Globally, 
they  have  to  build  or  buy."  Dimon  also 
wants  to  build  a  major  investment  bank. 
In  1995,  Smith  Barney  earned  $599  mil- 
lion, while  Merrill  Lynch  earned  $1.1 
billion,  largely  because  it  boasts  a  large 
investment  bank  to  complement  its  bro- 
kers. If  Dimon  can  muster  the  leader- 
ship skills  and  strategic  moves,  he  could 
change  Smith  Bamey  into  another  Mer- 
rill Lynch. 

Dimon's  and  Weill's  initial  foray  into 
investment  banking  proved  a  chaotic 
and  costly  embarrassment.  In  1993, 
Weill  hired  Robert  F.  Greenhill,  a  su- 
perstar Morgan  Stanley  &  Co.  banker, 
as  ceo  of  Smith  Barney.  But  the  move 
backfired,  and  Greenhill  resigned  early 
this  year.  Dimon  ended  up  running  the 


precarious  terrain.  He 
enjoys  an  unusually  close 
and  trusting  relationship 
with  Weill.  But  Weill, 
whom  one  insider  calls 
"a   professional  busy- 
body," is  still  very  much 
in  charge,  and  as  Dimon 
becomes  a  power  in  his 
own  right,  tension  will 
inevitably  arise  between 
the  two.  Already,  since  Dimon  became 
ceo,  "there  have  been  a  few  confronta- 
tions," says  one  insider.  "Jamie's  riding 
high  on  Smith  Barney's  success.  He  can 
hold  stronger  views  than  ever  before." 
BOSS'S  DAUGHTER.  Dimon  also  has  the 
delicate  task  of  containing  tensions  be- 
tween himself  and  Jessica  M.  Bibliowicz, 
36,  Weill's  ambitious  and  engaging 
daughter,  who  is  very  close  to  her  fa- 
ther. Bibliowicz  runs  Smith  Barney's 
mutual-fund  business.  In  recent  months, 
Dimon  has  been  in  the  uncomfortable 
position  of  disagreeing  with  the  boss's 
daughter  on  new  ventures. 

At  least  Bibliowicz  isn't  competing 
with  Dimon  for  her  father's  job,  which 
no  one  expects  to  open  up  soon.  Will 
Dimon  be  the  next  ceo  of  Travelers? 
"Yes,"  says  Linda  J.  Wachner,  the  chief 
executive  of  Wamaco  Group  Inc.  and  a 
Travelers  board  member.  Dimon  is  al- 
ready the  No.  2  executive  at  Travelers: 
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He  has  been  chief  operating- 
officer  of  the  $16.6  billion  in- 
surance company  since  1993. 
"Everybody  on  the  board  of 
Travelers  is  proud  of  Jamie 
because  he  has  grown  a  long 
way,"  says  Wachner.  "He  has 
converted  Smith  Barney 
from  a  small  brokerage 
house  to  a  meaningful  player 
on  Wall  Street." 

There's  no  question  Dimon 
is  on  a  roll  these  days.  The 
brokerage  has  had  four 
record-breaking  quarters  in  a 
row.  Largely  due  to  Smith 
Barney — it  contributes  30% 
to  40%  of  its  parent's  earn- 
ings— Travelers'  stock  has 
soared  from  21  in  late  1994 
to  its  current  52.  Of  course, 
so  have  other  financial 
stocks,  but  what  distinguish- 
es Smith  Barney  is  Dimon's 
and  Weill's  sharp  emphasis 
on  costs:  Smith  Barney's  re- 
turn on  equity  is  among  the 
highest  in  the  business.  In 
1996's  second  quarter,  it  was 
a  record  36.7%,  up  from 
22.5%,  largely  because  Di- 
mon kept  the  firm  focused 
on  retail  brokerage  and  so 
far  has  not  expanded  over- 
seas. And  Smith  Barney's 
balance  sheet  is  far  less 
leveraged  than  those  of  its 
rivals — thanks  to  Weill's  and 
Dimon's  aversion  to  riskier 
tangents  such  as  proprietary 
trading  and  bridge  loans. 
CRITICAL  OVERKILL.  The  main 
credit  for  such  stellar  re- 
turns goes  to  the  bull  mar- 
ket. But  Dimon  has  brought  a  disci- 
plined, hands-on  management  style.  He 
has  installed  key  lieutenants  who  are 
intensely  loyal  to  him.  He  also  instills 
confidence  by  dint  of  sheer  brainpower. 
Whether  it's  Wall  Street  analysts  or 
Smith  Barney  brokers,  he  can  dazzle  a 
crowd  with  his  ability  to  field  queries  on 
a  range  of  issues.  If  Dimon  has  a  man- 
agerial flaw,  it  is  his  people  skills.  He 
has  yet  to  master  Weill's  deft  touch.  An 
example:  when  someone  floated  an  idea 
at  a  recent  meeting  with  20  employees, 
Dimon  retorted:  "That  is  the  stupidest 
thing  I  ever  heard."  Says  an  attendee: 
"It  wasn't  personal  or  mean-spirited, 
but  he  would  be  more  effective  if  he 
would  lighten  up." 

That  may  take  time.  But  Dimon's 
deep  experience  in  the  brokerage  busi- 
ness more  than  compensates.  His  roots 
in  the  industry  go  back  to  Dimon's 
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UNDER  HIS  WING 


Dimon  and  Weill  have  a  working 
relationship  that,  dates  to  1982.  In 
1993,  Weill  hired  superstar  banker 
Bob  Greenhill  (left)  as  CEO.  Last  win- 
ter, Greenhill  resigned  and  Dimon 
became  chief  executive 


grandfather,  a  Greek  immigrant  from 
Smyrna.  He  was  a  broker  and  taught 
Jamie's  father,  Theodore  Dimon,  the 
business.  Dad  and  granddad,  who  mod- 
ified his  name  from  Papademetriou, 
were  partners  for  19  years.  As  a  teen, 
Dimon  worked  summers  in  his  father's 
office.  While  he  was  in  junior  high 
school,  the  family  moved  to  a  Park  Av- 
enue apartment,  a  big  change  from 
Queens,  where  Dimon  grew  up.  Jamie, 
his  brother  Peter,  and  his  fraternal  twin, 
Ted,  went  to  Browning,  an  East  Side 
boys  school.  Next  was  Tufts  University 
in  Boston,  a  two-year  stint  at  a  con- 
sulting firm,  and  then  Harvard  business 
school  in  1980.  After  a  summer  at  Gold- 
man, Sachs  &  Co.,  Dimon  got  job  of- 
fers from  Morgan  Stanley,  Goldman 
Sachs,  and  Lehman  Brothers.  "He  was 
generally  perceived  as  one  of  the  very 
brightest  guys  in  finance  in  that  class," 


American  Express  Co. 
fered  Dimon  a  job. 

So  began  a  working  .& 
tionship  that  evolvec! 
where  the  two  have  the  I 
derstanding  of  an  old  i 
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have  Jamie,"  says  Ted  Dimon,  no 
Smith  Barney  broker.  Weill  seemt ■«  . 
give  Dimon  room  to  breathe.  For  e>  r  lv 
pie,  Weill  doesn't  attend  Smith  Ba? 
executive  committee  meetings. 
SCOUTING  MISSION.  Weill  left  AmE  i 

1985,  and  after  much  soul-searchingj):  Coi 
mon  joined  Weill  on  his  solo  trek  ton 

a  company  to  buy.  In  a  borrowed  ole—  -  _ 
in  Manhattan,  Dimon  sat  outside  WO 
office,  sifting  through  deal  proposal;  I 

1986,  Weill  bought  Commercial  Cipl  |.;.c  - 
Co.,  which  became  the  foundation  o 
financial  services  empire.  In  1988h 
acquired  Primerica  Financial  Sen 
Group,  which  included  Smith  Bai?; 

In  1993,  Weill  bought  Shearson  f 
American  Express  for  $1.2  billion  li 
shortly  thereafter,  picked  up  Travel 
for  $4  billion. 

Dimon  had  to  earn  his  stripes 
Weill  everv  step  of  the  way.  For  e  i 
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ABR  Information  Services,  Inc. 

leading  administrator  of  benefits  outsourcing 

ABT  Building  Products  Corporation 

mfg.  hardboard-based  &  plastic  building  prod. 

ACC  Corp. 

telecommunications  services 

AGCO  Corporation 

worldwide  agricultural  equipment  manufacturer 

ALLIED  Life  Financial  Corporation 

life  insurance  and  annuities 

Aspen  Technology,  Inc. 

software  &  svcs.  for  process  ind. 

Biogen,  Inc. 

biotechnology /human  pharmaceuticals 

Cable  Design  Technologies  Corp. 

advanced  electronic  and  fiber  optic  cables 

Cavalier  Homes,  Inc. 

manufactured  housing 

Century  Telephone  Enterprises,  Inc. 

telecommunications  services 

Coherent,  Inc. 

worldwide  leader  in  laser  mfg.  and  mktg. 

Consumer  Portfolio  Services,  Inc. 

automobile  finance 

Crystal  Oil  Company 

acquisition  co.  /natural  gas  storage  co. 

DataWorks  Corporation 

enterprise  resource  planning  software 

General  Communication,  Inc. 

telecommunications 


'  3.  Gibraltar  Steel  Corporation 

specialty  steel  processing  &  services 

7.  IDEX  Corporation 

mfr.  fluid  handling  &  industrial  products 


18.  Interactive  Group,  Inc. 

business  software  for  manufacturers 

19  Jack  Henry  &  Associates,  Inc. 

computer  software  for  banks 

20  Mallinckrodt  Group  Inc. 

human  &  animal  health  and  specialty  chemicals 

21  Mercury  Air  Group,  Inc. 

aviation  services 

22  Methode  Electronics,  Inc. 

electronic  interconnection  technologies 

23  Nobility  Homes,  Inc. 

manufactured  housing/company-owned  sales  centers 

24.  Penn  Treaty  American  Corporation 

long-term  care  insurance 

25.  PHP  Healthcare  Corporation 

form,  manage  integrated  systems  of  care  (ISOCf) 

26  Read-Rite  Corporation 

manufacturer  -  recording  heads  for  disk  drives 

27.  Red  Brick  Systems,  Inc. 

software  for  data  warehouse  applications 

28  Rexall  Sundown,  Inc. 

vitamins,  nutritional  supplements,  health  products 

29  Roper  Industries,  Inc. 

fluid  handling  equipment  &  industrial  controls 

30.  Safeguard  Scientifics,  Inc. 

technology  management 

31  Scotsman  Industries,  Inc. 

commercial  foodservice  equipment  mfr. 

32  SITEL  Corporation 

outsourcing  direct  sales  &  customer  service 

33  Star  Multi  Care  Services,  Inc. 

in  home  healthcare  provider 

34  Technitrol,  Inc. 

electronic  components  and  assemblies 
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pie,  in  1988,  Weill  was  impressed  with 
Dimon's  keen  analysis  of  Primerica's 
dicey  balance  sheet,  which  resulted  in  a 
strategy  of  divestitures  and  write-offs 
that  won  over  rating  agencies.  Dimon 
also  managed  the  enormously  complex 
1993  combination  of  Shearson  and  Smith 
Barney.  Weill  declined  to  buy  Lehman 
Brothers,  then  part  of  Shearson.  Sepa- 
rating Shearson  from  Lehman  "was  like 
cutting  your  body  in  half,"  recalls  Di- 
mon. Next,  he  had  to  integrate  Shear- 
son  and  Smith  Barney  brokers  to  form 
what  was  renamed  Smith  Barney. 

mm. 


had  neither  the  interest  nor  the  admin- 
istrative skills  to  manage  Smith  Bar- 
ney. He  was  constantly  out  of  the  office 
meeting  with  clients.  And  there  were 
enormous  tensions  between  the  highly 
paid  ex-Morgan  Stanley  bankers  and 
their  new  colleagues. 

The  strategy  soon  began  going  sour. 
Not  all  of  the  Morgan  Stanley  hires 
turned  out  to  be  rainmakers.  An  ex- 
pansion in  Hong  Kong  proved  a  costly 
failure.  But  most  damaging  to  the  bot- 
tom line  and  morale  were  the  mind-bog- 
gling contracts  and  guarantees  of  the 
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He  also  had  to  expand  the  small 
Smith  Barney  trading  and  banking  staff 
to  execute  trades  and  create  product 
for  the  8,000  Shearson  brokers.  All  in 
all,  he  hired  1,000  people,  moved  4,200 
employees  to  a  larger  headquarters 
building  in  New  York's  Tribeca,  and 
built  five  trading  floors  costing  $250  mil- 
lion. "It  was  24  hours  a  day,  seven  days 
a  week,"  says  Steven  D.  Black,  Smith 
Barney's  chief  operating  officer. 

Weill  wanted  to  go  head-to-head  with 
Morgan  Stanley  and  Merrill  Lynch  for 
high-profile  and  international  deals.  His 
star  catch  was  Greenhill,  a  highly  re- 
garded investment  banker  who  was 
Weill's  trusted  friend  and  adviser.  Ini- 
tially, Greenhill  seemed  like  the  right 
man  for  the  job.  He  brought  over  22 
Morgan  bankers  and  instantly  reeled  in 
a  marquee  deal:  Smith  Barney  repre- 
sented Viacom  in  a  $10.2  billion  merger 
with  Paramount  Communications. 

But  Weill  and  Dimon  soon  realized 
that  Greenhill,  while  a  superb  banker. 


BRAIN  TRUST 


Steve  Black,  center,  heads  the  executive 
committee  that  includes,  from  left,  Robert 
Druskin,  Paul  Underwood,  William  Mills, 
James  Boshart  III,  Robert  Case,  and  Michael 
Panitch.  Not  shown:  Robert  H.  Lessin 


three  most  senior  bankers  from  Mor- 
gan Stanley:  Greenhill,  Robert  H. 
Lessin,  and  Michael  Levitt.  The  multi- 
year  guarantees  consumed  the  lion's 
share  of  the  investment-banking  bonus 
pool  because  the  trio  got  a  percentage 
of  the  total  earnings  of  the  entire  de- 
partment. This  meant  the  rest  of  the 
bankers,  no  matter  how  productive,  had 
to  scrap  over  a  shrunken  pie. 

In  late  1994,  Weill  severely  cut  back 
Greenhill's  responsibilities.  Dimon  moved 
into  the  vacuum.  Officially,  Greenhill  re- 
tained the  ceo  title,  but  Dimon  ran  the 
show.  Yet  by  stepping  into  the  ceo  po- 
sition without  the  title,  his  supporters 


say,  Dimon  got  in  a  no-win  situam 
where  he  did  a  lot  of  the  work  andoi 
none  of  the  credit.  "He  was  follow 
behind  a  big  elephant  to  make  :1 
nothing  hit  the  ground,"  says  a  sel 
Travelers  executive.  "If  it  wasn'tB 
Jamie,  it  would  have  been  much  wof 

Initially,  Dimon  and  Greenhill 
civil  to  each  other,  but  later 
worked  at  cross-purposes,  avoiding! 
complaining  about  each  other.  Theyj 
wildly  dissimilar  personalities  and 
Greenhill  was  hell-bent  on  making  Sft 
Barney  into  a  global  investment  m 
and  tried  to  buy  the  Euroft 
houses  Barings  PLC  andl 
Group.  Dimon  was  more  ill 
ested  in  cutting  costs. 
PAY  SHOCKER.  Finally,  aftl 
year  of  trying,  Dimon  I 
vinced  Weill  that  Greenhilll 
to  go.  In  January,  1996,  Gm 
hill  resigned.  "It  was  a  ft 
take.  It  didn't  work  out,"! 
mits  Weill.  "I  learned  gl 
things  are  built  over  a  lonjl 
riod  of  time." 

Wall  Street  gasped  vf 
word  of  Greenhill's  three-H 
pay  package  of  $86  miH 
came  out,  including  restriH 
stock  worth  $20  millioiH 
yearend  1995.  And  he  wilfl 
ceive  bonuses  for  three  iwk 
years,  which  could  total  ai  H 
ditional    $30    million.  H 
episode  did  a  lot  of  darrH 
"Jamie  was  really  hurt  bj  H 
whole  thing.  He  got  realljH 
ally  burned  and  made  to  H 
foolish,"  says  one  employ*  ■ 
Dimon  certainly  bears  s  n 
of  the  blame  for  the  problfBI 
It  was  Dimon  and  Weill  1 
put  together  Greenhill's 
contract  and  Dimon  and  G« 
hill  who  negotiated  thos 
Levitt  and  Lessin.  And  th< 
still  a  talent  drain.  Dozei 
bankers  have  bailed  out 
year,  including  30  promising  youjf 
ones  as  well  as  the  experienced  t<b 
that  worked  the  energy  industry  > 
Latin    America.    Ex-Smith  Balf 
bankers  say  that  the  investment  bat,, 
too  dependent  on  two  or  three  ipUIIl 
areas,  such  as  health  care.  Last  Janj 
Dimon  conceded  to  the  bank's  staffHh .. 
"I  know  I  made  mistakes,  and  I'm  sp 
Let's  move  forward. " 

Dimon  and  others  minimize  the  w 
age.  The  investment  bank  repre>n 
just  5%  to  10%  of  Smith  Barney's  >r 
ings,  says  Dimon.  But  that  is  exft 
the  problem.  The  firm  has  a  wa.\ 
go  before  it  reaches  its  goal  of  tfr 
 - 
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.oad  your  originals  once  and  walk  away.  The  new  Mita" DC-8090  makes  up  to  999  stapled,  punched,  finished 
ocument  sets,  all  by  itself.  It's  simply  the  most  capable,  automatic  copier  ever  created.  Call  1  -XOO-ABC-MITA. 


ie  new  Mita  DC-8090  has  the  technology 

to  manage  complicated  copying  jobs 
rom  start  to  finish-it's  fully  automatic, 
iunsets  should  be  watched,  not  copiers. 

Automatic  copying!        perfected  it. 


Computer  down? 
Have  we  got  news 
for  you. 


Introducing 
AST  ExpressService 

At  AST,  we're  cranking  out  the 
hottest  machines  around.  And 
now,  we've  got  an  even  better 
way  to  keep  them  all  humming  - 
AST  ExpressService".   Put  simply, 


it's  an  arsenal  of  the  fastest,  most 
comprehensive  service  anywhere. 
Including  AST  ExpressONE",  our 
exclusive  notebook  replacement 
program  with  FedEx",  that  ensures 
a  technician  in  your  office  the  next 
day.  And  AST  InfoLine,  which 
provides  instant  service  solutions 
via  fax.  Replacement  parts?  We 
can  get  them  to  you  overnight. 
Best  of  all,  you  can  reach  all  of 
this  with  one  phone  call.  Which 
we'll  usually  answer  in  under  a 
minute*  (Let's  see  those  other 
guys  try  that.)  Bottom  line?  Faster 
service.  Less  down  time.  And  none 
of  that  annoying  on-hold  music. 
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Finance 


in  the  top  five  in  mergers  &  acquisi- 
tions. Its  m&a  market  share  has  de- 
clined from  No.  8  in  1995  to  No.  12 
through  Oct.  4,  1996. 

Still,  Smith  Barney  is  going  gang- 
busters  in  other  areas  that  it  says  are 
key  for  the  firm's  retail  brokers.  While 
only  No.  10  as  an  underwriter  of  all  do- 
mestic debt  and  equity  issues,  it  is  No.  4 
in  U.  S.  stock  underwriting,  No.  2  in 
IPOs,  and  No.  1  in  muni  bonds,  through 
Sept.  30.  The  markets  where  it  is  weak- 
er— government  debt,  corporate  debt, 
and  m&a — are  not  as  relevant  for  retail 
customers,  it  says.  "We  are  building  on 
our  strengths,"  says  Dimon. 
FOREIGN  VACUUM.  Sobered  by  his  costly 
education,  Dimon  is  rebuilding  with 
more  realistic  goals.  He  says  he  has  no 
plans  to  make  Smith  Barney  another 
Men-ill  Lynch.  Instead,  now  that  Merrill 
Lynch  has  broken  into  the  top  three, 
alongside  Morgan  Stanley  and  Goldman 
Sachs,  Smith  Barney  seems  to  be  aim- 


ing for  the  No.  4  or  Merrill  Lynch 
"wannabe"  slot.'  That  means  settling  for 
the  co-manager  position  on  some  un- 
deiwritings  instead  of  the  lead  manager 
slot.  Rather  than  "elephant  hunting," 
as  Dimon  calls  pursuing  the  biggest  m&a 
deals,  he  plans  to  do  a  high  volume  of 
equity  and  high-yield  underwritings  and 
m&a  for  midsize  to  large  companies. 
"Maybe  that's  what  Merrill  Lynch  did  in 
the  past.  They  used  then-  size  and  brand 
name  to  bootstrap  their  investment 
bank,"  says  Dimon. 

Dimon  is  also  working  on  a  better 
compensation  system,  since  the  old  one 
prompted  so  many  departures.  The  big 
test  will  be  at  yearend,  when  bankers 
get  their  bonuses  and  decide  whether  to 
stay.  Further  defections  would  make  it 
tough  to  attract  the  30  to  40  bankers 
whom  the  firm  plans  to  hire  in  1997. 

Internationally,  Dimon  lacks  critical 
mass.  With  just  150  people  in  London, 
140  in  Tokyo,  and  50  in  Hong  Kong — far 


fewer  than  rivals — Dimon  is  considd 
buying  or  building  a  bank  or  find 
joint-venture  partners.  He  could 
Travelers'  $750  million  in  excess  cap 
"Maybe  we'll  buy  a  global  investn 
bank,"  says  Dimon. 

Dimon  could  partner  with  an  insl| 
tional  firm,  such  as  Morgan  Stanley, 
way  for  Smith  Barney  to  get  a  bra 
variety  of  financial  products  tew 
through  its  brokerage  network.  . 
there  are  recurring  rumors  that  Si 
Barney  will  buy  another  retail  brol 

Whatever  card  Dimon  plays,  it  w| 
be  a  mistake  to  underestimate  himl 
is  enormously  ambitious,  and  desl 
his  disclaimers,  many  believe  he  is  I 
ven  to  make  Smith  Barney  anol 
Merrill  Lynch.  That  could  take  a  del 
—  if  ever.  But  with  Weill's  blessing,: 
the  maturing  experience  of  a  few 
bles  behind  him,  Dimon  certainly  hft 
decent  shot. 

By  Leah  Nathans  Spiro  in  New  m 


TICKER  TAPE  IN  THE  GENES 


Almost  from  the  begin- 
ning, Jamie  Dimon 
knew  what  he  wanted. 
When  Jamie  was  only  nine 
years  old,  his  father,  Ted,  a 
stockbroker,  asked  him  and 
his  two  brothers  what  they 
wanted  to  be  when  they 
grew  up.  The  older  boy,  Pe- 
ter, said  a  physician.  Ted, 
Jamie's  twin  brother,  said 
he  didn't  know.  Then  it  was 
Jamie's  turn.  "I  want  to  be 
rich,"  he  replied.  Says  Ted: 
"He  wanted  to  run  some- 
thing and  have  power." 

At  Harvard  business 
school,  Jamie  was  known 
for  his  bluntness.  As  a  first- 
year  student,  Dimon  dis- 
agreed with  a  professor  in 
front  of  the  class  about  how 
to  interpret  a  case  study. 
"The  teacher  got  very  embarrassed, 
but  Jamie  was  right,"  says  classmate 
Peter  Maglathlin.  Another  day,  in  a 
course  whose  grades  were  based  50% 
on  class  participation,  Dimon  was 
talking  while  another  student  sitting 
nearby  was  frantically  waving  his 
hand  to  get  recognized.  Dimon 
turned  to  the  student  and  said:  "Put 
your  stupid  hand  down  while  I'm 
talking." 

Dimon  does  have  a  more  sensitive 


THE  DIMONS  AT  HOME:  A  match  intuit  at  Harvard 


side,  however.  His  friends  say  that 
in  high  school  he  was  inseparable 
from  his  dog,  a  sheltie  named  Chip- 
py. At  B-school,  he  carried  the  pet 
around  when  it  became  too  arthritic 
to  walk.  Several  years  ago,  after 
reading  a  story  in  The  New  York 
Times  about  a  Chicago  teenager  who 
was  an  exceptional  student  but 
mired  in  poverty,  Dimon  phoned  the 
boy's  mother  to  offer  her  son  a  sum- 
mer job.  The  boy  and  his  sister  have 


worked  for  Smith  Barney! 
in  New  York  for  two  sump 
mers  in  a  row. 

Besides  work,  Dimon's 
top  priority  is  his  family.  [5 
He  met  his  wife,  Judy 
Kent,  at  Harvard  businesl 
school.  They  have  three 
girls,  ages  11,  9,  and  7. 
Giving  up  her  career  run- 
ning a  small  foundation, 
Judy  Dimon  tends  to  the 
girls  and  the  family's  Nev 
York  apartment  and  is  ac- 
tive in  the  Children's  Aid 
Society.  An  avid  skier,  tei 
nis  player,  and  runner, 
Jamie  has  little  time  left 
indulge  his  favorite  pas- 
time of  reading  history. 

Dimon  always  makes 
time  to  take  calls  from  h 
father  with  suggestions  c; 
complaints.  "I  have  complete  confi-i 
dence  in  his  inner  strength,"  says 
his  father.  Ted  adds  that  his  son,  a 


Democrat,  might  go  into  politics 
someday.  Friends  say  he  has  dis- 
cussed the  idea.  B-school  classman 
James  E.  Long  says:  "Kissing  the 
right  rear  ends  is  not  his  strength 
So  far,  though,  not  being  a  toady 
hasn't  hurt  him. 

By  Leah  Nathans  Sp> 
in  New  Yd 
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How  to  use  the  Web 
to  propel  your  business. 

AT&T  Easy  World  Wide  Web"':  we  provide  the  power, 
you  pick  the  direction. 


;ver  business  you're  in,  AT&T  Easy  World  Wide  Web 
an  easy,  friendly  way  to  put  your  best  foot  forward 
online  environment,  so  you  won't  feel  like  a  duck 
'  water! 

top  shopping  for  a  global  Internet  presence 

Easy  World  Wide  Web  gives  you  a  hassle-free  encl- 
1  solution,  from  implementing  to  managing  your 
ite,  so  you  eliminate  a  lot  of  the  headaches. 

Ip  you  dive  right  in,  we  provide  Web  site  creation 
ind  access  to  training.  And  we  can  refer  you  to  a 
I  ">f  professional  Web  developers  for  help  in  designing 
sctive  site. 

etwork  reliability  yon  expect  from  AT&T 

is  experienced  in  building  operations  infrastmctures 
;  m  depend  on.  And  to  keep  your  business  moving 
|f"d  with  the  Web,  we  provide  the  backup  systems 


and  technology  to  protect  your  site  from  becoming  over- 
loaded and  obsolete. 

Propel  your  business  with  a  leader  in 
electronic  solutions 

AT&T  Easy  World  Wide  Web  is  one  of  the  many  Internet 
products  we  offer.  As  your  Internet  needs  expand.  AT&T 
can  move  you  upstream  with  additional  enhancements. 

For  more  info  motion  an 

AT&T  Easy  World  Wide  Web  call  toll-free 

1  800  7HOSTIN,  Dept.  1021 

Or  e-mail  us  at  telem  rk@attmail.com 
Or  visit  our  Web  si;  it 
http://u'tvu>.  att.  co       asy  commerce/ 
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.ow  well  your  company  performs  in  the  future 
depend  on  how  well  you  incorporate  communications 
ology  into  corporate  strategies. 

Join  Business  Week  and  the  pioneers  of  the  intranetworked 
ration  for  an  informative  discussion  of  the  future  of 
ess  communications.  This  is  one  important  exchange 
ormation  you  don't  want  to  miss. 


Don  Tapscott 
President,  New  Paradigm 
Learning  Corporation 
and  Author  of  THE 
DIGITAL  ECONOMY: 
Promise  and  Peril 
in  tin  .  \ge  oj 
Networked  I  ntelligeni  e 


Presented  in  association  with: 

Hewlett-Packard  Company 
Sponsored  by: 

ANS,  an  America  Online  Company 
EMC  Corporation 
Lawson  Software 
MicroAge  Infosystems  Services 
Novell,  Inc. 
Oracle  Corporation 

For  registration  information: 

Please  call  (800)  821-1329. 
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A  Rocking  Chair  Is  A  Piece  Of  Furnituri 

Not  A  State  Of  Min 


We  knm\  people  whose  lust  for  lite  has  not  and  will  not  diminish  hecause  it's  the  morning  after  tl 
65th  birthday.  They  re  too  busy  putting  the  finishing  torn-he^  on  a  hook  of  poem-.  Tutoring  imderprivilej 
kid-  with  their  math.  Learning  the  tango.  Or  taking  acting  classes.  It's  an  outlook  that  works  rat 
well  w  ith  our-.  \\  hether  it"-  annuities,  101(k)s,  11!  Vs.  mutual  fund-  or  life  insurance  for  your  fam 
we  ve  packaged  a  unique  -et  of  tools  to  help  you  realize  your  life's  next  great  exploit.  W  hich  cor 
naturall)  when  retirement  i-n  t  viewed  a-  merely  an  end.  But  rather  the  wav  you've  been  living 
along:  passionately.  For  a  free  brochure,  call  1-800 -AETNA- 6( )  or  \  i-it  us  at  http://ww  w.aetna.ci  £ 


i; 


or  1 1  c  t  i  i  e  m  e  n  t .  Manage  for  Lite. 


/Etna 


Aetna   Retirement  Services 
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EAT  WESTERN'S 
STERY  SUITOR 

at  Western  Financial  (gwf)  is  the 
tion's  second-largest  savings  and 
nstitution,  with  assets  of  $44.5  bil- 
3hares  have  perked  up  since  July, 
21  to  about  28.  Apart  from  buoy- 
undamentals,  the  stock  is  being 
I  by  raging  consolidation  in  the  in- 
y.  Great  Western  has  been  one  of 
irnia's  enticing  s&L  targets, 
w  comes  a  fresh  rumor  that  a  ma- 
at-of-state  commercial  bank  is  in 
it.  According  to  a  New  York  in- 

.IMBING,  BUT  NOT  WINDED 


GREAT  WESTERN 
STOCK  PRICE 

WEEKLY  CLOSE 


1994 

$1.69 


OCT.  8 


5,  '96 
MS 

\:  BLOOMBERG  FINANCIAL  MARKETS,  FIRST  CALL  CORP. 

lent  banker,  the  bank  "will  ap- 
l — if  it  hasn't  done  so  already — its 
cement  for  a  friendly  merger  deal." 
ro  says  Great  Western  would  be 
al,  strategic  addition  to  this  large 
^-center  bank. 

figures  that  most  thrifts  are  cur- 
selling  at  1.5  times  their  "tangible 
/alue."  This  buyer,  he  thinks,  will 
to  pay  something  like  2.2  times 
or  about  35  to  37  a  share  if  it 
to  win  gwf.  Still,  he  adds,  "Great 
rn  isn't  just  your  typical  S&L."  It 
i  "attractive  deposit  base"  in  Cal- 
,  and  Florida,  as  well  as  a  highly 
tble  consumer-finance  business, 
uyout  wouldn't  surprise  analysts, 
company  is  clearly  of  above-aver- 
I  lality,"  says  analyst  Paul  Huber- 
|  f  Standard  &  Poor's,  and  has  been 
g-term  consolidation  candidate." 
o  thinks  the  acquirer  would  be  an 
state  commercial  bank.  With  gwf 
sizing  mortgage  servicing,  check- 
counts,  and  mutual  funds,  fee  in- 
s  apt  to  improve,  he  adds. 
]yst  Todd  Pitsinger,  of  Friedman, 
s,  Ramsey,  an  investment  bank 
ington,  Va.,  says  consolidation  is 


bound  to  continue  and  that  gwf  is  "on 
top  of  the  list"  of  buyout  targets.  It 
looks  good  to  out-of-state  banks  largely 
because  of  its  "tremendous  branch  sys- 
tem," high  net-interest  margins,  and  low 
cost  of  funds.  For  non-California  banks 
to  compete  with  in-state  biggies 
BankAmerica  and  Wells  Fargo,  they 
would  have  to  pick  an  outfit  like  gwf, 
says  Pitsinger. 

MACRO-TROUBLE  AT 
MICRO  WAREHOUSE? 

It  takes  guts  to  short  a  stock  that  has 
already  gone  from  54  to  22.  But  in 
the  case  of  Micro  Warehouse  (mwhs), 
that's  what  some  daring  pros  have  done. 
They're  convinced  the  stock  still  has  a 
long  way  to  go — down.  Why? 

On  Sept.  30,  the  large  catalog  mar- 
keter of  microcomputers  and  software 
products  announced  that  it  has  to  re- 
state 1994  and  1995  earnings  because  of 
"accounting  errors."  Analysts  tracking 
the  company  have  trimmed  earnings 
estimates  for  1996  but  have  only  turned 
"neutral"  on  the  stock,  which  dived  5'A. 
to  25%  on  the  news. 

The  company  admits  that  the  errors 
could  cut  results  by  about  $18  million. 
But  the  shorts  suspect  the  number  will 
be  larger.  They  think  earnings  were 
overstated  by  inflating  the  amount  of 
receivables  expected  from  suppliers  such 
as  Apple  Computer. 

"The  stock  could  be  in  really  serious 
trouble,"  says  Rick  Teller  of  the  Teller 
Group  unit  of  the  securities  firm  Joseph- 
tal,  Lyon  &  Ross.  "The  1996  and  1997 
numbers  almost  certainly  will  have  to  be 
downsized  by  a  lot  more  than  what  an- 
alysts have  done  so  far." 

Micro,  in  explaining  the  numbers, 
says  they  principally  involved  "receiv- 
ables from  suppliers  and  vendors  for 
defective  inventory,  stock  rotation,  and 
price  protection."  Teller  translates  that 
to  mean  the  company  took  huge  liberties 
in  reporting  receivables. 

Micro  says  its  audit  committee  is  re- 
viewing the  accounts  with  the  help  of 
kpmg  Peat  Marwick  and  outside  counsel. 
Management  "doesn't  expect  these  mat- 
ters to  affect  ongoing  operations." 

Teller  and  other  investors  disagree. 
They  note  that  the  overstatement  of 
earnings  by  $18  million  represents  one 
quarter  of  total  earnings  during  those 
two  years  and  more  than  half  of  earn- 
ings growth.  Meanwhile,  insiders  have 
sold  about  $81  million  worth  of  stock 
over  the  past  two  years,  notes  Teller. 


Concern  that  accounting  errors  may  cov- 
er more  than  two  years  and  involve 
even  larger  numbers  will  drive  the  stock 
much  lower,  he  suspects.  A  spokes- 
woman says  a  lawsuit  filed  by  share- 
holders on  Oct.  1  prevents  Micro  from 
commenting  on  the  matter. 

A  TEN-GALLON 
PETROLEUM  PLAY 

Abraxas  Petroleum  (axas)  is  a  small, 
independent  oil-and-gas  explorer  and 
producer  in  Texas  that,  at  first  glance, 
looks  no  different  from  dozens  of  other 
companies  in  the  oil  patch.  So  why  have 
some  big  institutions  bought  large 
stakes  in  this  unknown  small  fry? 

Bob  Gershen,  managing  partner  at 
aem  Associated  Energy  Managers,  says 
Abraxas  has  been  growing  at  a  rapid 
pace  through  acquisitions.  That  has 
made  its  stock,  currently  at  7  a  share, 
"extremely  cheap"  based  on  the  com- 
pany's assets  and  growth  rate.  Gershen 
says  aem  bought  a  17%  stake  in 
Abraxas  because  he  sees  its  stock  more 
than  doubling  in  a  year. 

Analyst  C.  Van  Levy  of  the  securities 
firm  Jefferies  &  Co.  figures  that  the 
company's  net  asset  value  is  $13.50  a 
share.  At  its  current  price,  he  notes, 
Abraxas  is  trading 
at  57%  of  its  liqui-       HIGHER  STILL 
dation     value —       AND  HIGHER? 
"making  it  one  of 
the  most  inexpen- 
sive stocks  in  our 
universe." 

That  may  be 
modest.  Abraxas 
has  signed  a  let- 
ter of  intent  to 
buy  the  properties 
of  Canadian  Gate- 
way Systems,  con- 
sisting of  140  gas- 
producing  wells  in 
Alberta,  for  $85 
million.  Earnings 
from  the  Canadian  properties  (before 
interest,  taxes,  depreciation,  and  amor- 
tization) are  projected  at  $15  million  a 
year.  Abraxas'  pretax  earnings  would 
jump  to  $36  million  for  1996  from  $9 
million  in  '95,  analysts  say. 

Abraxas  Chairman  and  CEO  Bob  Wat- 
son says  production  from  many  of  the 
company's  wells  has  exceeded  initial  es- 
timates. Before  the  Canadian  acquisi- 
tion, Van  Levy's  estimates  of  Abraxas' 
cash  flow  were  $1.09  a  share  for  1996 
and  $2.08  for  1997. 
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It's  a  B-school  bull  market  as  applications, 
test  scores,  and  starting  pay  hit  record  highs 
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3  WHARTON 
MAS  GERRITY 
'ENTS  AT  THE 
HIA  CAMPUS 


There  may  have  been  a  few  mo- 
ments when  Thomas  P.  Gerrity 
had  second  thoughts.  This  past 
summer,  he  was  climbing  toward 
the  majestic  peaks  of  the  Grand 
Tetons  in  Wyoming.  Some  5,000  feet 
in  the  air,  he  had  to  crawl  on  his 
belly  across  the  face  of  the  moun- 
tain, his  fingers  scrabbling  for  a  grip 
on  the  granite.  "It  was  a  moment  of 
truth,"  he  says. 

Gerrity,  dean  of  the  University 
of  Pennsylvania's  Wharton  School, 
easily  made  the  maneuver,  and  later 
reached  the  summit  to  witness  a 
strikingly  beautiful  sunrise.  Now, 
Gerrity  has  scaled  the  heights  yet 
again  by  leading  Wharton  to  the 
pinnacle  of  business  week's  B- 
school  ranking  for  the  second  time 
in  a  row.  And  he  didn't  just  hang  on 
by  his  fingernails.  The  dean  signifi- 
cantly strengthened 
the  school's  lead  among 
corporate  recruiters 
and  gained  the  fourth- 
best  marks  from 
Wharton's  mba  gradu- 
ates to  stay  ahead. 

The  biggest  sur- 
prise, though,  was  the 
University  of  Michigan 
at  Ann  Arbor's  four- 
place  jump  to  the 
No.  2  spot — ahead  of 
even  Northwestern 
University's  J.  L.  Kel- 
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logg  School  of  Management,  which 
slipped  another  notch,  to  third,  after 
dominating  the  business  week 
ranking  from  1988  to  1992.  Harvard 
University  finished  fourth,  up  one 
place,  thanks  to  an  overwhelming 
endorsement  by  students  of  new 
dean  Kim  B.  Clark's  makeover  of 
the  school.  Graduate-satisfaction 
scores  saw  big  gains  in  nearly  every 
category,  but  especially  in  the  use  of 
information  technology,  an  area  in 
which  Clark  has  invested  some  $11 
million  to  put  Harvard  in  the  lead. 

Other  winners  and  losers:  The 
University  of  Virginia's  Darden 
School  vaulted  seven  spots,  to  fifth, 
by  gaining  ground  with  recruiters 
and  winning  the  top  prize  in  gradu- 
ate satisfaction.  Stanford  University 
and  the  University  of  Chicago, 
meantime,  lost  ground.  Stanford 
dropped  to  seventh 
from  fourth  because  of 
student  complaints 
about  the  quality  of 
teaching.  Chicago 
plunged  five  places,  to 
eighth,  after  mbas 
found  the  school's  ad- 
ministration and  place- 
ment office  wanting. 

The  perspectives  of 
mba  students,  who  in- 
vest as  much  as 
$180,000  in  tuition  and 
lost  earnings  to  get 


BUSINESS  WEEK  /  OCTOBER  21,  1996  1  11 


the  degree,  figure  prominently  in  the 
BUSINESS  week  ranking.  Instead  of  mea- 
suring quality  by  school-reported  test 
scores  and  starting  salaries,  the  maga- 
zine surveys  the  graduates  and  the  com- 
panies that  hire  them.  This  year,  ques- 
tionnaires were  sent  to  7,235  mbas  at  51 
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schools  and  326  companies  that  actively 
recruit  at  the  top  schools.  A  total  of 
4,830  graduates  and  227  companies  re- 
sponded (page  122). 

Graduates,  who  judge  only  their  own 
schools,  were  asked  for  their  views  on 
such  issues  as  teaching  quality,  program 
content,  and  career  placement.  In  the 
corporate  survey,  recruiters  were  asked 
to  rate  student  skills  and  rank  B-schools 


A  Report 
Card 
for  the 
Top  25 

Getting  into  the  schools  on 
this  list  is  harder  than  it  has 
ever  been.  With  applications 
at  the  top  25  schools  rising 
by  33%  since  1994,  schools 
are  admitting  even  smaller 
percentages  of  candidates. 
None  is  more  selective  than 
Stanford,  which  accepted 
just  1  out  of  every  14  appli- 
cants last  spring. 

The  good  news,  though,  is 
that  once  you  get  in,  you  can 
expect  big  rewards.  Average 
job  offers  jumped  by  30%,  to 
three  per  grad.  And  the 
median  starting  pay  for  an 
MBA  at  a  top-25  school  is 
now  a  stunning  $81,569,  up 
16%  in  two  years. 

The  letter  grades  here 
measure  schools  based  on 
graduate  and  recruiter  sur- 
veys. The  top  20%  in  each 
category  come  home  with 
As.  The  next  25%  get  Bs,  the 
next  35%  get  Cs,  and  the 
bottom  20%  take  Ds.  See 
page  122  for  further  details 
on  the  ranking  process. 


on  their  overall  quality  and  the  success 
rate  of  graduates  in  their  organizations. 
Both  polls  were  combined  to  produce 
the  business  week  list.  This  year,  the 
ranking  has  been  expanded  from  20  to 
25  schools.  As  a  result,  the  list  now  in- 
cludes several  first-timers,  including 
Southern  Methodist  University  and  the 
American  Graduate  School  of  Interna- 
tional Management. 

Whether  the  stocks  of  individual  pro- 
grams rose  or  fell,  it's  clear  that  B- 
schools  are  in  the  midst  of  quite  a  bull 
market.  At  virtually  all  the  best  schools, 
applications,  gmat  scores,  and  starting- 
pay  packages  for  mbas  are  setting  all- 
time  records.  An  avalanche  of  mba 
wannabes,  more  eager  than  ever  to 
have  their  resumes  stamped,  has  over- 
whelmed the  admissions  offices  of  the 
leading  schools  over  the  past  two  years. 
business    week's    top-25  schools 


processed  80,766  applications  this  jar 
up  33%  in  two  years  and  far  hiiei 
than  the  previous  peak  of  64,647  in  JpO 
The  average  gmat  score  of  the  laast 
incoming  class  at  the  top  25  hit  a  reird 
644,  up  35  points  in  the  past  10  ye;s. 
COACHING  GAP.  Every  school  posteiiar 
increase  in  applications,  and  the  lar&i 
swell  occurred  at  the  Massachusetts- 
stitute  of  Technology's  Sloan  School 
Management,  where  an  applicant  ft 
of  3,012— up  80%  since  1992— vie 
just  325  seats  this  year.  Applicatio 
No.  1  Wharton  have  soared  46 
record  7,329  this  year,  stunning  a 
sions  officials,  who  scrambled  to 
up.  At  one  point,  it  took  the  scho 
entire  month  just  to  fulfill  a  telep 
request  for  an  application.  To  sc 
candidates,  the  admissions  staff  b 
meeting  off  campus  to  avoid  the  de! 
back  at  the  office,  alternating  at 
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1996 
RANK 

SCHOOL 

1994 
RANK 

CORP. 
POLL 

GRAD 
POLL 

ANNUAL 
TUITION* 

APPLICANTS 
ACCEPTED 

INT'L 

ENROll 
WOM 

UK 
ID 

1 

PENNSYLVANIA  (Wharton)  Philadelphia 

1 

1 

4 

$23,608 

15% 

30% 

28 

m  i 

2 

MICHIGAN  Ann  Arbor 

6 

3 

3 

23,180 

28 

26 

25 

a  i 

3 

NORTHWESTERN  (Kellogg)  Evanston,  111. 

2 

2 

8 

23,025 

14 

24 

31 

i  i 

4 

HARVARD  Boston 

5 

4 

9 

23,840 

13 

27 

26 

P  i 

5 

VIRGINIA  (Darden)  Charlottesville 

12 

11 

1 

19,627 

19 

12 

29 

ii  \ 

6 

COLUMBIA  New  York 

8 

6 

16 

23,830 

14 

24 

35 

IB  1 

7 

STANFORD  Stanford,  Calif. 

4 

7 

11 

23,100 

7 

25 

30 

.   ...  j 

II  5 

8 

CHICAGO  Chicago 

3 

5 

23 

24,655 

23 

23 

23 

m  ;J 

9 

MIT  (Sloan)  Cambridge,  Mass. 

10 

8 

13 

23,900 

14 

37 

29 

[i  5 

10 

DARTMOUTH  (Tuck)  Hanover,  N.H. 

13 

12 

7 

23,700 

14 

16 

30 

P  i 

11 

DUKE  (FUQUA)  Durham,  N.C. 

11 

10 

10 

23,690 

17 

19 

30 

P  2; 

12 

UCLA  (ANDERSON)  Los  Angeles 

9 

17 

2 

18,963 

17 

20 

27 

m  53 

13 

CALIFORNIA  (Haas)  Berkeley 

19 

16 

6 

18,788 

13 

35 

34 

ti  :):] 

14 

NYU  (Stern)  New  York 

16 

9 

21 

22,500 

20 

35 

26 

Mm  u 

15 

INDIANA  Bloomington 

7 

13 

17 

15,613 

45 

16 

23 

p  3 

16 

WASHINGTON  U(01in)  St.  Louis 

NA 

20 

12 

20,100 

44 

39 

30 

pi 

17 

CARNEGIE  MELLON  Pittsburgh 

14 

26 

5 

22,200 

31 

38 

19 

18 

CORNELL  (Johnson)  Ithaca,  N.Y 

15 

18 

20 

22,450 

25 

28 

32 

G  o 

19 

UNC  (Kenan-Flagler)  Chapel  Hill 

18 

27 

14 

14,332 

19 

19 

36 

20 

TEXAS  Austin 

17 

15 

28 

11,854 

18 

17 

25 

!,«  ■ 

21 

ROCHESTER  (Simon)  Rochester,  N.Y. 

NA 

38 

18 

21,240 

36 

46 

26 

pirn  i 

22 

YALE  New  Haven 

NA 

30 

22 

23,130 

23 

31 

29 

23 

SOUTHERN  METHODIST  (Cox)  Dallas 

NA 

43 

15 

20,524 

62 

22 

29 

ta 

24 

VANDERBILT  (Owen)  Nashville 

NA 

40 

19 

21,800 

42 

23 

24 

25 

AMERICAN  (Thunderbird)  Glendale,  Ariz. 

NA 

23 

26 

18,950 

75 

33 

35 

[ft  j 
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Last  year,  a  Wharton  prof  was  yanked  off  a  core  finance 
course  after  student  complaints  of  poor  performance 


•by  homes  of  staffers,  where  they 
Id  work  from  8  a.m.  to  midnight, 
he  applications  avalanche  at  top  pro- 
ns  reflects  both  a  race  to  quality 
ols  and  rising  demand  among  em- 
jrs  for  mbas.  "The  gap  between  the 
schools  and  the  second  tier  is  widen- 

says  Meyer  Feldberg,  dean  of  Co- 
)ia  University's  business  school, 
h  rose  two  spots  this  year,  to  No.  6, 
est  showing  yet.  "It's  simply  harder 
istify  going  to  a  good  second-tier 
}1  for  the  same  costs." 

so  critical,  however,  is  that  em- 
irs believe  the  wave  of  innovation 
has  swept  through  business  schools 


in  recent  years  has  made  mba  graduates 
more  valuable  than  ever.  "Ten  years 
ago,  these  schools  made  little  if  any  ef- 
fort teaching  leadership  or  teamwork," 
says  James  Gottschalk,  who  recruits 
mbas  for  U  S  West  Inc.  "Today,  they're 
doing  a  much  better  job  in  these 
areas." 

Sure  enough,  recruiters  responding 
to  business  week's  survey  hired  8,100 
mbas,  up  7.6%  from  1994.  Not  only  are 
companies  hiring  more  mbas,  they're 
also  willing  to  pay  them  a  lot  more  for 
their  expertise.  Median  pay  for  a  grad- 
uate of  a  top-25  school  jumped  16%,  to 
$81,569;  the  median  package  for  grads  at 


five  schools  was  $100,000  or  more,  and 
the  average  number  of  job  offers  per 
student  rose  from  2.6  to  3. 

It's  no  accident  that  the  schools  sitting 
atop  the  business  week  ranking  nabbed 
the  highest  grades  for  innovative  cur- 
riculums.  Michigan's  fast-forward  has 
come  under  B.  Joseph  White,  a  former 
Cummins  Engine  Co.  human-resources 
exec  who  took  over  as  dean  in  1990.  He 
quickly  made  curriculum  innovation  a 
signature  of  his  deanship,  launching, 
among  other  things,  a  business  version 
of  medical-school  residency  in  which 
student  teams  work  at  sponsoring  com- 
panies on  specific  projects.  "We've  done 
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MBA  SKILLS  GRADED  BY  RECRUITERS 
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•0ST-M8A 

OVER  $100,000 

JOB  OFFERS 

ANALYSTS  TEAM  PLAYERS 

GLOBAL  VIEW 

TEACHING 

CURRICULUM 

PLACEMi 

AA  AAA 

00,000 

49% 

3.1 

Dean  plans  new  $100  million  complex  as  Wharton  builds  its  lead  as  Corpo- 
rate Americas  top  hunting  ground;  MBA  applicants  up  46%  since  1994. 

A 

B 

A 

B 

A 

A 

81,400 

A  A 

24 

3.5 

Four-place  jump  propelled  by  companies  that  two  years  ago  singled  out  its 
grads  as  most  improved;  high  marks  for  innovation  in  curriculum. 

A 

A 

A 

A 

A 

A 

A 

A 

A 

AC  AAA 

95,000 

45 

3.8 

Recruiters  still  say  school  beats  all  others  in  turning  out  team  players; 
legendary  dean  putting  more  focus  on  entrepreneurship. 

B 

A 

A 

A 

B 

B 

A 

A 

10,640 

—  

62 

4.2 

Grads  give  new  dean  a  resounding  thumbs-up  for  his  dramatic  changes  in 
MBA  program;  biggest  rise  in  satisfaction  due  to  new  technology  initiative. 

A 

C 

A 

A 

A 

A 

A 

85,000 

41 

2.7 

Case-study  school  gets  the  best  overall  satisfaction  marks  from  grads, 
including  best  teaching  honors;  MBAs  praise  cooperative  culture. 

A 

A 

B 

A 

A 

A 

no  nr a 

88,850 

39 

2.7 

Two-place  jump  reflects  vast  improvements  under  Dean  Meyer  Feldberg 
over  past  seven  years;  ground  soon  to  break  on  a  new  building. 

A 

B 

A 

B 

B 

B 

A  A  AAA 

08,000 

59 

3.3 

Satisfaction  of  MBAs  slips  most,  due  to  unhappiness  with  core  courses; 
grads  say  profs  are  most  likely  to  compromise  teaching  for  research. 

A 

B 

A 

C 

B 

B 

nn  AAA 

1 36,000 

32 

2.9 

Recruiters  say  grads  are  best  in  analytical  skills,  but  one  in  five  say 
school's  placement  office  is  among  the  worst. 

A 

B 

A 

C 

B 

C 

32,750 


52 

3.6 

One  of  only  five  schools  where  MBAs  earn  six-figure  pay,  its  grads  had 
biggest  jump  in  median  salary  and  bonus,  up  34%  in  two  years. 

A 

C 

A 

B 

B 

B 

I  )5,000 

52 

2.7 

Grads  praise  intimate  and  cooperative  culture;  say  profs  were  least  likely  to 
give  teaching  short  shrift  and  were  most  accessible  outside  class. 

C 

A 

B 

A 

A 

A 

78,000 
1 . 

23 

3.1 

Core  profs  earn  among  worst  grades  from  MBAs  for  teaching;  but  95%  of 
Class  of  1996  boast  job  offers  at  graduation. 

B 

B 

B 

C 

B 

A 

I  $5,000 

33 

3.1 

Companies  and  grads  give  highest  marks  to  placement  office;  MBAs  award 
school  top  grades  for  nurturing  leadership  skills. 

B 

B 

C 

B 

A 

A 

1 55,000 
1  

33 

2.9 

New  building  helps  to  put  new  life  into  MBA  program;  MBA  satisfaction- 
takes  a  big  boost,  up  nine  places  from  two  years  ago. 

B 

C 

C 

A 

A 

B 

j  '5,000 

14 

2.4 

MBAs  average  loans  of  $41,700,  up  46%,  biggest  two-year  jump  among 
private  schools;  gets  strong  scores  for  global  business. 

A 

A 

B 

C 

C 

B 

17,000 



3 

2.8 

Big  eight-place  plunge  in  graduate  poll  makes  school  lose  ground;  earns 
dubious  distinction  of  gaining  worst  scores  for  teaching  in  electives. 

B 

A 

B 

B 

C 

C 

1 12,750 

0 

3.3 

New  dean's  aggressive  makeover  of  school  puts  it  back  into  the  Top  20; 
grads  give  him  highest  marks  for  being  responsive  to  their  concerns. 

C 

C 

C 

A 

A 

A 

I  

!  11,180 
I 

23 

3.3 

Grads  most  satisfied  of  any  school  with  high-tech  component  of  program; 
they  also  rate  profs  highest  for  being  at  leading  edge  of  academe. 

A 

B 

B 

A 

A 

A 

'0,000 

i  

17 

2.9 

Loss  of  dean  doesn't  help  this  elite  program  as  administration's  responsive- 
ness to  MBAs  falls;  recruiters  like  operations  grads. 
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New  dean  trying  to  upgrade  info-tech  courses  by  adding  new  profs;  faculty 
earn  high  scores  for  elective  teaching  and  accessibility. 
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With  average  loans  of  $22,900,  grads  earn  degree  with  lowest  level  of 
debt;  school  among  the  most-added  by  company  recruiters. 
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Grads  award  kudos  for  integration  of  coursework;  school  boasts  highest  per- 
centage of  non-U. S.  students. 
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New  dean  from  Clinton  Administration  has  yet  to  make  a  real  impact; 
placement  office  still  receives  among  worst  grades  from  MBAs. 
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Degree  allows  grads  to  boost  their  pre-MBA  pay  by  75%,  second-highest 
after  Carnegie  Mellon;  school's  dean  about  to  leave  job. 
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2.3 

After  losing  Top  20  status  in  1994,  school  posted  biggest  MBA  satisfaction 
increases  in  survey;  recruiters  laud  marketing  grads. 
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Good  news:  Recruiters  rank  school  among  best  for  turning  out  MBAs  with 
global  understanding.  Bad  news:  25%  of  grads  have  no  |ob  offers. 
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OKAY,  SO  IT'S  NOT  LIKE  YOUR  FLOPPY. 


ONS  OF  STORAGE  SPACE. 

ant  hard  drive  upgrades  can  cost  truck  Loads  of 
So,  increase  your  storage  space  as  you  need  it  — 
at  a  time  for  as  low  as  $14.95  per  disk.  Perfect 
taring  all  your  Internet  and  multimedia  stuff. 


COMPLETE  PORTABILITY. 

The  Zip  drive  and  Zip  disks  are  small, 
lightweight,  and  extremely  rugged.  Which 
means  you  can  take  work  home,  on  the  road, 
or  anywhere  else  you  need  to  go. 


FAST,   EASY  BACKUP. 

e  Zip"  drive  connects  to  your  PC  or  Mac 
(  llel  or  SCSI  port)  in  less  than  five  minutes, 
1  lifesaver  when  your  computer  spazzes  out  — 
ng  extra  copies  of  all  your  files,  applications, 
nd  other  important  stuff,  just  in  case. 


OR  $149  AFTER  REBATE, 

For  the  nearest  dealer,  call  toll  free: 
888-2-IOMEGA,  ext.  z43 
Or  see  us  at:  www.iomega.com 


e  : 


STUFF.  Buy  a  Zip  drive  and  get  $150  worth  of  cool  games  and  accessories  or  a  $50  mail-in  rebate, 
buy  a  Zip  Disk  10-Pack  and  get  $60  worth  of  great  software  and  accessories  to  help  you  organize  your  Internet 
oads  and  multimedia,  or  a  $20  mail-in  rebate.  See  store  for  details.  Offer  good  through  1/31/97. 

BECAUSE     IT'S    YOUR     STUFF ."" 

wga  Corporation.  Iomega  is  a  registered  trademark,  and  the  (omega  logo,  Zip,  and  "Because  It's  Your  Stuff  are  trademarks  ot  Iomega  Corporation. 
Jd  are  estimated  street  prices  Actual  prices  may  vary.  Zip  is  compatible  with  Windows®  95,  3.x,  NT,  DOS,  OS/2,  and  Macintosh. 


Iomega 


more  experimenting  in  the  past 
five  years  than  we  had  in  my 
previous  13,"  says  C.  K.  Pra- 
halad,  who  teaches  corporate 
strategy. 

Central  to  that  experimen- 
tation is  the  notion  that  stu- 
dents are  true  partners  in  the  educa- 
tional process.  White  has  gone  so  far 
in  this  direction  that  he  recently  lost  a 
popular  tenured  marketing  professor  in 
part  because  the  prof  believes  White 
has  given  Michigan  students  too  much 
power  and  influence.  Junior  professors, 
for  example,  must  be  rated  "very  good" 
at  teaching  in  student  evaluations  to 
gain  tenure. 

Corporate  recruiters,  who  favor  the 
school  over  every  competitor  except  for 
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Wharton,  give  Michigan  raves  for  its 
well-trained,  no-nonsense  graduates. 
"They  do  a  really  good  job  of  admit- 
ting students  who  have  their  feet  plant- 
ed on  the  ground,"  says  Saundra  Banks- 
Loggins,  vice-president  for  recruitment 
services  at  Wells  Fargo  Bank  in  San 
Francisco.  "Michigan  knows  how  to  woo 
employers  and  also  give  their  students 
the  confidence,  but  not  the  arrogance, 
that  they're  a  hot  commodity." 

Wharton's  overtaking  of  Northwestern 
for  the  No.  1  slot  two  years  ago  was 
largely  the  result  of  major  changes,  be- 
gun in  1991,  to  its  once-rigid  curricu- 


THE  UNIVERSITY  OF 
VIRGINIA'S  SMALL, 
CLOSE-KNIT 
SCHOOL,  AT  THE 
FOOT  OF  THE  BLUE 
RIDGE  MOUNTAINS, 
GOT  THE  BEST 
TEACHING  GRADES 


um.  Gerrity,  a  former 
Rhodes  scholar,  mit  profes- 
sor, and  consultant  who  had 
come  to  Wharton  as  dean  a 
year  earlier,  made  the  edu- 
cation more  relevant  and 
pragmatic.  He  placed  greater 
emphasis  on  "people  skills,"  added  glob- 
al perspective,  and  urged  profs  to  teach 
business  in  a  more  integrated  fashion. 
These  efforts  are  con-  — — — — 
tinuing,  and  a  major 
initiative  in  globaliza- 
tion will  be  launched 
next  year.  Among 
other  things,  the 
project  will  employ 
technology  to  team 
Wharton  students  with 
others  at  business 
schools  around  the 
world  in  assignments 
and  field  projects. 

Increasingly,  though, 
the  hallmark  of  Gerri- 
ty's  administration  is 
his  efforts  to  make 
Wharton,  the  oldest 
school  of  business,  a 
living,  experimental 
management  laborato- 
ry for  its  students. 
"This  is  a  real  organi- 
zation, a  model  for  or- 
ganizing change  out  in 
the  real  world,"  he 
says.  "So  we're  mak- 
ing it  a  terrific  part  of 
the  program  for  stu- 
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dents.  'Empowerment'  is  an  ovenei 
word,  but  it  relates  here." 

For  years,  much  of  academe  la 
viewed  students  as  a  necessary  butte 
traeting  presence  from  the  mission  cat 
vancing  knowledge  through  scholarl 
search.  But  soon  after  arrivinj 
Wharton,  Gerrity  began  using  mi 
researcher  Opinion  Research  Cor  i 
survey  the  views  of  first-  and  se<| 
———————  year  students 

year.  The  results 
suaded  him  to  ir| 
far  more  time  corjm 
nicating   with  ttn 
'We  were  pattingw 
selves  on  our  ba<3 
couple  of  years  agijbi 
the  surveys  showd  t 
that  students  still  <jir 
feel     connected  I  c 
didn't  particularly 
derstand  the  visiof 
the  school,"  Gefit 
recalls. 

Now,  Whartoniti 
dents  sit  on  and  :gi 
larly  participate  uri 
tually  every  comrete 
having    a  voia 
everything  fromfu 
riculum  reform  tok 
ities   planning.  IV 
have  6,000  to 
hours  of  work  e: 
ence   sitting  aiju 
here,"  says  Vice-|ei 
Bruce  Allen,  wh<jt 
gether  with  Gefit 
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has  met  with  students  in  lunches,  open 
forums,  and  meetings  135  times  in  the 
past  year  alone.  "We  would  be  fools  not 
to  capture  that  talent  and  put  it  to 
work." 

Over  the  past  18  months,  for  example, 
student  committees  have  worked  closely 
with  Gerrity  to  analyze  future  space  re- 
quirements for  the  business  school.  One 
result:  Within  the  next  month,  Gerrity 
will  propose  to  the  university's  trustees  a 
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new  $100  million  B-school  complex  of 
classrooms  and  meeting  halls.  Gerrity 
envisions  mbas  involved  in  the  actual  de- 
sign of  the  new  building  as  well. 

The  dean  has  also  used  mbas  to  get 
better  performance  out  of  his  profes- 
sors. Each  entering  class  at  Wharton 
appoints  a  dozen  student  academic  rep- 
resentatives who  regularly  report  "prob- 
lem" teachers  and  curriculum  miscues  to 
the  administration.  Many  professors  now 
find  themselves  routinely  huddled  in 
"quality  feedback  circles"  with  students 
ready  to  critique  their  classroom  per- 
formance on  a  weekly  basis. 

And  it's  not  lip  service.  Last  year, 
one  prof  was  quickly  yanked  out  of  the 
core  finance  course  after  student  com- 
plaints of  poor  performance.  "I  couldn't 
imagine  that  happening  five  years  ago," 
says  G.  Richard  Shell,  a  Wharton  pro- 
fessor. "I  have  this  image  of  a  big  hook 
coming  onstage  if  you  fail  to  perform. 
We  expect  to  be  held  accountable." 

Wharton  could  certainly  teach  the 
University  of  Chicago  a  few  lessons  in 


accountability.  Chicago's  five-place  plum- 
met this  year  is  largely  the  result  of 
lower  satisfaction  scores  from  gradu- 
ates and  corporate  recruiters.  Dean 
Robert  S.  Hamada  concedes  that  he  al- 
lowed too  many  part-time  students  to 
transfer  into  the  mil-time  program.  The 
result,  say  students,  was  a  bureaucratic 
nightmare  in  which  an  already  research- 
oriented  faculty  became  even  less  ac- 
cessible and  good  electives  filled  up  in  a 
flash.  Hamada  says  he  has  since  fixed 
the  administrative  problems. 

Even  more  troublesome,  one  of  every 
five  recruiters  who  visit  the  school  sin- 
gles out  Chicago's  career-placement  of- 
fice as  one  of  the  worst.  "They've  re- 


Best  And  Worst  Placement  Offices 

Over  the  past  two  years,  no  B-school  function  has  improved  more  than 
career  placement.  Here's  who's  doing  it  right — and  who's  still  behind  the  times. 


THE  BEST 


1.  UCLA 

More  than  20%  of  recruiters  rate  its 
office  as  second  to  none. 

2.  MICHIGAN 

No  placement  office  gets  higher 
marks  from  graduates. 

3.  WASHINGTON  U. 

Number  of  job  offers  rose  30%  in  two 
years,  placing  it  fifth  among  top  schools. 

4.  CARNEGIE  MELLON 

Wins  high  marks  for  securing 
summer  internships  for  students. 

5.  VANOERBILT 

Grads  say  it's  good.  Recruiters 
say  it's  excellent. 


THE  WORST 


1.  CHICAGO 

One  of  five  recruiters  who  visit  say 
it's  among  the  worst  in  the  nation. 

2.  YALE 

No  placement  office  gets  lower 
marks  from  graduates. 

3.  THUNDERBIRD 

Rated  ineffective  at  helping  students 
find  summer  internships. 

4.  ROCHESTER 

Grads  and  recruiters  agree:  Office 
needs  improvement. 

5.  TEXAS 

Office  is  weak  at  connecting  recruiters 
with  students. 


Rankings  are  based  on  a  statistical  compilation  of  surveys  completed  by  recent  graduates  and  top  corporate  recruiters. 
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RECRUITERS 


placed  peopl 
every  level  I 
the  past  yea™ 
the  problems 
still  there,"  gjj 
es  one  majol 
cruiter.  "Then 
absolutely  the  most  frustrating  p( 
ment  office  to  deal  with." 

Students  also  tell  stories  of  gather 
in  the  library  late  at  night,  trying  topi 
each  other  for  job  interviews  becausjt 
assistance  they  got  from  career  seij 
was  so  poor.  "We  tried  to  figure  oj 
our  own  what  the  hell  to  do,"  says 
Hickey,  a  consultant  at  at&t  Solute 
who  graduated  last  spring.  "Theyi 
didn't  care."  Hamada  says  he  expd 
new  placement  director,  who  assijfl 
the  job  a  year  ago,  to  improve  the  i 
Stanford  also  came  under  crit 
from  graduates  who  are  less  satj 
with  the  quality  of  teaching,  partiJ 
ly  in  core  courses.  "It's  very,  verjl 
even,"  says  Stephen  R.  Pamon  Jr.,  I 
cent  grad  who  works  at  McKins:' 
Co.  Stanford  allows  many  senior))! 
fessors  to  teach  specialized  course:,  1< 
ting  basic  instruction  suffer,  stupo 
note.  In  some  classes,  Pamon  H 
"Kids  are  basically  teaching  themsi 
You  take  the  syllabus  and  textboo.a 
go  to  work." 

Such  complaints  have  long  been  |>a 
at  Stanford,  and  it  had  seemed  thi 
school  was  dealing  with  the  troitfi 
For  example,  Stanford  has  paired 
er  professors  with  stars  to  team-pa 
some  classes.  But  those  efforts  faid 
go  far  enough,  according  to  gradtt 
"We  have  done  an  enormous  amoiit^ 
try  to  make  sure  the  teaching  is  a.^c 
as  we  can  make  it,"  says  Deij 
Michael  Spence.  "The  fact  tha 


DANA  SHREEVE  FROM  ARAMARK  with  EPPIE  TRUIII.I.O  HROM  THE  LOS  ALAMOS  NATIONAL  LABORATORY 


THEY  ACTUALLY  REBUILT 


$  DINING  HALLS  IN  72  HOURS.  MORE  IMPORTANTLY, THEY  FOUND  THE  RIGHT 

NEW  MEXICAN  PEPPERS. 


yy 


kly,  I  was  worried.  We'd  never  outsourced  before.  And  we  had  only  a  weekend  to  accomplish  a  seemingly  impossible 
nt  of  work.  But  Dana  and  her  team  assured  me  thai  it  could  be  done.  And  done  the  right  way.  The  right  way  meant 
dining  halls  would  be  taken  apart  and  rebuilt.  It  meant  an  entire  menu  would  have  to  be  completely  revamped, 
started  knocking  things  down  on  a  Friday.  72  hours  later,  breakfast  was  being  served.  And  Dana  knew  that 
lung  had  to  be  right,  down  to  every  spoonful  of  authentic  New  Mexican  chili.  Well,  the  chili  and  everything  else 
I  that  crucial  test.  And  from  that  moment,  I  knew  that  bringing  in  Dana  and  ARAMARK  was  indeed  a  great  decision 
"  Eppie  Trujillo,  Los  Alamos  National  Laboratory.  At  ARAMARK,  we  rarely  say  no  and  we  never  say  can't.  We  simply 
our  partner's  business  and  do  whatever  it  takes  to  solve  their  problems.  It's  led  Eppie  to  say,  "After  a  year,  all  the  meals 
itting  better.  But  none  will  ever  compare  to  the  breakfast  they  served  that  first  Monday."  /\^{/^f^\/^W^ 

■  Rs  I   ["HERE'S  MORE  fO  fELL  ABOUT  UNLIMITED  PARTNERSHIP  PLEASE  (  All  1 -800- ARAM  ARK.  Managed  Services,  Managed  Better. 


5  make  more 
an  50  companies 
3ve  as  fast  as  a 
rsche. 


Deutsche  Telekom  has 
the  world's  most  advanced 
communications  super- 
highways. They  provide 
Porsche  and  many  other 
companies  with  turbo- 
charged  performance. 


Porsches  are  world-renowned 
for  their  speed.  The  same  is 
true  of  Porsche  AG.  It  was  one 
of  the  first  companies  to  use 
Datex  M,  Deutsche  Telekom's 
first  standardized  Asynchronous 
Transfer  Mode  (ATM)  service. 
Now,  Porsche  and  more  than 
50  other  German  firms  are  suc- 
cessfully working  with  this  high- 
speed data  transfer  service. 

From  drawing  board  to  pro- 
duction line,  Porsche  moves 
faster  on  Deutsche  Telekom's 
information  superhighways. 

Porsche  designers  work  interac- 
tively on  a  multimedia  basis  with 
their  international  colleagues 
and  production  specialists. 
Using  the  information  super- 
highway, they  can  speed  up 
data  transfer  of  computer 
simulations  in  order  to  optimize 
crash  behavior.  Significantly 
shorten  development  times,  too. 
Over  the  next  few  years,  Porsche 
suppliers  will  also  be  networked, 
to  help  them  exchange  the  in- 
formation necessary  to  develop 
and  produce  cars  simply  and 
quickly. 


Our  innovations  can  make 
your  company  faster,  too. 

Deutsche  Telekom  is  a  leader 
on  the  information  superhigh- 
way. Our  T-Net,  for  example,  in- 
cludes an  optical-fiber  network 
with  the  broadest  coverage  in 
the  world  as  well  as  more  ISDN 
lines  than  any  country  on  the 
planet.  We  have  ultra-modern 
international  network  infrastruc- 
tures, from  underwater  cables 
to  satellites.  Our  multimedia 
solutions  have  provided  our  cli- 
ents with  decisive  advantages 
over  their  competition.  Thanks 
to  Global  One,  our  global  part- 
nership with  France  Telecom 
and  Sprint  Corporation,  we  can 
offer  solutions  to  companies 
around  the  world. 

Profit  from  our  experience. 

Deutsche  Telekom  is  Europe's 
No.1  telecommunications  com- 
pany. We're  the  world's  No.  3 
network  operator.  We've  spent 
$  90  billion  building  state-of- 
the-art  infrastructures  since 
1990,  which  makes  us  the 
world's  biggest  investor.  We're 
in  multimedia,  on-line  services, 
as  well  as  intelligent  networks 
and  service. 

Best  of  all,  we're  doing  it  all 
at  the  speed  of  a  Porsche. 

If  you'd  like  to  know  more 
about  Deutsche  Telekom, 
contact  us  by  fax  at 
++49  431 1693  225. 
Or  visit  our  Web  site  at 
http://www.dtag.de. 


-  -  -  -  CT3  Deutsche 

■■■■■■■■■■■  ■!■  m  .  , 
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Favorite  Hunting  Grounds 

Where  companies  say  they  find  the  best  graduates  with  specific  skills 
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1  HARVARD 

1  NORTHWESTERN 

1  CHICAGO 

1  CARNEGIE  MELLON 

2  STANFORD 

2  VANDERBILT 

2  WHARTON 

2  MIT 

3  NORTHWESTERN 

3  MICHIGAN 

3  COLUMBIA 

3  MICHIGAN 

4  MICHIGAN 

4  HARVARD 

4  NYU 

4  CORNELL 

5  INDIANA 

5  INDIANA 

5  INDIANA 

5  HARVARD 

6  YALE 

6  UCLA 

6  HARVARD 

6  ROCHESTER 

7  VIRGINIA 

7  COLUMBIA 

7  MICHIGAN 

7  NORTHWESTERN 

8  DARTMOUTH 

8  WHARTON 

8  ROCHESTER 

8  DUKE 

9  CORNELL 

9  DARTMOUTH 

9  CARNEGIE  MELLON 

9  UCLA 

10  WHARTON 

10  STANFORD 

10  VIRGINIA 

10  TEXAS 

haven't  been  able  to  eliminate  these  in- 
cidents is  a  source  of  great  frustration." 

In  contrast,  mbas  gave  the  single  best 
teaching  grades  to  the  professors  at 
Virginia's  Darden  School,  propelling  Dar- 
den  to  No.  1  in  the  graduate  survey. 
Hidden  away  in  the  foothills  of  the  Blue 
Ridge  Mountains,  Darden  is  a  smaller, 
intimate  and  more  cooperative  version 


of  Harvard.  With  only  one-fourth  the 
enrollment,  the  school  fosters  a  cozy, 
close-knit  culture  where  faculty  and  stu- 
dents know  each  other  by  first  names. 
One  measure  of  the  esprit  de  corps  is 
the  record  $230,000  gift  given  to  the 
school  by  94%  of  this  year's  graduating 
class.  Darden's  rise  in  the  ranking  was 
also  assisted  by  a  major  increase  in  cor- 


porate support,  ince 
becoming  dean  tree 
years  ago,  form?  in- 
vestment bankeLeu 
I.  Higdon  Jr.  hajmei 
with  nearly  15unrfi 
porate  recruiteBtii 
win  them  over.  Wetn 
have  a  voice  al  ir 
need  to  be  h«p 
says  Higdon. 

That's  somemi 
Gerrity  learnala 
Wharton,  wheJm 
regularly  survejftn" 
opinions  of  the  an 
panies  that  hiifliij 
mbas.  "You  canHj 
move  so  manyHJ 
gets  down  a  pAn 
tion  line,"  says  Gerrity.  "But  the  pfer 
tial  for  people  to  contribute  tlkir 
organization  is  just  unbounded. Bu;i 
something  all  B-school  deans  nelft 
bear  in  mind  if  they  have  any  horn 
toppling  Wharton  as  king  of  the  mfr 
By  John  A.  Byrne  and  David  mu 
hardt,  with  Lori  Bongiorno  andwBk 
Jespersen,  in  New  York 


HOW  WE  CRUNCHED  THE  NUMBERS 


It's  a  simple  idea:  Ask  the  people 
who  have  first-hand  experience 
with  graduate  schools  of  busi- 
ness— the  grads  themselves  and  the 
corporate  recruiters  who  hire 
them — which  institutions  are  doing 
the  best  job.  Their  candid  feedback 
has  made  business  week's  ranking  a 
talked-about  and  influential  source  of 
information  since  its  debut  in  1988. 

This  time,  we  heard  from  4,830 
freshly  minted  grads  polled  at  51 
top  schools  and  the  corporate  re- 
cruiters who  were  responsible  for 
the  hiring  of  8,100  mbas  this  year. 
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As  he  has  in  the  past,  Matthew 
Goldstein,  an  expert  in  survey  de- 
sign, consulted  on  the  polls  to  en- 
sure the  best  results. 
■  Graduate  Survey:  Members  of  the 
mba  Class  of  1996 — selected  at  ran- 
dom from  class  lists — received  a  36- 
question  survey.  We  mailed  out 
7,235  surveys  and  received  67%  of 
them  back.  Grads  were  asked  to  an- 
swer questions  on  a  scale  of  1  to  10. 
Sample:  "How  would  you  judge  the 
opportunities  given  to  you — either 


in  class  or  in  extracurricular  activi- 
ties— to  nurture  and  improve  your 
skills  in  leading  others?"  An  answer 
of  1  meant  the  respondent  felt  the 
school  had  done  a  poor  job;  10  stood 
for  outstanding. 

Together,  this  year's  surveys 


The  Survey 


GRADUATE  POLL 

1992 

1994 

1996 

SURVEYS 

6,046 

6,353 

7,235 

REPLIES 

4,712 

4,608 

4,830 

RESPONSE  RATE 

78% 

74% 

67";, 

RECRUITER  POLL 

1992 

1994 

1996 

SURVEYS 

352 

354 

326 

REPLIES 

199 

254 

227 

RESPONSE  RATE 

57% 

72% 

70% 

DATA:  BUSINESS  WEEK 

make  up  50%  of  a  school's  student- 
satisfaction  score.  To  smooth  the  re- 
sults, business  week  then  added  the 
responses  of  4,608  graduates  from 
its  1994  poll  and  the  4,712  from 
1992.  Those  previous  surveys  each 
received  a  weight  of  25%. 


■  Recruiter  Survey:  A  total  of  326 
companies  that  most  heavily  recruij 
mbas  were  polled,  and  227,  or  70%, 
responded.  Recruiters  were  asked  ij 
name  a  Top  10,  in  order,  based  on  tl 
quality  of  the  schools  and  their  con 
pany's  success  with  the  grads.  The 
top  school  received  10  points,  and 
No.  10  got  1  point.  A  school's  total 
score  was  then  divided  by  the  num 
ber  of  responding  companies  that  n 
cruited  mbas  from  the  school.  Becai 
schools  graduating  large  numbers  o 
mbas  attract  more  recruiters,  rating 
for  some  of  the  smaller  schools  wer 
adjusted  upward  to  account  for  anj 
possible  large-school  bias. 

■  Composite  Ranking:  To  produce 
overall  ranking,  business  week  d<i 
not  total  a  school's  rank  in  both  p<# 
and  divide  by  two.  Instead,  the 
ranking  combines  the  raw  scores  < 
both  surveys.  This  approach  takes 
into  account  the  statistical  signifi- 
cance of  a  school's  lead  over  anothr 
in  each  poll.  As  a  result,  a  large 
between  schools  in  one  poll  gets 
more  weight  than  a  smaller  gap  ii 
the  other  poll.  Recruiter  opinion 
tends  to  loom  larger  in  the  overal 
ranking  because  there  are  greater 
differences  among  the  schools  in  t 
corporate  survey. 
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The  button-down  attitude  was  fine  in  the  mainframe  world,  but  now  the  computing  world  has  rapidly 
expanded.  With  thousands  of  PCs  and  servers,  today's  IT  environment  demands  more  flexibility,  and  more 
rapid  response,  from  you  and  your  suppliers. 

Call  Vanstar,  the  distributed  computing  experts.  We  offer  the  life  cycle  services  you  need  to  manage  your 
IT  growth:  consulting  and  design,  network,  planning,  integration,  procurement,  financing,  installation,  and 
deskside  support. 

With  Vanstar,  you  choose  as  much,  or  as  little,  of  our  expertise  as  you  need.  That's  why  hundreds  of  Fortune 
1000  companies  have  selected  us  to  support  their  distributed  computing  environments. 

Please  visit  us  at  www.vanstar.com/nostarch  or  call  us  at  1-800-994-2345  to  learn  more.  You'll  get  the 
expertise  and  discipline  you  need,  without  the  attitude. 

Vanstar 

W     The  Technology  Services  Company 

Visit  our  web  site:  www.vanstar.com/nostarch 
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GOLD  RUSH 
IN  THE  IVORY  TOWER 

Business  schools  are  offering  unprecedented  salaries  to  attract  top  PhDs  to  the  facull 


A young  man  in  a  jacket  and  tie 
tore  out  of  the  Quadrangle  Club 
and  began  sprinting  past  movie 
cameras  toward  the  center  of  the 
University  of  Chicago's  campus.  Coatless 
on  a  bone-chilling  January  day,  he 
turned  heads  among  students  gathered 
underneath  the  spires  on  University  Av- 
enue to  watch  the  filming.  There  seemed 
to  be  only  one  explanation:  He  had  to 
be  a  star. 

And  he  was — just  not  the  type  they 
assumed.  On  the  same  day  Keanu 
Reeves  arrived  on  campus  to  film  Chain 
Reaction,  graduate  student  Ming  Huang 
landed  at  Chicago's  B-school  to  inter- 
view for  a  teaching  job.  Jittery  and  late 
for  his  first  appointment,  Huang  had 
bolted  from  his  room  at  the  faculty's 
Quad  Club,  barely  noticing  the  film  crew. 

As  it  turned  out,  he  had  no  reason  to 
be  anxious.  Huang  so  impressed  his  in- 
terviewers that 
Chicago  offered  him 
a  job  as  an  assis- 
tant professor  less 
than  24  hours  after 
his  frigid  run.  A 
few  weeks  later, 
Harvard  weighed 
in.  Then  came  Wharton,  mit,  Michigan, 
and  Northwestern.  In  all,  13  of  the  coun- 
try's top  B-schools  bid  for  him,  making 
Huang  the  hottest  newly  minted  PhD  in 
the  country — and  the  best  example  of 
a  faculty  market  that  turned  wild  in  the 
past  year.  "Ming  was  No.  1,"  says  Keny 
E.  Back,  associate  dean  at  Washington 
University's  Olin  School  of  Business, 
who  also  made  Huang  an  offer.  "But 
No.  2  wasn't  far  behind." 

The  frenzy  may  be  just  beginning.  As 
top-tier  B-schools  expand  inter-nationally 


STANFORD  PHD 
MING  HUANG 
RECEIVED  OFFERS 
FROM  13  OF  THE 
COUNTRY'S  TOP 
B-SCHOOLS — ALL 
FOR  AROUND 
$125,000. 


and  technology  lets  them  beam  lectures 
around  the  world,  they  will  increasingly 
use  star  professors  as  marketing  tools. 
These  profs  can  reel  in  students  from 
other  continents  and  attract  senior  man- 
agers who  sign  up  for  lucrative  execu- 
tive-education seminars. 

Salaries  for  top  new  academics  in  fi- 
nance, Huang's  field,  jumped  by  almost 
15%  this  year,  topping  $100,000  for  the 
first  time.  "I  wouldn't  be  surprised  if 
we  ended  up  with  an  overall  10%  to 
15%  shift"  in  pay  for  finance  faculty  at 


top  schools  across  the  country,  sai 
Michael  Spence,  dean  of  Stanford's!! 
ness  school.  Indeed,  George  Daly  e; 
of  the  Stern  business  school  at  Ic 
York  University,  had  to  ask  Preskkt 
Jay  Oliva  for  special  permission  tolai 
salaries  of  current  finance  professis 
they  weren't  earning  less  than  the* 
comers.  "In  my  experience,  this 
extremely  unusual  event,"  Daly  tol  C 
va,  "and  we  want  to  make  an  extrff* 
nary  adjustment."  The  bill:  $40-01 
That  didn't  include  the  big  pay  0( 


Big-name  profs  are  important  marketing  tools  in  lurin? 
students  from  abroad  and  from  senior-management  rark 
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AIM  International  Equity  Fund 


AIM  International  Equity  Fund  Investment  Results  as  of  June  30,  1996 


Average  Annual  Total  Returns 


Inception  (4/7/92)  14.78%  . 

14.95 
15.06 


3  Years 


1  Year 


I 


Growth  of  $10,000 

$17,925 
15,188 
11,505 


Did  you  know  that  seven  foreign  stock  markets  have  outpaced  the  U.S.  stock 
market  over  the  past  10  years?*  Smart  investors  realize  investing  a  portion  of  their 
assets  overseas  makes  sense.  The  question  is  how. 

Consider  a  proven  investment  strategy.  AIM  International  Equity  Fund's  profes- 
sional management  team  searches  worldwide  to  find  companies  whose  earnings 
are  growing.  It's  the  same  earnings-driven  discipline  that  guides  all  of  AIM's 
equity  hinds.  Over  time,  it's  been  a  discipline  that's  worked.  Just  check  our  record. 

Of  course,  past  performance  can't  guarantee  comparable  future  results.  Interna- 
tional investing  can  pose  greater  risks  compared  with  U.S.  investments.  The  Fund's 
share  price  will  fluctuate  with  market,  currency  and  political  climates.  With  these 
risks,  however,  also  is  the  opportunity  for  greater  rewards  and  greater  diversifica- 
tion than  investing  solely  within  the  United  States. 

For  more  complete  information,  including  charges  and  expenses,  ask  your 
financial  consultant  for  a  free  prospectus  and  Investors  Guide.  Please  read  the 
prospectus  carefully  before  you  invest  or  send  money. 

CALL  FOR  YOUR  FREE  INVESTOR  GUIDE 
1-800-246-4246 


AIM 


Morgan  Stanley  International  Perspective,  through  June  30,  1996.  Performance  results  are  historical  and  include  reinvestment  of  all  distributions,  changes 
ft  value  and  maximum  5.50%  sales  charges.  Investment  return  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be  worth 
•  'ess  than  their  original  cost.  Performance  for  Class  15  shares,  which  began  on  9/1  SAM,  will  differ  due  to  a  difference  in  sales  charge  structure  and  Fund 

AIM  Distributors,  Inc.  9/96. 


Daly  gave  international  business  profes- 
sor David  Backus  after  Columbia  offered 
him  a  70^  raise. 

But  salaries  tell  only  part  of  the  story. 
Chicago's  B-school  persuaded  the  gov- 
ernment to  proclaim  one  grad  student 
an  official  "genius"  so  he  would  be  eligible 
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for  a  special  visa  that  would  let  him  stay 
in  the  U.  S.  and  join  its  faculty.  Carnegie 
Mellon  University  scrambled  for  a  donor 
to  create  an  endowed  chair  to  keep  a  fi- 
nance professor  who  was  being  courted 
by  Northwestern  University,  according 
to  sources  close  to  the  gift-giver.  (The 
university  denies  a  connection  between 
Northwestern's  offer  and  the  chair.)  And 
Columbia  Business  School,  working  with 
the  university's  schools  of  aits  and  sci- 
ences and  international  public  affairs,  put 
together  a  big  annual  package  to  land  fi- 
nance professors  Robert  J.  Hodrick  and 
his  wife.  Laurie  Simon  Hodriek — and  her 
ex-husband,  Kyle  Bagwell,  an  expert  in 
industrial  organization.  The  three  had  to 
move  together  because  of  child-custody 
arrangements.  "It  was  a  long,  drawn-out 
negotiation,"  concedes  Columbia  Dean 
Meyer  Feldberg.  "But  it  was  a  big  play 
for  us." 

This  year's  real  stars,  though,  were 
the  number-crunching  whizzes  coming 
out  of  a  handful  of  top  PhD  programs  in 
finance.  In  the  past,  their  path  was  ob- 
vious: Head  to  one  of  the  best  research 
universities,  such  as  Chicago  or  Har- 
vard, and  climb  toward  tenure.  But  to- 
day, they're  also  likely  to  field  offers 
from  ambitious  second-tier  B-schools  as 
well  as  from  Wall  Street  firms  that  are 
showing  new-  interest  in  the  mathemati- 
cal area  of  derivatives.  "Finance  people 
have  to  be  much  more  sophisticated  to- 
day than  they  were  five  years  ago."  says 
Glenn  L.  Urban,  dean  of  the  Massachu- 
setts Institute  of  Technology's  Sloan 
School  of  Management. 

Each  year,  in  almost  every  field,  about 
a  half-dozen  red-hot  professorial  candi- 
dates emerge,  their  praises  sung  by  doc- 
toral advisers  who  themselves  must  be 
respected  researchers.  "It's  almost  like 
the  pro-football  draft,"  says  Robert  S. 
Hamada,  Chicago's  dean.  "By  the  time 
offers  are  made,  evervone  knows  who  is 
No.  1/2.  and  3." 

To  be  sure,  the  salary  bonanza  isn't 
reaching  all,  or  even  most,  newly  minted 
faculty  members.  As  in  many  areas  of 
the  economy,  the  gap  between  the  top 
and  bottom  has  grown.  Overall,  pay  for 
assistant  professors  rose  just  3.8%  over 
the  past  year — less  than  for  any  other 
B-school  faculty  level,  according  to  the 
American  Assembly  of  Collegiate  Schools 


of  Business.  It's  a  simple  case  of  declin- 
ing demand.  In  1995,  1,115  doctoral 
grads  were  seeking  about  1,000  new- 
openings.  That's  an  astonishing  change 
from  a  decade  ago,  when  995  PhDs  had 
their  choice  of  some  3,200  open  slots. 
The  reasons:  Funding  cuts,  a  smaller 
number  of  twentysomethings  to  teach, 
and  corporate  downsizing  have  hurt  all 
but  the  very  best  schools. 

So  what  separated  Huang.  32.  from 
the  pack?  Even  for  an  academic,  he's 
unusually  curious,  with  interests  ex- 
tending well  beyond  a  narrow  subfield  of 
finance.  Whenever  he  starts  to  think 
about  a  problem,  he  becomes  almost  con- 
sumed by  it.  Recognizing  that,  he  re- 
fused to  learn  the  rules  of  bridge  until 
he  was  a  college  senior  and  had  time 
to  waste. 

Huang  was  born  in  Wuhan.  China, 
where  his  three  older  sisters  and  one 
younger  brother  still  work  in  factories. 
He  went  to  Beijing  University,  where  he 


finance,  at  Stanford  Univesit 
There,  he  refused  to  confine  himH 
one  subject,  co-authoiing  papersjjij 
professors  who  study  both  corporpi 
nance  and  asset  pricing.  "To  bem 
tooled-up  in  both  areas  in  really  in 
al,"  says  Milton  Y.  Harris,  a  ftnancp. 
fessor  at  Chicago.  Says  the  carpi 
modest  Huang:  "It's  almost  a  litter 
indulgent." 

Still.  Huang  has  virtually  no  1c 
ing  experience.  He  graded  papei, 
Stanford  and  last  worked  as  a  teA 
assistant  in  1987  at  Cornell.  Thlt! 
man  who  was  the  most-sought-afBi 
school  teacher  in  the  country  ha 
sentially,  never  taught  speaks  voft 
about  the  dominant  position  rest 
still  occupies  within  universities.  | 
In  the  end.  Huang  was  left  weft 
more  than  a  dozen  offers  from  ihm 
professors  he  had  idolized  as  a  stft 
Financially,  the  packages  were  clo* 
in  the  neighborhood  of  $100,000  fft 


Chasing  The  Stars 

\Uiat  some  business  schools  have  done 
to  land — or  keep — top  faculty  in  the  past  year 


•  COLUMBIA  used  three  of  its  schools — business,  the  school  of  internati 
public  affairs,  and  the  college  of  arts  and  sciences — to  put  together  a  p 
age  to  woo  finance  professor  Robert  Hodrick,  his  wife — and  her  ex-husb 
They  all  had  been  teaching  at  Northwestern.  Because  of  child-custody 
arrangements,  to  get  Hodrick,  Columbia  had  to  land  them  all. 


•  The  UNIVERSITY  OF  CHICAGO  hired  an  immigration  lawyer  to  argue 
that  newly  hired  junior  finance  professor  Nicholas  Barberis,  a  native  of 
Britain,  was  a  certified  "genius"  who  deserved  a  special  visa  from  the  U 
government.  The  school  won  the  case. 


•  When  Northwestern  made  a  run  at  CARNEGIE  MELLON,  finance 
professor  Chester  S.  Spatt,  the  Pittsburgh  school  realized  it  didn't  have 
the  funds  to  compete.  So  it  raised  $500,000  for  an  endowed  chair  for 
Spatt.  who  stuck  around  to  occupy  it. 


•  Coveting  its  neighbor's  economist,  Columbia  offered  NEW  YORK 
UNIVERSITY  professor  David  Backus  a  70%  raise — but  Bacchus  stayed 
after  NYU  stepped  up  with  a  similar  counteroffer. 


met  his  future  wife,  studied  physics,  and 
won  a  scholarship  to  Cornell  University. 
There,  he  earned  a  PhD  in  physics. 
While  he  was  in  Ithaca  researching  con- 
densed-matter theory,  the  Chinese  gov- 
ernment cracked  down  on  student 
demonstrators  in  Tiananmen  Square.  The 
U.  S.  allowed  all  Chinese  nationals  on 
student  visas  to  stay  permanently.  That 
was  the  end  of  Huang's  physics  career. 

He  had  chosen  science  in  China. 
Huang  says,  because  it  largely  kept  him 
away  from  politics.  "I  always  wanted  to 
do  something  that  has  more  to  do  with 
the  real  world."  he  says.  "Also,  to  be 
frank,  physics  didn't  pay  enough  for  me 
to  support  my  family."  So  he  ended  up 
going  for  a  second  doctorate,  this  one  in 


academic  year  plus  $25,000  as 
mer  stipend.  The  difference  came 
to  who  his  colleagues  would  be 
go's  faculty  boasts  four  Nobel  prii 
ners  and  an  intellectually  chall 
yet  friendly  research  atmosphere 
Huang  heard  that  three  other  top 
were  leaning  toward  the  schoo 
sealed  it.  When  they,  in  turn,  heai 
he  had  signed,  they  joined  up 
their  version  of  Chain  Reactio 
movie  Huang  had  inn  past.  But 
ver-screen  edition  turned  out  t< 
flop.  The  question  now  is 
Huang  and  his  cohorts  can  live 
their  star  billing  better  than 
Reeves  lived  up  to  his. 

By  David  Leonhardt  in  C 
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RESEARCH  HAS  SHOWN  THAT  PEOPLE 
USE  LESS  THAN  10%  OF  THEIR  BRAIN  CAPACITY. 


WHAT  OCCUPIES  THE  REST? 


4x4s  can  be  found  on  rugged  off- road  trails,  on  scenic  mountaintops,  and  on  the  mind  of  anyone  who 
seeks  adventure  and  discovery.  Contact  us  at  f-800-925-JEEP  or  http://www.jeepunpaved.com 


wear  your  seat  belt.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation 
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THE  BEST  B-SCHOOLS 


A  NETWORK 

TO  GALL  YOUR  OWN 

The  value  of  B-school  ties  lasts  a  lifetime 


Sherri  C.  Oberg  knows  the  value  of 
school  ties.  When  she  graduated 
from  Dartmouth  College's  Amos 
Tuck  School  of  Business  in  1986,  she 
landed  her  first  job  in  venture  capital 
from  a  Dartmouth  alum.  She  moved  to 
her  next  position  when  her  resume 
found  its  way  into  the  hands  of  a  Tuck 
grad.  And  when  she  launched  Acu- 
sphere  Inc.,  a  Cambridge  (Mass.)  biotech 
company,  two  of  her  major  investors 
were  Dartmouth  alums. 

The  old-boy  network  it  isn't — but  this 
web  of  connections  can  often  be  far 
more  inclusive  and  more  powerful.  In- 
deed, with  job  security  little  more  than 
a  distant  memory,  an  increasing  number 
of  mbas  are  looking  to  their  alma  maters 
as  a  cushion  against  the  bumps  of  a  less 
stable  coiporate  world.  The  logic  is  sim- 
ple: mbas  from  the  best  schools  should 
graduate  not  only  with  a  degree  and  a 
job  but  also  with  the  contacts  that  will 
help  them  climb  the  corporate  ladder 
throughout  their  lifetimes.  Those  net- 
works, carefully  maintained  by  schools, 
can  help  alums  link  up  with  a  new  job 
or  cinch  a  business  deal. 

Manv  of  the  best  schools  are  re- 


sponding by  actively 
placing  long-departed 
alums  in  new  jobs, 
counseling  them  on 
career  options,  and 
making  it  easier  for  them  to  tap  fellow 
alums  for  help.  They're  also  devoting 
greater  resources  to  alumni  affairs,  cre- 
ating private  Internet  sites  where  alums 
can  track  down  others  by  geography, 
industry,  and  company. 

Which  schools  boast  the  most  loyal 
and  committed  networks  of  mbas?  While 
there's  no  sure  way  to  measure  the  tine 
value  of  a  school's  network,  there  are 
numbers  that  provide  a  glimpse  of  the 
affection  attached  to  the  university 
name  stamped  on  a  diploma.  Most  ob- 
servers believe  that  the  single  most  im- 
portant measure  is  the  percentage  of 
alums  who  annually  reach  into  their 
pockets  and  vote  with  their  wallets 
(table). 

Consider  Oberg's  alma  mater.  Some 
63%  of  Tuck  grads  give  money  to  the 
school  each  year — the  highest  level  of 
support  for  any  graduate  business  school 
in  the  world.  That's  more  than  twice 
the  percentage  of  contributing  Harvard 


SOME  63%  OF  ■ 
TUCK  GRADS  ■ 
MONEY  TO  TH  ■ 
SCHOOL  EACH  I 
YEAR,  MORE  1  I 
TWICE  HARVA  I 
DONATION  RA  I 


B-school  grads 
and  six  times  the 
rate  at  the  Uni- 
versity of  Califor- 
nia at  Berkeley. 
Harvard,  with 
nearly  35,400  living  alums,  beats  ;  I 
schools  when  it  comes  to  size.  I 
why  it  boasts  110  alumni  clubs, 
than  twice  as  many  as  Stanforc  fta 
versity  has. 

Many  rivals  are  now  playing  cat  *5My 
Chicago  is  investing  $1  million  a  j 
alumni  services  to  launch  more    »u  z. 
do  vi  sume  referrals  and  job  coun  I 
and  create  directories  for  alums  i  I 
cific  regions  of  the  world  or  in  s  I 
industries.  Chicago  boasts  52  £  I 
clubs,  up  from  just  15  four  year  I 
including  some  on  the  Internet.  1  I 
western  University's  J.  L.  Kellogg 
publishes  a  twice-monthly  news 
averaging  150  job  listings.  If  yoi  _ 
unemployed  alum,  you  can  even  g  t*  •) 


BEST  B-SCHOOL 
ALUMNI  NETWORKS 


You  don't  get  just  an  MBA  degree  when  you  graduate  from  a  business  school.  You  als  1 
join  a  network  of  business  contacts  that  can  help  you  throughout  your  career.  Of  the 
top  schools,  here  are  the  strongest  and  weakest  networks,  based  on  the  percentage  c 
alums  who  donate  money  annually  to  their  alma  maters. 


STRONG  LINKS 


WEAK  LINKS 


SCHOOL 

MBA  ALUMNI 

ALUMS  DONATING 
TO  ANNUAL  FUND 

AVERAGE 
GIFT 

MBA  ALUMNI 
CLUBS 

SCHOOL 

MBA  ALUMNI 

ALUMS  DONATING 
TO  ANNUAL  FUND 

AVERAGE 
GIFT 

MBA  1 
CLUB 

DARTMOUTH 

6,818 

63% 

$418 

17 

BERKELEY 

26,455 

10% 

$496 

11 

VIRGINIA 

5,655 

47 

610 

18 

INDIANA 

11,000 

11 

134 

MIT 

5,500 

37 

350 

16 

THUNDERBIRD 

28,442 

13 

123 

8 

STANFORD 

22,172 

31 

684 

47 

TEXAS 

9,350 

14 

136 

DUKE 

6,521 

31 

418 

14 

UCLA 

11,000 

15 

355 

1! 

HARVARD 

35,378 

30 

1,860 

110 

ROCHESTER 

7,243 

15 

100 

DATA.  BUSINESS  WEEK 
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for  a  secure  future. 


ople  in  the  Pyramid  are  working  for  you. 

forting  to  know  you're  not  alone  -  especially  when  it  comes  to  x 

merica  companies  offer  life  insurance,  annuities,  retirement  plans,  mutual  funds,  reverse 
consumer  loans  and  other  products  that  make  living  for  today  and  planning  for 
a  little  easier.  The  people  in  the  Pyramid  are  ready  to  help.  TRANSAMERICA 

www.transamerica.corn 


ly  updates  via  computer.  Last  year,  a 
former  IBM  executive  hired  by  the 
school  advised  1,600  Kellogg  alums  on 
job  search  techniques  and  interviewing 
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skills.  He  also  taught  an  additional  700 
graduates  in  27  career  workshops. 

But  when  it  comes  to  loyalty,  few  B- 
schools  can  top  Tuck.  In  part,  it's  a  func- 
tion of  the  school's  close-knit  culture 
and  the  isolation  of  the  campus  in 


Hanover,  N.  H.  "Tuck  people  feel  a  spe- 
cial kinship  to  then-  brethren  and  will  go 
out  of  their  way  to  help  each  other," 
says  Jonathan  L.  Cohen,  a  1961  gradu- 
ate and  a  general  partner  at  Goldman, 
Sachs  &  Co.  "It's  an  extraordinarily  ef- 
fective network." 

The  school  works  hard  to  nurture 
commitment.  When  an  alum  has  a  child, 
the  school  quickly  sends  the  parents  a 
tiny  Tuck  T-shirt.  Alumni  director  Andy 
Steele  writes  personal  notes  of  congrat- 
ulations to  alums  whose  promotions  are 
reported  in  The  Wall  Street  Journal. 
Some  1,000  alums  help  interview  appli- 


cants every  year,  and  Dean  Paul  Dlj 
is  trying  to  use  technology  to  bring  m 
even  closer.  Some  150  alums  engagdl 
class  discussion  groups  with  current  si 
students  via  the  Internet  last  year,  j 

Danos  hopes  these  moves  will  ir- 
ther  strengthen  already  tight  bois 
Says  Oberg:  "When  I  was  in  venif 
capital,  I  got  300  resumes  a  year  :jf 
people  looking  for  informational  net 
ings,"  she  says.  "I  wouldn't  even  Ioc  s', 
one  unless  it  was  from  a  Tuck  studift. 
That's  some  network. 

By  John  A.  Byrne,  with  Lori  m 
giorno,  in  New  York 


COMMENTARY 

By  David  Leonhardt 

TENURE:  AN  IDEA  WHOSE  TIME  HAS  GONE 


Paul  Fulton,  dean  of  the  B-school 
at  the  University  of  North  Caroli- 
na at  Chapel  Hill,  was  gathering 
up  his  papers  when  an  aide  mentioned 
that  a  few  Australian  schools  were 
thinking  about  abolishing  tenure.  Eyes 
wide,  Fulton  shot  her  a  glance.  Then 
he  pumped  his  arm  and  gave  a  brief 
holler  of  joy:  "Wooo!" 

They  may  not  all  be  shouting  about 
it,  but  other  B-school  deans  increas- 
ingly agree  with  Fulton.  Many  see 
tenure — long  held  sacred  by  faculties 
around  the  world — as  an  outdated  sys- 
tem that  drives  up  costs  and  lessens 
accountability.  "A  lot  of  schools  are 
going  to  be  taking  very  hard  looks  at 
tenure,"  says  George  Daly,  dean  of 
New  York  University's  B-school. 

They  should.  Radical  as  it  may 
sound,  it's  time  to  dismantle  tenure, 
and  B-schools  are  in  the  best  position 
to  take  the  lead.  Reflecting  the  corpo- 
rations they  study,  they  lately  have 
become  much  more  responsive  to 
their  customers:  students  and  compa- 
nies. The  schools  now  have  a  chance 
to  strike  a  blow  against  an  inefficient 
system  that  penalizes  students. 

A  relic  of  medieval  times,  tenure 
provides  faculty  with  near-lifetime  job 
security.  Only  gross  misconduct  or  a 
schoolwide  fiscal  crisis  can  cause  dis- 
missal. Academics  have  long  argued 
that  because  tenure  protects  them 
from  the  whims  of  the  moment,  it  is 
cracial  to  academic  freedom.  But  it's 
not  the  only  way  to  foster  free  inquiry, 
and  it  has  created  major  problems. 

Tenure  provides  little  incentive  for 
faculty  to  do  anything  outside  their 
narrow  spheres  of  expertise.  As  a  re- 
sult, it  has  turned  academe  into  an  in- 
ward-looking club  where,  despite  plat- 


itudes to  the  contrary  in  recent  years, 
neither1  teaching  nor  contact  with  the 
real  world  is  rewarded.  Ineffective 
professors  can  spend  decades  deliver- 
ing the  same  mediocre  lectures. 
Even  when  one  discipline  is  becom- 


Five-  to  10-year  terms 
would  ensure  stability 
without  paralysis 

ing  less  relevant  and  another  is  emerg- 
ing as  critical,  tenure  leaves  schools 
powerless  to  shift  resources  quickly — or 
force  teachers  to  leam  new  disciplines. 
Imagine  what  B-school  profs  pondering 
a  case  study  would  say  about  a  compa- 
ny with  that  policy. 


While  there  are  thousands  of  won 
derful  tenured  teachers  across  the 
country,  the  system's  weaknesses 
aren't  hypothetical.  In  this  year's 
business  week  survey  of  4,830  B- 
school  grads,  no  area  showed  less  in 
provement  than  teaching.  In  core 
courses  at  some  top  schools,  such  as 
Stanford  and  Indiana,  mbas  complaii 
of  professors  who  seem  to  be  hardly 
interested  in  what  they're  teaching. 

Cost  is  an  issue,  too.  Most  mbas 
graduate  with  debts  of  over  $30,000. 
Costs  will  increase  as  government 
support  continues  to  wither  and  glob 
alization  and  technology  efforts  re- 
quire major  investments.  Tenure, 
meanwhile,  forces  schools  into 
decades-long  commitments  that  bur- 
den budgets. 

What's  the  alternative?  Contracts 
of,  say,  five  to  10  years.  "Your  top  ai 
good  academics  would  not  be  threat- 
ened by  that,"  Fulton  argues.  Stu- 
dents and  deans  could  join  professor 
on  the  committees  that  decide  who 
gets  a  contract.  That  would  ensure 
accountability  while  preventing  dean 
from  remaking  a  faculty  for  political 
reasons.  "Let  one  big-name  universit 
do  this,"  says  nyu's  Daly,  "and  I  thii 
you'll  see  a  lot  of  changes." 
What  better  candidate  than  a  top  B 
school,  which  would  still  have  the 
reputation  to  woo  faculty  and  could 
hold  itself  up  as  a  model  of  efficienc 
for  academe?  It's  a  reform  movemer 
waiting  to  happen.  All  it  needs  is  a 
leader  willing  to  take  some  short- 
team  heat  for  the  long-term  good  of 
higher  education. 


Staff  Editor  Leonhardt  does  not 

hurt'  tenure. 
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As  we  celebrate  the  first 
anniversary  of  NCR  WorldMark 
servers,  we'd  like  to  thank  all  our 
customers  lor  their  support. 

Since  we  introduced  NCR  WorldMark™ 
servers  12  months  ago,  they've  become 
the  most  successful  product  launch 
in  NCR  history  with  their  unique 
combination  of  scalability  and 
performance 

We'd  like  to  thank  all  the  customers  world- 
wide who  made  our  first  year  so  successful  by 
choosing  WorldMark  as  their  platform  for 
everything  from  data  marts  and  LANs  t<  >  data 
warehousing  and  high-availability  OLTR 

To  get  more  information  on  our  highly 
scalable  WorldMark  servers,  call  1  800-CALLNCR, 
ext.  3000.  Or  visit  us  on  the  web  at  wwwnaxom. 


GDncr 


^  ^  £ 


5a 


*K  servers  shown  lea.ure  Intel  Pen.,um  processors  The  Intel  lns.de  and  Pem.um  Processor  logos  are  reg,s,ered  .rademarks  ot  Intel  Corp  WorldMark  ,s  a  .rademark  ol  NCR  Corp  M996  NCR  Co.porat.on  All  ngh.s 


"Value  Management"  for  Mankind,  Society  and  Future 


The  Next  Innovative  Step 

Halt"  a  century  ago, 
inspired  by  a  challenging  spirit  and 
an  unyielding  desire  to  succeed, 
Hyundai  took  its  "first  pioneering  step" 
into  the  rapidly  changing  world  of  technology. 

Since  then,  Hyundai  has  made  leaping  advances 
to  position  itself  as  a  global  force 
in  such  diverse  industries  as  automobiles, 
electronics,  iron  &  steel,  shipbuilding, 

"Hyundai  Group  will  continue  to  race  engineering  &  Construction, 

towards  the  21  st  century  with  renewed 

enthusiasm  and  commitment"  machinery  and  petrochemicals. 

Chung,  Mong-koo 
Chairman 

Today,  Hyundai  is  ready 

to  take  its  "next  innovative  step" 

into  the  new  technologies  and  industries 

that  will  shape  the  21st  Century  - 

aerospace,  telecommunications  satellites, 

pollution-free  transportation  systems. 

And  we  expect  to  be  at  the  cutting-edge 
of  tomorrow's  new  product  development 
guided  by  a  renewed  sense  of  commitment 
to  improving  our  living  environment. 

Hyundai  - 

Committed  to  the  challenge  to  explore. 


From  Chips  To  Ships  - 

HYUNDAI 

Building  A  Better  World  Through  Value  Management 


Information  Processing 


SOFTWARE 


HONEY,  WHAT'S  ON 
MICROSOFT?' 

Bill  Gates  may  turn  out  to  be  the  Walt  Disney  of  the  Web 


Tune  in  to  Mungo 
Park  and  travel 
with  adventurer 
Richard  Bangs  as 
his  team  attempts 
the  first  rafting  de- 
scent of  the  savage 
Tekeze  River  in 
Ethiopia.  Check  out 
Under  wire,  a  pro- 
gram for  women  with  tips  on  love,  sex, 
marriage,  and  fitness.  Need  a  chuckle? 
Try  15  Seconds  of  Fame,  a  weekly  con- 
test of  the  funniest  stories  from  viewers 
hosted  by  comedian  Charles  Fleisher, 
the  voice  of  Roger  Rabbit. 

Sound  like  the  fall  TV  lineup  at  the 
Discovery  Channel,  Lifetime,  or  Fox? 
Try  Microsoft  Corp.  On  Oct.  10,  the 
software  giant  is  set  to  take  the  wraps 
off  these  and  20  other  glitzy  new  pro- 
grams. It's  all  part  of  the  company's 
ambitious  effort  to  reinvent  Microsoft 
Network  and,  in  the  process,  turn  it- 
self into  the  equivalent  of  a  media  pow- 
erhouse— on  the  Internet. 

But  not  an  ordinary  media  colossus. 
"We're  not  going  to  be  a  classic  media 
business,  like  Disney  or  NBC.  We're  go- 
ing to  stick  to  our  knitting  and  create 
the  best  products  for  the  Web,"  says 
Patty  Stonesifer,  senior  vice-president 
of  Microsoft's  Interactive  Media  Div. 
"But  is  this  a  big  play?  Is  this  a  big  in- 
vestment in  being  a  big  media  company 
on  the  Web?  You'd  better  believe  it." 

Nor  is  this  simply  a  rerun  for  Mi- 
crosoft Network.  MSN,  a  proprietary  on- 
line network  compet- 
ing with  America 
Online,  Prodigy,  and 
CompuServe,  came 
to  life  in  August, 
1995— just  as  the  In- 
ternet was  taking  off. 
Microsoft  Chairman 
William  H.  Gates  III 
soon  realized  he  had 
made  a  mistake — it 
was  too  late  to 
launch  a  proprietary 
service.  So  last  De- 


MSN'S 

FALL 

LINEUP 

A  sampling 
of  the  new 
"programs" 


cember,  he  ordered  an  about-face:  MSN 
would  be  reworked  for  the  Web.  "We're 
going  to  find  a  form  of  msn  that's  going 
to  be  successful,"  Gates  vowed. 

After  a  full  Hollywood  makeover,  msn 
is  ready  for  its  comeback.  Under  the 
creative  eye  of  Executive  Producer  Bob 
Bejan,  a  former  Broadway  dancer  with 
14  years  in  the  entertainment  business 
(page  136),  msn  has  a  snazzy  new  look 
and  fresh  fare.  Microsoft  has  lavished 
$100  million  on  developing  25  original 
programs,  mostly  created  in-house. 
BIG  CHANCE.  For  Microsoft,  it's  money 
well  spent,  msn  is  the  flagship  property 
in  the  company's  budding — and  poten- 
tially lucrative — content  business.  It 
amounts  to  peanuts  in  revenues  now, 
but  content  is  critical  to  Microsoft's  long- 
term  plans.  With  growth  already  down 
to  single  digits  in  business  PC  sales  and 
heading  that  way  in  home  PC  sales,  Mi- 
crosoft is  seeking  new  revenue  sources 
beyond  the  operating  systems  and  ap- 
plications software  it  sells  for  PCs. 

Online  content  is  a  prime  opportunity. 
Group  Vice-President  Pete  Higgins  says 
msn  and  related  content  could  be  a  $1 
billion  to  $2  billion  business  in  five 
years — and  could  tum  a  profit  in  three. 
What's  more,  monthly  msn  subscriptions 
can  give  Microsoft  a  lucrative  annuity — 
a  predictable  revenue  stream  to  offset 
the  ups  and  downs  of  the  computer  in- 
dustry, msn  could  also  serve  as  a  show- 
case for  technology,  such  as  the  Internet 
Explorer  browser.  And  hot  content 
could  get  more  consumers  to  buy  PCs — 


helping  Microsoft  sell  operating  sy 
and  applications.  "We  see  msn  as  ; 
foundation  piece,"  says  Higgins. 

How  solid  a  foundation?  One  thi 
sure:  It's  not  like  the  old  msn  or 
else  online.  The  new  programs  ; 
rehashes  of  print  products  or  Web 
For  the  most  part,  they  are  entei 
ment,  pure  and  simple.  A  visit  to 
of  the  new  areas  on  msn  is  intend 
be  a  5-  to  10-minute  diversion — a 
spiced  up  with  graphics,  animation 
attitude.  There  are  cybersoaps,  j 
shows,  a  music  studio,  an  intera 
comic  book,  and  Retrospect  360,  ar 


▼  RETROSPECT  360  A  biweekly  look 
at  historical  events 


BROKEN  LINE  A  travel  adv( 
game 

914  A  cybersoap 

RIFFF  A  virtual  music  stui 

MUNGO  PARK  A  live  adven 
journal 

RE-MAN  An  online  comic  b 
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i  time  line  of  historical  events, 
en  the  way  you  get  around  msn 
teen  redone.  Content  is  grouped 
six  channels:  "news,  weather, 
5"  is  one;  "show  biz,  games,  and 
a"  another,  msn  has  tried  to  make 
surfing  easier,  too,  by  creating  a 
)rmat  for  searching  and  display- 
rumbnail  sketches  of  sites  before 
ver  click  a  mouse  button, 
still  a  network  in  progress — some 
iitional  programs  are  under  devel- 
rt.  But  analysts  who  have  had  ear- 
sks  are,  well,  gushing.  "It's  brilliant. 
j?e  turned  the  entire  metaphor  of  an 


Monthly  MSN  subscriptions  can  give  Microsoft  a 
revenue  stream  that  will  help  offset  the  peaks 
and  valleys  of  the  cycles  in  the  PC  industry 

JENNINGS  (TOP):  BETTING  THAT  CYBERNAUTS  WILL  PAY  TO  BE  ENTERTAINED 


online  service  upside-down  so  it's  more 
like  broadcast,"  says  Stephen  Auditory, 
president  of  Zona  Research. 

Microsoft  is  not  blazing  a  new  trail, 
however,  when  it  comes  to  charging  con- 
sumers for  content.  This  month,  100,000 
ciurent  msn  subscribers  will  begin  "pre- 
viewing" the  new  service  at  no  extra 
charge.  On  Nov.  8,  the  doors  open  to  all 
comers.  Some  msn  content  will  be  free, 
but  for  premium  fare,  Microsoft  will 
charge  $6.95  a  month  for  five  hours  of 
use  and  $2.50  for  each  hour  after  that. 

Microsoft  knows  that's  a  tough  sell,  so 
it  is  also  offering  a  $19.95-a-month  flat- 
rate  service  that  also  includes  unlimited 
Internet  access.  That  matches  other  In- 
ternet service  deals.  So,  in  effect,  the 
msn  content  is  free.  "We're  not  kidding 
ourselves  that  in  the  beginning  people 
will  pay  us  a  tremendous  premium," 
says  msn  Vice-President  Laura  Jennings. 
"But  because  we  are  in  the  access  busi- 
ness, it  allows  us  to  bring  people  in  and 
expose  them  to  our  content."  Microsoft 
officials  estimate  that  200,000  sub- 
scribers who  use  a  different  Internet-ac- 
cess service  will  opt  for  the  content- 
only  offer  in  the  next  12  months. 

Microsoft's  goals  for  msn  overall  are 
not  so  modest.  Bejan  figures  the  number 
of  subscribers  will  grow  from  1.6  million 
now  to  4.5  million  over  the  next  12 
months — enough  to  close  the  gap  on 
No.  2  CompuServe  and  reach  half  the 
membership  of  No.  1  aol,  which  is  gun- 
ning for  10  million  by  next  summer, 
from  more  than  6  million  today. 

Can  msn  do  it?  "Last  year,  I  said  msn 
was  irrelevant.  It's  not  going  to  threaten 
aol,"  says  analyst  Emily  Green  of  For- 
rester Research.  "But  I'm  getting  ready 
to  eat  my  words.  What  I  didn't  count 
on  was  msn's  determination  to  get  it 
right.  This  will  put  another  big  arrow  in 
CompuServe  and  give  aol  a  inn  for  then- 


money."  Microsoft  will  spend  big  to  make 
its  numbers:  $100  million  on  marketing 
msn,  up  from  $12  million  last  year. 

For  now,  msn's  entertainment  pro- 
gramming is  getting  center  stage.  But 
the  company  has  other  new  information 
services,  too.  Under  the  heading  of  "Es- 
sentials" are  two  Web  sites  within  MSN 
that  Microsoft  executives  have  high 
hopes  for.  Microsoft  Investor  has  been  up 
since  July,  but  a  jazzy  new  version  ar- 
rives on  Oct.  10.  Visitors  can  get  business 
news  (linked  from  msnbc  and  other  news 
sources),  view  stock  charts,  manage  port- 
folios, and  trade  online  via  Charles 
Schwab  &  Co.  A  similar  service  from 
Fidelity  Investments  is  planned. 
MORE  BIGGIES.  You  can  get  to  Microsoft 
Investor  through  msn,  but  you  don't 
have  to  be  a  subscriber  to  visit  the  site 
(investor.msn.com).  Today,  it's  free.  But 
msn  plans  to  have  a  premium  section 
by  mid-1997  that  will  require  a  fee  for 
nonsubscribers.  Rates  have  not  yet  been 
set.  Microsoft's  Chris  Payne,  group 
product  manager  in  the  finance  division, 
figures  Investor  will  be  profitable  and 
generate  sales  of  $25  million  to  $30  mil- 
lion in  three  years,  including  ads,  which 
he  says  may  bring  in  40%  of  revenues. 

The  other  big  site  is  Expedia,  a  trav- 
el area  scheduled  to  open  on  Oct.  22. 
Using  it,  Web  surfers  can  buy  airline 
tickets,  rent  cars,  and  book  rooms  from 
a  database  of  30,000  hotels.  It  also  in- 
cludes travel  information  from  15  guide 
books  and  can  spit  out  customized  maps. 

Access  to  Expedia  will  be  free.  Mi- 
crosoft plans  to  make  its  money  by  col- 
lecting the  roughly  9%  commission  trav- 
el agents  get.  But  that  doesn't  make  it  a 
sure  moneymaker.  Online  travel  is  being 
targeted  by  a  slew  of  competitors,  from 
Travelocity,  an  effort  by  American  Air- 
lines Inc.,  to  Internet  Travel  Network,  a 
startup.  Expedia  execs  say  its  features 


Viewers 
submit  their  funniest  stories 

UNDERWIRE  Issues  for  women 

A  news  parody  updated  daily 

►  MR.  ZODIAC  Astrology  and 
horoscopes 
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are  unique:  more  than  1,000  photos  of 
hotels,  including  rooms,  and  "Fare  Track- 
er," which  E-mails  you  notices  of  low 
fares  to  your  favorite  destinations.  Mi- 
crosoft also  is  developing  a  corporate 
travel  service  with  American  Express 
Co.  Between  that  and  the  consumer  ser- 
vice, says  Richard  Barton,  group  mar- 
keting manager  in  the  Travel  Business 
Unit,  Expedia  could  generate  gross  book- 
ings of  $1  billion  in  three  years,  making  it 
potentially  a  $90  million  business. 

Like    Investor,    Expedia    can  be 


reached  through  msn  or  directly  at 
expedia.msn.com.  This  is  part  of  the  ba- 
sic Microsoft  content  model.  The  online 
version  of  the  msnbc  cable  network  is 
on  msn's  news  channel.  But  Web  surfers 
can  go  directly  to  the  msnbc  Web  site, 
which  is  ad-supported,  without  sub- 
scribing to  msn.  Microsoft's  online  mag- 
azine, Slate,  has  its  own  Web  site,  too. 
Starting  on  Nov.  1,  Slate  will  charge  a 
$19.95-a-year  fee,  but  it  is  free  to  msn 
subscribers.  Stonesifer  says  the  msn  um- 
brella for  Web  content  is  "a  way  to 


i 


make  the  sum  of  these  individual 
forts  be  something  even  bigger."  mJ 

What  if  the  revamped  msn — arML 
other  new  online  initiatives — don'tpfr 
that  big?  For  msn,  this  is  plan  Hpo 
according  to  Jennings,  there  is  ntaa 
C.  "If  this  doesn't  work,"  she  a; 
"there's  going  to  be  a  lot  of  sHl 
around  going:  What's  next?"  AlH 
point,  a  trip  down  the  Tekeze  in 
could  look  like  a  nice  change  of  pa 

By  Kathy  Rebello  in  RedmL 
Wash.,  with  bureau  reports 


THIS  IS  REALLY  THE  JOB  OF  THE  CENTURY' 


When  Bob  Bejan  was  13, 
he  wanted  to  swim  the 
Catalina  Channel.  His 
coach  said  he'd  never  make  it. 
Bejan  knew  better.  For  a  year, 
he  slept  without  covers  and 
took  cold  showers — preparing 
for  the  chilly  Pacific.  At  14,  he 
became  the  youngest  person  to 
swim  solo  across  the  26-mile 
stretch  from  Los  Angeles  to 
the  resort  island.  "Some  call 
that  obsessive,"  he  says. 
"Some  people  call  it  driven." 

After  seven  months  at  Micro- 
soft Corp.,  "now  I  call  it  fitting 
in,"  says  36-year-old  Bejan.  As 
the  new  executive  producer  of 
Microsoft  Network,  he's  the 
force  behind  its  novel  approach 
to  online  programming.  Once 
more,  he's  navigating  choppy 
waters  and  trying  for  a  record- 
breaking  outcome.  "He  has  the 
vision,"  says  Bill  Miller,  a  Micro- 
soft general  manager  who  has 
worked  on  both  the  old  and  new  msn. 
ON  STAGE.  That  vision  comes  from  14 
years  in  the  entertainment  business, 
starting  as  a  Broadway  dancer  in  A 
( 'horus  Line  Bejan  went  on  to  co- 
produce  and  compose  the  music  for  a 
live  show  starling  the  Teenage  Mu- 
tant Ninja  Turtles.  In  1992,  he  co- 
founded  Interfilm  Inc.,  an  interactive 
film  studio,  before  becoming  vice-pres- 
ident of  creative  development  at 
Warner  Bros.  Online.  Bejan  believes 
Internet  content  should  be  like  the- 
ater— fresh  for  each  performance  and 
dependent  on  audience  reaction. 

Today,  that  concept  is  all  over 
MSN,  starting  with  the  "OnStage" 
opening  screen.  On  msn,  software 
used  to  be  beta-tested  for  bugs;  now, 
it's  "previewed."  Producers  "choreo- 


THAT 

show 


S  ENTERTAINMENT:  Be ja  it's  U  years 
In:  included  a  stmt  as  a  Broadway 


graph"  the  online  experience  so  the 
audience  is  never  left  wondering 
what  to  do.  "For  the  first  time,  it's 
like  everything  I've  done  makes 
sense,"  says  Bejan. 

Good  thing.  When  Bejan  joined 
the  msn  team  last  March,  things 
were  in  disarray.  The  first  thing  he 
did  was  to  stop  all  production. 
"There  was  no  galvanizing  emotion," 
he  says.  "They  needed  a  script."  Be- 
jan told  his  vision  to  his  staff  and 
gave  them  two  weeks  to  cook  up 
ideas  for  new  programs  that  fit. 

Expecting  maybe  a  dozen  ideas, 
Bejan  got  64.  "It  was  a  madhouse," 
he  recalls.  To  narrow  the  field,  he 
asked  producer's  to  pitch  their  con- 
cepts in  an  8-page  memo,  with  tech- 
nological requirements  and  a  narra- 


tive on  what  the  Web  surfer 
would  experience.  Bejan  greel 
lighted  12  ideas  and  over  thef 
next  few  weeks  added  more, 
was  a  mad  dash:  20  shows  to  I 
develop  in  22  weeks.  If  one 
flops,  it  will  be  replaced  with  I 
one  of  the  30  shows  now  in  d| 
velopment.  "Bob's  brought  a 
tie  bit  of  Hollywood  into  the 
process,"  says  Dewey  Reid, 
msn's  creative  director. 
GRUELING  PACE.  Now,  on  the 
of  msn's  revival,  Bejan  is  aires 
working  on  the  second  season.ii 
Speaking  in  his  cluttered  officii 
he  is  amped.  His  glasses,  shovjl 
on  top  of  his  head,  keep  slam- 
ming down  on  his  nose.  Oblivi 
ous,  Bejan  goes  on  about  how« 
needs  to  tap  into  creative  typ(|i 
outside  Microsoft,  much  the  we 
a  Hollywood  studio  hires  prodix 
tion  teams.  His  goal:  to  reduce 
production  from  85%  in-house  > 
-  50%,  by  using  Microsoft  Multif' 
media  Productions,  also  known  as  m 
With  offices  in  New  York  and  Holh 
wood,  M3P  will  scour  independent  p<- 
duction  shops  for  msn  programming 
Each  month,  Bejan  and  a  team  of 
four  senior  producers  will  visit  the 
two  offices  to  hear  pitches. 

That  won't  relieve  Bejan 's  grue'; 
ing  pace — at  work  by  5:30  a.m.  an  < 
never  home  before  8  p.m.  But  he's! 
loving  it.  "This  really  is  the  job  ofj 
the  century,"  Bejan  says.  There's  j 
just  one  problem:  A  triathlete  wh(j| 
normally  swims,  runs,  bikes,  or 
weight-lifts  every  day,  Bejan  hasn)  j 
had  time  to  train  in  five  months. 
"I'm  so  out  of  shape,"  he  groans. 
Maybe  so.  But  nicely  toned  for  mi 
By  Kathy  Reh 
in  Redmond,  Wt 


dancer 
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HUGH-PERFORMANCE  PRAISE. 
ULL-THROTTLE  ACCOLADES. 


"THIS  TAURUS  SHO  IS  TERRIFIC.  IT  IS  A  FAST  CAR,  BOTH  CONFIDENT 
AND  ATHLETIC.  IT  IS  ALSO  A  REFINED  CAR,  BOTH  QUIET  AND  COM- 
POSED. AND  IT  SURE  DOESN'T  COST  MUCH,  DOES  IT?"      Automobile  Magazine 

(July  1996) 

"SHO'S  3.4- LITER  4-CAM  V-8,  A  MARVEL  OF  COMPACTNESS  AND 
SMOOTHNESS,  MAKES  235  BHP  WITH  LITTLE  STRAIN."  Road  &  Track 

(July  1996) 

"THE  2  35-HP  V-8  ENGINE  HAS  A  HEALTHY  SNARL,  AND  ITS  POWER  IS 
CONCENTRATED  WHERE  ITS  NEEDED." 

"REFINEMENT  AND  SPORTINESS  AT  A  FAIR  PRICE."  Car  and  Driver 

(July  1996) 

"BACK-ROAD  PASSING  IS  NEVER  A  CONCERN,  AND  ESCAPING  THE 
TRUCK  RACES  ON  THE  INTERSTATE  TAKES  JUST  A  TOUCH  OF  THE  TOE." 

AutoWeek 
(April  29.  1996) 

"YOU  GET  THE  FUN  OF  A  HIGH-PERFORMANCE  SPORTS  MACHINE, 

WITHOUT  SACRIFICING  ROOM  FOR  THE  KIDS."  USA  TODAY 

(June  19,  1996) 


i 
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RE 


FORD  TAURUS 

c 


HAVE  YOU  DRIVEN  A  FORE)  LATELY^ 


CALL  TOLL-FREE  1-888-TAURUS-SHO 

www.ford.com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 
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Marketplace 


BOSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  20 
CHICAGO,  IL  60611 


Telecommunications  Products 


We've  solved  your 
inter-connecting  puzzle. 

Avoid  the  twists  and  turns  by 
choosing  the  ulitmate  in 
Enhanced  Fax/Voice  Solutions 

TRY  THIS  DEMO: 

Info  via  fax:  847/923-3030 
Doc.  No.  889828 

Faxfacts* 

J  by 

Copio  international  Ltd. 
(800)  689-8898  Wheaion,  Illinois 

(708)  682-8898  60187 


Telecommunications  Services 


TELECONFERENCING  As  Low  As 


The  Best  Rates  In  The  Country 


rm         f  s~%  JJJ 

§  a  \*  *  m*  JJJ 


ING  stHWt  ES    l\<  I 


Reserve  Your  Next  Conference  Call  By  Calling 


1-800-778-MEET 

http.//www  eagle  net 


Business  Opportunities 


$650,000-1-  Annually 
From  Home 


$650K  -  $2M  possible  annually  from 
$8,000  investment  Break-through 
product  &  company  structure.  90%  profit 
margin,  no  presentations,  no  travel,  no 
MLM  $75K  first  3  months  Partial 
financing  available  2  minute  message: 

1-800-432-0018  x2776 
Freedom  Associates 


Communications 

"Motorola 

Authorized  Dealer 

The  accurate,  private  and 
easy  way  to  send  messages 
to  all  alphanumeric  pagers, 
nextbl  and  PCS. 


For  Best  Price  and 
Immediate  Delivery 
(800)  469-9266 


Business  Opportunities 


INCORPORATION 


FREE  Information 

All  50  States  and  Offshore 

Reliable  Service  and  Low  Prices 


I  or j) o r ate  C r ea t i o n s 

http://www.corpcreations.eom 


irporati 

/•'«  W  W  V  I 

800-672-9110  •  Fax  305-672-9110 


TRADEMARK 


"A  Doctor's  Income  Detecting 
Hospital  Bill  Mistakes?" 


Studies  reveal  that  97'  -  of  all  hospital  hills  contain 
huiii.-  mertharges  That's  why  my  11-year  busi- 
ness is  such  a  "win/win"  opportunit)  patienis  and 
their  insurers  pa)  us  50c  of  every  $1.00  we  recov- 
er in  overcharges  Now.  since 
m\\\um\  ol  unserviced 
patients  exist  nationwide  - 
man)  facing  a  fortune  in 
overcharges  -  we're  shanng 
our  system  with  affiliates 
wauling  a  dix:tor's  income  Yi 
leiJinical  background  -  just  iht 
vital  new  American  service  $10*000  in\estmeni 
required  For  a  tree  report  and  headstad  on  the 
perfect  home  business,  call  today  1-K(HI-7(H)-70X9 
or  (702)  471-1280.  8  00  -  5:00  pm  PST  • 


"millions 
of  unserviced 
patients  exist 
nationwide." 
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Business  Opportunities 


©CBS1 


We'll  send  you  this  computer  to 
run  your  own  business  at  home! 

Computer  Business  Services,  Inc.  needs  indi- 
viduals to  run  computers  part  time  from  their 
homes.  No  experience  necessary — we  train.  It 
you  buy  our  software  and  training  material,  we 
will  include  a  computer,  color  monitor  and 
printer — or  a  discount  if  you  already 
have  a  computer. 

Call  tor  tree  cassettes  and  color  literature: 


1-8C0-343-8014,  ext.  4362 


Internet  Services 


•  WWW  Product  Showcase  • 

o  Are  You  Serious  About  c 

o    the  World  Wide  Web!  Q. 

|       Call  619-457-3307  <g 

<   t  Irtunl  Creating  " 

.  jjnuai  internet  Sites  ^ 


Internet  Sites 

c:      dvantage  That  work! 
•  Multimedia  •OnLine  Sales*' 


Low  Cost 
Expert  Web 
Design 

enus 

Specializing  in 
Resorts  &  Golf 
www.xenus.com  800.336.5533 


WEB  SITE 
CREATION  &  HOSTING 

Full  Web  Site  Creation  Package 
Virtual  Domain  Hosting  from  $19  95 

No  Setup  fee 
No  Charge  for  Domain  Registration 

1-800-466-4262 
Email:  info@xm.com 
http://www.xm.com 


Business  Opportunities 


CAREER 
BURNOUT? 


Maintain  present  profession! 
Earn  Serious  Money,  part-time  basis' 
NO  FINANCIAL  RISK' 
FREE  training  by  professional 
consultants' 
1-800-353-3312  (24hrinf<» 


CONSULTANTS/TRAINERS 


International  firm  expanding  in 
US  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensive 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB106 
100  Kachel  Blvd.,  #150-E 

Reading,  PA  19607 
(800)  799-6227,  Ext.  12 
FAX:  (610)  856-5918 


International  Markeiw 


We  Can  Introducf; 
Your  Products 
To  More  Than  28,4 
Selected  Engineers/DeA 
in  Japan  throug 
Direct  Mail  in  ja par , 
Inquiries  to: 
Honda  Business 
Fax  Japan  (81) 
CATCH  US  ON  THE  INTERNJ 
http://www.yk.rim.or.jp/"' 


I  in  JapanjBI. .  , 

-s  Systems  A 
45-411-50 


Franchising 


i 

CUSTOM  STORAGE  SYp 

Closet  •  Garaee  •  Home  Office  •  Entertain 


No  I  raled  in  USA  Large  exclusive  territories 
Complete  training  &  on-going  support 

Call  David  Looy.  VP  $3 
(310)  516-7000    FAX  (310)  538-2676 


your  busine 

Call  for  information  abouMJjjrfofnjgU 
"Franchise  Your  Business"  senart 

or  information  on  franchising  * 

Francorp 

Specialists  in  Franchise  Development  t 

1-800-FRANCHISE  (1  -800- 372 1) 


Business  Service 


pil^l^lilU'li 

I  20.000  ACADEMIC  TOPICS  AVAId 


20.000  ACADEMIC  TOPICS  AVAlBl 

Send  $2  for  the  280  page  catap 
Custom  -  written  reports  also  aSB— — _ 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave ,  #206BF 
Los  Angeles.  CA  90025  11  '"" 
TOLL  FREE  HOTLINE:  800-3^0—. 

or  310-477-8226  WNALDE 


Personal  Checs 

the  purchase  (>/600TJ^PP 

3-To-A-Page  Business  (  < 
$OQ95 

Buy  direct  from  ihc  manufai 
Call  lor  a  free  brochure  a 


fax  orde 


;  inslructionJ 


1-800-239-46 


ul  ihru  12  M  »«' 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  6061  1 


Education/Instruction 


n  Your  Degree  At  Home! 

»r  a  profitable  new  tarter  in  Accounting  or  Business  Management 

chools  gives  you  a  comprehensive  curriculum,  top-notch  faculty, 
xibililv  of  studying  at  home.  I  sing  our  time-saving  senil  es, 
have  an  Associate  of  Applied  Science  Degree  in  onlv  two 
iu  btve  a  high  school  diploma  or  GKI)  ;uid  you'd  like  a  free 


lltodav... 


Schools 


1-800-321-4634,  Ext.  2077 


tecticul  Vvenue,  \\V  Washington.  DC  20008 


T  IN  YOU 


VALUE  Is  What  You  Know 
BS's  and  Masters  in  Business  and 
ing  Through  Distance  Learning 


CNU 


I  tenia  Street.  North  Hills.  CA  91343 

I  taiog  Call  1-800-782-2422 
I  te:  http:  //www.cnuas.edu 


i  Se!f  Paced  Home  Study 
Bachelors  Masters  Doctors 

E  Business  Admin  Public  Admin, 
e  Admin,  Human  Resources, 
t'l  Business,  Tech  Mgmt,  Law, 
'sychology,  Computer  Science. 
p://www. scups.edu 
it:  enroll@scups.edu 
00/477-2254  (24  hrs) 
■rn  California  University 
Professional  Studies 
St-BW,  Santa  Ana,  CA  92705 


F  y  Distance  Learning 

I  tniversity  offers  accredited  MBA:  no 
I  3MAT  needed  Chosen  by  Economist 
I  i  as  one  of  world's  best  MBA  programs. 

UNIVERSITY  i  (800)  MBA-0707 
n  Distributor  I  '»  Ask  for  ext  20 
t  St,  Suite  2,  El  Cerrito,  CA  94530 

e  FaxBack  literature:  from  your 
s  phone,  call  (510)  486-8900. 


nam 

ERNAL  DEGREES 

I  IBS  MS/MBA  PhD/JD 
n.  ir  work /life  exp.  •  Accredited 
)0)  444-8569  (24  hrs.) 

,  Salle  University 

SI:  >9  Mandeville,  LA  70470-4000 


puter  Equipment 


I  LETT-PACKARD 

Buy-Sell-Trade 

.  it  ColorPro 
j    '  Draft  Pro 

W  Writer  Draft/Master 
»  static  Plotters  DesignJet 
W  ^stations  and  Vectras  also  available 
fj  asher  &  Associates 

R  id  Ave.  S  Birmingham,  AL  35222 
I  )5/591-4747  Fax:  205/591-1108 
N  13  •  E-mail  sales@dasher.com 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

•  High  quality 
'150  styles 

•  Free  catalog 
1-800-992- WIDE 


HITCHCOCK  SHOES.  INC. 

Dept.  55R  Hingham,  MA  02043 


In  Short.  The  Best 
Boxer  Shorts  Ever. 


11«  Maple  Dr.,  Ada 


Finest  quality,  100% 
cotton  fabrics,  including 
Se.i  Island  cotton''  Boxer 
shorts  vou  e.tn'r  buy  in  stores. 
For  exclusive  catalog: 

Green  Pond 

ra.GA  W305,  1-800-827-POND 


Corporate  Gifts 


is  your  corporate  and 

promotional  gifts 
specialist.  Great  prices. 

yv^dtoo)  ■>  ir>-i  i:t2 

Buildings/Structures 


50  x  100  x  12 
$13,478 


Build  it  yourself  and  save  M(  INE1  5,000  sizes,  all  bolt-together  ALL 
STEEL  BUILDINGS,  Call  today  lor  a  price  quote  and  a  brochure. 

HERITAGE  BUILDING  SYSTEMS 
800-643-3555 


Culinary  Tools 


Savings  from 
PROFESSIONAL  CUTLERY  DIRECT 


The  Wusthof-Trident 

Classic  6"  Cook's 
$78.00  $48.50 


FREE  catalog. 

Incredible  seleclion 
Of  line  culinary  roo/s 
.  tkw  ire  A  rii.  ire 


Professional  Cutlery  Direct 
(800)  859-6994,  Dept.  BW6A 

email:  BW6A@p-c-d.com 


Travel/Vacations 


Small  Ships.  Big  tuVnture 

&  Cruise  Ponomo,  Belize,  Virgin  Islands,  Trinidad, 
A  Aiubo-Curocoo  in  Winter  Summer  in  the 

Zgj&Tg  Erie  Canal,  Newfoundland,  Nora  Scotia, 
—  ■  Great  Lakes,  Mid-Amenco  &  more 

Free  Brochure  800-556-7450 


American  Canadian  Caribbean  Line 


>!*  Unspoiled 

T  CARIBBEAN  T 

Discover  small  family  owned  island 
hotels,  Inns,  chalets,  beach  cottages, 
guest  houses,  villas.  Bargain  to  deluxe. 
Lowest  air  fares  nationwide.  Please  call 
today  for  our  new,  free  132  page  catalog. 

-mmr  1 -800-333-0392  aVa 

www.smallhotels.com  §\r\ 


Corporate  Gifts 


Logo  Tattoos 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00  !" 
or  2000  Tattoos,  Just  $299.00f! 

plus  $7  00  SSH  (CA  add  7.25%  sales  lax) 

Customized!  Full  Color!  2"  X  2"! 


Send  your  sized,  color  logo,  or  artwork .  along  with 
a  check,  company  P.O.  or  Visa  /  MC  n  to: 


Calico  Temporary  Tattoos 
315  Plantation  Way  •  Vacaville,  Ca  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 
Allow  4-6  weeks  for  delivery 


Fine  Art 


SALVADOR  DALI 


"Drawers  of  Memory" 

1964  Original  Lithograph 
Pencil  Signed  by  Salvador  Dali 

Collect  Rare,  Authentic  Prints, 
Drawings,  and  Paintings 

From  the  #1  Source  for  Salvador  Dali 

SILVERSTATE  FINE  ART 
Free  Catalog 
800-999-DALI  (3254) 

Outside  U.S.  call  310-798-1360 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 
Receive  Our  FREE  Moil 
Order  Catalogue  Now1 

212  pgs.  of  Top  Brand 
Names  in 

Audio  •  Video 
Computers*  Portables 

Home  Office 
Music  Video  &  More 
All  at  Distount 

BN096  p"<es! 

Order  loll  Free  24  Hours  A  Doy,  7  Days  A  Week 

1-800-221-8180 


Corporate  Gifts 


Get  your  customers' 
attention  this  season. 

Send  them  your  underwear. 


http://www.promorriQrt.com/bw 

.  afghans  boxer  shorts,  crystal, 
and  a  few  thousand  other  imprmtable 
business  gifts 

Win  SI, 000  m  tree  merchandise 
Visit  http://www.promoniort.com/bw  toi  derails 


Information  Processing 


INFORMATION  MANAGEMENT 


CLEARING  THE  COBWEBS 
FROM  THE  STOCKROOM 

New  Internet  software  may  make  forecasting  a  snap 


B 


(uy  a  bottle  of  Listerine  at  a  Wal- 
.Mart  this  fall,  and  besides  freshen- 
'ing  your  breath,  you'll  be  part  of  a 
test  of  electronic-commerce  technology. 

Wal-Mart  Stores  Inc.,  with  Warner- 
Lambert  Co.,  Listerine's  maker,  is  using 
the  mouthwash  to  demonstrate  a  way 
for  all  retailers  and  their  suppliers  to 
save  billions  of  dollars  by  more  accu- 
rately forecasting  demand  for  individual 
products.  While  Wal-Mart  is  famous  for 
how  it  analyzes  daily  cash-register  data 
and  works  with  suppliers  to  avoid  build- 
ing up  inventory,  it  now  hopes  to  go  a 
step  further.  Like  other  retailers,  it  does 
its  own  forecasting  but  shares  little  of 
that  with  suppliers.  The  result:  errors  of 
as  much  as  60%,  says  Frederick  A. 
Crawford,  head  of  consumer-goods 
consulting  at  Computer  Sciences 
Corp.  Afraid  of  being 
caught  short,  retailers 
wind  up  ordering  more 
than  they  need,  and 
suppliers  make  more 
than  they  can  sell. 

So  a  staggering  $715 
billion  worth  of  con-  § 
sumer  goods  sit  idle  in 
U.  S.  inventory,  tying  up 
capital  and  running  up  in- 
terest charges,  according 
to  Benchmarking  Part- 
ners Inc.,  a  consulting 
firm  in  Cambridge,  Mass. 
But  if  retailers  and  man- 
ufacturers could  coordi- 
nate their  forecasts  of  de- 
mand, they  might  cut  a 
quarter  of  that.  Bench- 
marking says — and  save  $179  billion. 
industry  standard?  That's  where  the 
new  scheme,  called  cfar,  comes  in.  It 
stands  for  collaborative  forecasting  and 
replenishment  and  offers  a  standardized 
way  for  manufacturers  and  merchants  to 
work  together  on  forecasts  across  the 
Internet.  Why  not  phone  or  fax?  With 
thousands  of  forecasts,  one  for  every 
product  in  every  store  for  52  weeks 
into  the  future,  companies  would  be 
overwhelmed.  With  cfar  software,  the 
parties  will  exchange  a  series  of  written 
comments  and  supporting  data  elec- 


RETAILER 


A 

■ 
P 

tronically — details  of  a  future  sales  pro- 
motion, an  analysis  of  past  sales  trends. 
For  an  allergy  pill,  for  example,  they 
would  swap  weather  analyses  to  gauge 
how  bad  the  hay-fever  season  will  be. 
By  organizing  all  the  exchanges  on  an 
electronic  bulletin  board,  cfar  makes  it 
easy  for  each  side  to  review  related 
messages  and  append  new  ones. 

As  the  "see-far"  acronym  implies,  a 
key  benefit  of  the  new  system,  which 
Wal-Mart  is  proposing  as  an  industry 
standard,  is  to  provide  more  reliable, 
longer-term  views  into  the  future.  "So 

HOW  CFAR  WORKS 


FORECAST 


Independently,  a  retailer  and 
manufacturer  calculate  the 
demand  they  expect  for  a 
specific  product  six  months 
into  the  future.  Each  relies  on 
its  own  data  about  past  sales 
trends,  promotion  plans,  and  per- 
haps the  weather.  They  exchange 
forecast  numbers  over  the  Inter- 
net using  CFAR  software.  If  the 
numbers  differ  by  more  than 
10%,  say,  merchant  and  supplier 
use  the  link  to  exchange  more 
data    and    written  comments 
through  as  many  cycles  as  it 
takes  to  converge  on  a  single  and 
more-accurate  forecast. 


far,  supply-chain  partners  have  cwj 
ated  only  over  the  short  term,  ■ 
ders,"  says  Michael  Hammer,  co 
of  Reengineering   the  Corpor 
"What  they  need  to  do  is  get  thei 
all  forecasting  and  planning  syste 
tegrated  for  a  long-term  view." 

If  everybody  can  agree  on  a  fo 
and  stick  to  it,  "you  don't  have 
changing  yoiu-  production  schedule 
and  forth,"  says  Ernest  R.  Lazor 
information  officer  at  Prestone 
ucts  Corp.,  in  Danbury,  Conn.  ' 
the  wray  to  get  better  margins." 

Does  such  collaboration  raise  an 
issues?  Only  if  market  inforn 
moves  between  retailers  or  bel 
suppliers.  By  coordinating  forecast 
or  more  suppliers  might  influenc. 
supply  of  dish  detergent,  say,  a 
feet  its  price.  "Then,  the  alar 
starts  to  ring,  says  LawTence  J. 
a  professor  of  economics  at  Ne 
University.  By  design,  cfar  keep 
private  to  prevent  such  collusion 
Is  the  world  ready  for  the  Wa 
system?  Yes,  says  Ralph  W.  D 
vice-president  of  product  supply  at 
ter  &  Gamble  Co.,  which  is  ad 
cfar.  "It  can  strip  out  waste,  in 
ry,  people,  rework,  you  name  i 
.  L   deliver  better  value  to  th 
tomer,"  he  says.  And 
are  alternative  sch 
American  Software  ! 
unit  of  Information 
sources  Inc.,  which  « 
point-of-sale  dat 
launcliing  cullabo 
systems,  too.  ' 
itively,  eve 
thinks   it's  a 
idea,"  says  Hau  L I 
PRODUCER      i  a  business  profes 
:   Stanford  Universi 
The  collaborativl 
terns  won't  achiev 
ical  mass  for  at  1 
year  or  two  be 
they  require  a 
1  reengineering,  co: 
Benchmarking  P; 
Benchmarking  developed  CFAR 
funding  from  Wal-Mart,  IBM,  SAij 
Manugistics.  The  latter  two  are 
ers  of  accounting  and  supply-chain 
ware,  respectively.  To  promote  CF| 
a  standard.  Benchmarking  has 
specifications  on  the  Web  and  b 
more  than  250  companies,  incl 
Sears,  J.  C.  Penney  and  Gillette.  I 
20  companies  are  implementing 
Perhaps,  just  perhaps,  from  little  b' 
of  mouthwash  a  mighty  Internet 
dard  will  flow. 

By  John  W.  Verity  in  New 


140  BUSINESS  W!  EK  /  OCTOBER  21.  1996 


Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


CISIONS  ARE  TOUGHER. 
1E  IS  CRITICAL 
SOURCES  ARE  LEANER. 
ID  THE  BUCK  STOPS  WITH  YOU. 


IYPE  JUST  WON'T  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  I00. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


9I9.677.8200    Fax  9I9.677. 4444  www.sas.com/vision/ 


if 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 


THUNDERBIRD: 

Worid-Qass  Global  Education 


Thunderbird  is  the  clear  leader  in 
global  business  education.  Si  nee  1946, 
Thunderbird  has  provided 
management  talent  for  more  than 
9,000  companies  in  the  U.S.  and 
around  the  world.  These  professional 
men  and  women  have  the  ideal 
combination  of  business  skills, 
creativity,  and  managerial  ability. 

Thunderbird  graduates,  a  powerful 
group  of  more  than  28,000  global 
citizens,  are  able  to: 

•  Use  their  business  skills  beyond 
their  home  countries 

•  Be  flexible  in  changing  global 
markets 

•  Speak  the  language  of  their  clients 
and  associates 

•  Manage  a  culturally  diverse  team 


Frances  Aldricli  Sevilla-Sacasa  is  Managing 
Director  and  Deputy  Division  Head  for  Latin 
America  of  Bankers  Trust  Company's  Private 
Bank.  Based  in  Miami,  she  deals  with  delicate 
relationships  in  a  variety  of  countries  and 
attributes  her  success  to  her  Thunderbird 
experience  and  her  fluency  in  four  languages. 

"The  Thunderbird  graduates  working  in  my 
area  of  responsibility  at  Bankers  Trust  have 
solid  technical  skills  and  are  especially  well 
equipped  to  work  in  a  global  environment,  and 
to  function  in  cross  cultural  situations.  The 
school  continues  to  add  more  finance  courses, 
additional  languages,  and  new  options  for  study 
abroad." 


Thunderbird  offers: 

•  The  Master  of  International 
Management  degree  requires 
courses  in  international 
management,  international 
business  environment  and  any 

of  ten  foreign  languages. 

•  The  Executive 
Master  of 
International 
Management 

degree  is  a  two-year  program 
for  working  professionals. 

•  The  Post  MBA  degree  is  for 
those  who  wish  to  complement 
their  traditional  business  degree 
with  a  focus  on  the  global  market. 

•  AACSB  ACCREDITED 


THUNDERBIRD 

The  American  Graduate  School  of 
International  Management 


Office  of  Admissions  •  15249  North  59th  Avenue  •  Glendale,  Arizona  85306-6003  •  Tel.  U.S.  1-800-457-6940  •  Fax  602-439-5432  •  Tel.  Int'l.  602-978-7210 

http://www.t-bird.edu 


S  P  E  C  I 


Penn  State 


Executive 


Programs 


REAL  WORLD 


FACULTY 


REAL  WORLD 

Experience 


REAL  WORLD 

Solutions 


Toll-free  within  U.S.: 
(800)311-6364 

Outside  U.S.: 
(814)  865-3435 

Fax:  (814)  865-3372 

E-Mail:  psep@psu.edu 

Web  Site:  http.V/www. 
smeal.psu.edu/psep 


Success! 

That's  what  you  can  expect  from  The  University  of  Arizon;js 
Eller  School. ..distinguished  faculty.. .innovative  curriculum...  3 
I  a  blend  of  theory  and  practice... wo  rid -class  facilities... 
The  MBA  Program...small  classes. ..supportive,  interactive  1 
environment.. .enhanced  leadership  skills... 

Prepare  for  the  Future  - 
Invest  in  Your  Career 


ELLER 


MBA  Admissions:  (520)  021-2169 
E-mail:  ollornol@bpa.aiM/ona.odu 

Eller  Graduate  School  of  Management 
College  of  Business  and  Public  Administration 
McClelland  Hall  210  •  The  University  of  Arizona 
P.O.  Box  210108  •  Tucson,  Arizona  85721-0108 
The  University  of 

Arizona, 

Tucson  Arizona 


Turning 
Powerful 
Ideas  into 
Innovative 
Practice 

At  Stanford  Business  School, 
we  give  you  powerful  ideas 
to  lead  your  company  in  new 
directions.  Our  14  executive 
programs  offer  invaluable 
opportunities  to  enhance  your 
general  management  skills 
or  focus  on  specialized  areas 
of  your  business.  Call  us 
today  and  join  the  over  700 
executives  who  participate  in 
our  top-ranked  Executive 
Education  programs  each  year. 

415-723-3341 


1997   EXECUTIVE  PROGRAMS 


STANFORD 
BUSINESS  SCHOOI 


General  Management  Programs 

Stanford  Executive  Program 

June  22-  August  5, 1997 

Executive  Program  for  Growing  Companies 

March  2-14,  July  20  -  August  1 , 1 997 

Stanford-N.U.S.  Executive  Program 
in  Hong  Kong:  April  6  -  25, 1997 
in  Singapore:  August  10  -  29, 1997 


NEW 


NEW 


Specialized  Programs 

Advanced  Negotiation  Program 

January  22  -  25, 1997 

Managing  in  Groups  and  Teams 

March  23  -  28,  1997 

Negotiation  and  Influence  Strategies 

April  20  -  25,  November  2-7, 1997 

Strategic  Uses  of  Information  Technology 

May  11  -  16,  1997 

Leading  and  Managing  Change 

June  22- July  4, 1997 


Product  Development  and 
Manufacturing  Strategy 

July  6-  18,  1997 

Financial  Management  Program 

July  6-  18, 1997 

Executive  Program  in  Strategy  and  Organizati 

August  3-  15, 1997 

Marketing  Management: 
A  Strategic  Perspective 

August  10  -  22, 1997 

Human  Resource  Executive  Program 

September  14-  19, 1997 


For  more  information  contact: 

El  Vera  Fisher 

Office  of  Executive  Education 
Stanford  Business  School 
Stanford  University,  Stanford,  CA  94305-501! 

Ask  for  Dept.  97B 

Phone:  (415)  723-3341  ■  Fax:  (415)  723-39 
E-mail:  Executive_Education@GSB.Stanford.e 
Web  site:  http://gsb-www.stanford.edu/eep 
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By  working  with  top  international  corporations,  our  faculty  has  a  good  perspective  on  the  world  at  large: 

mall  and  getting  smaller.  But  the  opportunities  are  bigger  than  ever  for  those  who  know  how  fflk 
I  icceed  in  this  fiercely  competitive  environment. 

To  help  ensure  that  you  do,  we  suggest  Executive  Education  at  Columbia  Business  School.  Columbia 
i  bining  the  international  expertise  of  our  faculty,  and  the  worldwide  business  savvy  that  can  school 
I  be  found  in  New  York  City,  every  business  program  we  teach  emphasizes  the  skills  you  need  to  compete 
i  win  in  the  new  global  marketplace. 

So  whether  your  looking  for  courses  in  Strategy,  Marketing,  Finance,  Leadership,  General  Management,  or 
i  om-designed  programs  for  your  company,  Executive  Education  at  Columbia  Business  School  is  clearly  the 
re  to  look.  Courses  are  held  at  Arden  House,  a  historic  mansion  one  hour  north  of  New  York  City.  For 
I  mation  call  (800)  692-3932,  ext.  Ill  or  fax  Dept  J  at  (212)  316-1473.  Outside  the  U.S.  call  (212)  854-3395, 
( 120.  And  get  ready  to  take  on  all  that  this  great  small  world  has  to  offer. 

EXECUTIVE  EDUCATION 

I  COLUMBIA  BUSINESS  SCHOOL 


Because  Your 

Business 

Demands  It  - 

Now 


For  more  information,  contact: 

Nancy  Nichols,  Director 
Stanford  Professional  Education, 

Executive  Programs 
Stanford  Alumni  Association, 
Bowman  Alumni  House, 
Stanford,  CA  94305-4005 
Phone:  (415)  723-2027 
Fax:  (415)725-9712 
Web  site:  http://sunsite. Stanford. 

org/SOLAR/ProEd/ 

m 

Sponsored  by  the 
Stanford  Alumni 
Association 

These  programs  are  open 
to  all  qualified  applicants 
A  degree  from  Stanford  is 
not  a  prerequisite  tor 
enrollment 


PROFESSIONAL  EDUCATION, 
EXECUTIVE  PROGRAMS 

Financial  Seminar 
for  Non-Financial 
Managers 

February  26-28, 
May  14-16, 
August  6-8, 
November  12-14,  1997 

Cycle  Time 
Strategy 

April  2-4,  1997 

Market  Strategy 
for  Technology- 
Based  Companies 

April  23-25, 
October  29-31,  1997 

Managerial 
Excellence 

June  22-27,  1997 

Advanced 

Management 

College 

September  21-26,  1997 

Managing 
Innovation 

October  15-17,  1997 


Success  today  belongs  to  those  who  can 
quickly  adapt  in  the  marketplace.  Come  to 
Texas  A&M  University  and  expand  your 
portfolio  of  business  skills  in  one  of  our 
dynamic  programs. 


CENTER  FOR 

EXECUTIVE  DEVELOPMENT 
We  create  each  of  our  seminars  to  address  specific 
management  trends  and  challenges  executives  today 
face  -  designed  to  develop  practical  skills  for  solving 
real-world  problems.  We  are  changing  the  way 
business  looks  at  change. 

MBA  PROGRAM 

Our  MBA  program  is  a  carefully  crafted  approach  to 
advanced  business  education  -  a  unique  program 
known  as  Education  in  Action  -  emphasizing  the 
development  and  masteiy  of  skills  essential  for  the 
successful  manager. 

TEXAS     A&M  UNIVERSITY 


I  College  &  Graduate  School 


Business  Administration 


413Wehnei  Building  •  College  Station,  Texas  77843-41 13 
409-845-4711  •  www.tamu  edu/cba 


University  of  Michigan  Business  School 


It  takes  a  proven  leader  to  make  one. 


Why  have  four  out  of  every  five  Fortune  200 
companies  sent  executives  to  our  Executive 
Education  programs  in  the  past  two  years? 

•  Close  interaction  with  world-renowned  faculty 
and  other  executives  from  top  corporations. 

•  Access  to  cutting-edge  business  strategies. 
.•  The  most  current  research  grounded  in 

practical  application. 
It  all  translates  into  results  for  you  and 
your  organization. 


More  executives  come  to  our  programs  than 
any  other  executive  education  programs  in  the 
U.S.  With  public  and  customized  offerings  in 
Ann  Arbor,  Asia,  and  Europe,  we're  preparing 
executives  with  the  skills  and  tools  essential  for 
g'obal  leadership  in  the  21st  century.  Choose 
th  ■  leader — acquire  the  knowledge,  acumen, 
and  contacts  necessary  to  lead  your  company 
into  the  future. 


Ann  Arbor,  Michigan  48 109- 12 34  USA  Telephone:  (313)  763-1003  Facsimile:  (313)763-9467 
World  Wide  Web:  ht1p://www.bus. umich.edu  Email:  um.exec.ed@umich.edu 


riving  Lessons.  Wharton  style. 


Wharton's  George  Day  coined  the  term 
"market-driven  strategy,"  used  today 
by  companies  worldwide. 


To  successfully  drive  your  business,  you  have  to  be 
npecitively  focused  and  customer  focused.  It's  a 
son  too  many  people  forget. 

Not  George  Day,  Wharton  marketing  professor.  He 
roduced  "market-driven  strategy"  to  the  business 
:abulary.  It's  one  of  the  many  innovative  ideas  that 
'e  been  developed  by  our  world-class  faculty. 
As  the  oldest  business  school  in  the  world,  Wharton 
.  been  at  the  frontier  in  finance,  international 
iiness,  management,  strategy  and  marketing.  Driven 
a  faculty  with  unparalleled  depth  and  breadth,  the 


School  is  helping  many  organizations  negotiate  the 
tricky  turns  of  global  business  in  the  1990s. 

This  rich  tradition  of  innovation  is  the  foundation  for 
our  executive  education  programs,  which  incorporate  a 
unique  blend  of  scholarly  excellence  and  real-world 
pragmatism.  These  insightful,  dynamic  courses  offer 
business  people  the  opportunity  to  refocus  and  refuel. 

Are  you  running  low  on  new  ideas  to  drive  your 
business?  Come  to  Wharton  Executive  Education. 
Then  put  what  you  learn  into  action  and  watch  your 
company  pull  away  from  the  field. 


□  Competitive  Marketing  Strategy 
December  8  -  13,  19%  •  June  15  -  20,  1997 

□  Finance  and  Accounting  for  the  Non-Financial  Manager 
Januaiy  12  -  17,  1997  •  March  16-21,  1997 

□  Integrating  Finance  and  Marketing:  A  Strategic  Framework 
February  23  -  28,  1997 

□  Discovery  Driven  Business  Planning:  Planning  to  Learn  From  Corporate  Development  Projects 
December  12  -  13,  1996  •  March  26  -  27,  1997 

□  Industrial  Marketing  Strategy 
December  1  -6,  1996 

□  Liberating  Leadership:  Leveraging  the  Power  of  a  Diverse  Workforce 
January  5-  10,  1997 

]all  today  for  a  complete  catalog  listing  over  thirty  different  courses  focusing  on  developing  leaders,  strategies  for  growth, 
ling  financial  advantage,  healthcare  management  and  managing  the  enterprise:  1-800-255-EXEC,  Ext.  1820.  Or  you  can 
e-mail:  execed@wharton.upenn.edu.  (Wharton's  world-wide  web  home  page  is:  http://www.wharton.upenn.edu/) 


Wharton 

Executive 
Education 


Aresty  Institute  of 
Executive  Education 


South  38th  Street,  Philadelphia.  PA  19104-6339 

iO-255-EXEC  ext.  1820*  (215)  898-1776  ext.  1820  •  FAX  Attn:  Dept.  1820  (215)  386-4304 


The  Wharton  School 
University  of  Pennsylvania 


i 

SPECIAL   A  D  V  1 

:  R  T 1  S  1  N  G  SECTION 

Today's  Choice  For 
Tomorrow's  Business  Leaders. 

If  you're  looking  for  the  best  in  contemporary,  innovative 
graduate  business  education,  look  to  Kellstadt.  We  offer  the 
world's  only  M.B.A.  in  International  Marketing  &  Finance 
(MBA/IMF),  an  intensive  18-month 
program  with  an  international  practicum; 
and  nine  other  M.B.A.  concentrations- 
plus  specialized  degrees  in  Accounting, 
Finance  and  Taxation.  There's  even  a 
Weekend  M.B.A. 
Our  faculty  of 
over  200  experts 
offers  a  hard- 
hitting, practical 
approach  to  graduate  business 
education.  All  in  the  heart  of 
Chicago,  where  thousands  of  DePaul 
alumni  give  our  students  a  direct  link 
to  one  of  the  world's  premier 
industrial  and  financial  centers. 

It's  no  wonder  Kellstadt  is 
consistently  ranked  among  the  best 
business  schools  in  the  country.  To 
find  out  more,  call  312/362-8810.  Or  fax  us  at  312/362-6677 
E-mail:  mbainfo  (5  wppost.depaul.edu. 


gg  DePaul  University 

Kellstadt  Graduate  School  Of  Business  •  Chicago 


Top  10  in  Part-Time 
Programs: 

U.S.  News  &  World  Report, 
1995  and  1996 

Top  5  in  Entrepreneurship 
Programs: 

Success  Magazine  1995 

Top  10%  Business  Schools: 

Gourman 


AT  DARTMOUTH 

PROGRAMS  FOR  EXECUTIVES 

CUTTING-EDGE  CONCEPTS 

Intelligent  Enterprise,  a  revolutionary 
analysis  by  Tuck  professor  James  Brian 
Quinn,  is  "the  closest  approximation  we 
have  to  a  textbook  on  the  emerging 
economy."  — Fortune 

BOTTOM-LINE  APPLICATIONS 

"The  Tuck  program  challenged  us  with  compelling 
concepts,  highly  relevant  to  our  business,  which  can  be 
immediately  leveraged." 

—  Managing  Partner,  Coopers  &  LybranJ 

TEACHING  EXCELLENCE 

"The  Tuck  faculty  are  exceptional.  The  quality  of  their 
presentations  as  well  as  their  content  knowledge  is  truly 
outstanding." 

—  General  Manager,  Chrysler  Corporation 


For  a  complete  listing  of  Executive  Programs, 
Call  603-646-2839  or  Fax  603-646-1308 
E-mail:  tuck.executive.educaticm@dartmoutb.edu 


|n  the  gateway  city"Jfetof  Dallas— third  in  the  nation  for  major  coi 
porate  headquarters  and  sixth  in  the  world  for  global  corporal 
headquarters -lies  a  business  school  with  a  reputation  for  prepar- 


ing students  for  success  in  the 


world  marketplace.  It's  the 


n 


school  that  offers  each  MBA  student  an  executive  mentor. 

It's  the  school  with  the  renowned  Business 
Leadership  Center,  which  hones  the  leader 
ship,  communication,  and  team-building 
skills  companies  prize.  It's  the  Cox 
School  of  Business  iirijhlii  i  ih  1 1  at  SMI 


Edwin  L.  Cox  School  ol  Business 
MBA  Office  oi  Admission 
Southern  Methodist  I  niversit) 
PO  Box  7503:53 
Dallas,  Texas  75275-0333 


Phone:  214-768-2630 

1-800-472-3622 
Fax:  214-768-3956 
Internet:    mkunlod'  mail. eo\. sniu.edu 
WWW:  http://www.cox.sniu.edu/ 


Their  entrepreneurial  leadership 
began  at  Babson. 


Arthur  Blank  '63 

Cofounder,  President  mid  COO 
The  Home  Depot 


Robert  Weissman  '64 
Chairman  tiiid  CEO 
The  Dun  &  Bradstreet  Corp. 


Roger  Enrico  '65 
I  'ice  Chairman  and  CE I ) 
PepsiCo  Inc. 


Rudolph  ( '11 

Chancellor 
New  York  Public  Schools 


Craig  Benson  '77 

Cofounder,  Chairman  mid  COO 
Cabletron  Systems  Inc. 


Number  one  in  entrcprcnciin.il  studies  according  to  I  T£.News  it  World  Repair,  Success  Magazine  ami  our  graduates. 
Babson  College:  1-800-933-3543.  ( )r  visit  our  web  site  at:  http://www.babson.edu. 


^  BABSON 


COLLEGE 


E  C  T  I  0  N      M  , 

Graduate  School  of 
vpiwj    Business  Administration 
/LlN    University  of  Virginia 
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WORK  WORK  WORK  WORK.  >/<•<•/>  WORK  WORK  WORK.  WORK.  WORK. 
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WORK  WORK  WORK  WORK.  WORK  WORK.  WORK     i:it.     WORK  WORk 


IN  11  MONTHS  YOU'LL  THANK  US  FOR  THIS. 
AS  FOR  THE  REST  OF  YOUR  LIFE, 
BLAME  YOUR  BOSS. 
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Nobody  ever  said  getting  an  MBA  would  be  easy. 
Hut  at  the  Katz  Graduate  School  of  Business,  you'll  learn  what  it 
takes  to  thrive  in  today's  global  marketplace. 

Best  of  all,  you'll  get  your  MBA  in  just  11  short  months. 
Which  means  less  time  away  from  the  work  environment. 
More  money  saved  on  tuition.  More  time  for  you  to  spend  moving 
up  the  corporate  ladder.  And  more  time  to  beg  for  raises. 

For  more  information 
about  the  Katz  MBA  program,  call  (412)  648-1700. 

Or  write.  Office  of  Admissions. 
276  Mervis  Hall  University  of  Pittsburgh,  Pittsburgh,  PA  15260 


University  of  Pittsburgh 


E-mail:  M!i.\-.\timissinns(l!'K.'Uz. liusiiicss.Pitt.edu 


www.pitt.cdii/~business/ 


WORK  WORK  WORK  WORK  WORK.  WORK.  WORK.  WORK.  WORK.  WORK. 
.  WORK.  WORK  WORK  WORK.  WORK.  WORK.  WORK.  WORK.  WORK.  WORK 


Company  Partnerships  and  Consc 
tium  Programs.  Darden  welcomes  the 
opportunity  to  work  with  organizations  in  | 
design  and  development  of  program  and 
research  activities  tailored  to  achieve  spec 
corporate  objectives  and  focused  on  key 
corporate  issues.  In  addition,  Darden 
consortium  activities  encourage  involvem 
by  groups  of  companies  in  the  design  of 
programs. 

******** 

Open-Enrollment  Programs.  Our 

programs  are  designed  and  delivered  to  tc 
full  advantage  of  the  diversity  of  experienc 
found  in  participants  from  a  variety  of 
industries,  cultures,  and  functional  back- 
grounds. We  offer  programs  in  the  areas 
General  Management,  Finance.  Leadership 
and  Organizational  Change,  Marketing  anc 
Sales,  Operations,  and  Special  Topics. 

******************* 

For  more  informat ion:  Darden  Executive  Education  •  The 
Darden  School  Foundation  •  University  of  Virginia  •  P.O 
Box  6550  •  Charlottesville,  VA  22906-6550  •  Phone:  804-92 
3000  •  Fax:  804-982-2833  •  Email:  Darden_Exed@Virginia. 
Home  Page:  http://www.darden.virginia.edu/execed/ 


Isn  ft  it 
time  you 
looked 
into  the 
best 

executive 
education 
programs 
in  the 
world? 


\ 


If  you're  headed  for  the  top, 
dress  for  the  climb. 

Bentley  lias  nationally  accredited  programs  ranked 
among  (lie  top  by  business  leaders.  Our  faculty  of 
teachers  scholars  have  real  world  experience.  Only 
minutes  horn  Boston.  Bentley  offers: 

•  An  MBA  with  14  concentrations. 

•  6  Master  of  Science  programs  in  business. 

•  Travel  abroad,  mentor  and  service  learning  programs. 

•  Credit  for  previous  course  work. 

Call  Bentley  at  617/891-2108  or  1/800/442-4723 
for  a  copy  of  our  catalog. 

r^BF.NTI.KY 

WA  nil  AM  .  MA  02154-4705 


Canada's  / 
Natural  Choice 
for  Executive  H 
Development 

Its  our  Business 
to  Make  Successful 
Managers 


Phone:  (416)  078-4441  Fax:  (416)  071-2866 
Email:  execed@fmgmt.mgmt.utoronto.ca 
Internet:  www.mgrnt.utoronto.ca 


J*.  University  of  Toronto 
Faculty  of  Management 


GccA  -Povf  t\v\e 
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Ac  f Ue  best-  business  scUools. 

Getting  accepted  to   your  first   choice  school 
takes  more  than  wishful  thinking. 
It  takes  test  scores  that  open  doors. 
It  takes  The  Princeton  Review, 
one  understands  the  GMAT  and  B-school  admissions  better  than  we  do. 
Our  proven  techniques  and  personal  approach  have  given 
thousands  of  students  a  confident  edge.  Call  us  about  our  results- 
oriented  courses.  Visit  our  award-winning  Web  site.  Or  check  out  our  #1  selling 
books  with  software  at  a  store  near  you.  And  stack  the  odds  in  your  favor. 

Get  An  Edge 


3  I  THE 

PRINCETON 
REVIEW 

(800)  2-REVIEW  •  www.review.com 


COURSES   •   BOOKS  •   SOFTWARE  ■  GMAT  •  GRE  •  LS AT  •  M C AT  •  USMLE  •  MBE  •  CAREER 


SPECIAL   ADVERTISING  SECTION 


Free  Information  For  The  Readers  Of 


BusinessWeek 


Beyond  news.  Intelligence. 

Want  More  Information  About  Advertisers  In  This  Directory? 

1.  Review  the  list  of  advertisers  below. 

2.  Circle  the  corresponding  number  on  the  postage-paid  reader  service  card, 
complete  the  necessary  information  and  drop  in  the  mail. 

3.  Or,  call  toll-free  24  hours  a  day,  7  days  a  week,  1-800-345-4331 
Order  Code  #961021 


One  A 


1. 

Amos  Tuck  School  of  Business  at 

26. 

Southern  Methodist  University,  Cox  School 

Dartmouth  College 

27. 

Stanford  Aiumni  Association  Professional 

2 

Babson  College  Undergraduate  Programs 

Education,  Executive  Programs 

3. 

Babson  College  MBA/Executive  Education 

28. 

Stanford  Graduate  School  of  Business 

4. 

Bentley  Graduate  School  of  Business 

29. 

Temple  University 

5. 

Bowling  Green  State  University 

30. 

Texas  A&M  University 

6. 

California  State  University,  San  Marcos 

31. 

The  Princeton  Review 

7. 

Claremont  Graduate  School 

32. 

Thunderbird  -  The  American  Graduate 

8. 

Colorado  State  University 

School  of  International  Management 

9. 

Columbia  University  Executive  Programs 

33. 

Tulane  University 

10. 

DePaul  University/Kellstadt  Graduate  School 

34. 

University  of  Alabama  -  Tuscaloosa 

of  Business 

35. 

University  of  Arizona 

11. 

Fairleigh  Dickinson  University 

36. 

University  of  Connecticut 

12. 

Georgia  State  University 

37. 

University  of  Denver,  Daniels  College 

13. 

Loyola  University 

of  Business 

14. 

Mississippi  State  University 

38. 

University  of  Hawaii 

15. 

New  Jersey  Institute  of  Technology 

39. 

University  of  Houston 

16. 

New  York  University 

40. 

University  of  Illinois  at  Chicago 

17. 

Ohio  University  Executive  Education 

41. 

University  of  Michigan 

18. 

Ohio  University  The  MBA  Without 

42. 

University  of  Minnesota 

Boundaries 

43. 

University  of  Missouri  -  Kansas  City 

19. 

Oklahoma  State  University 

44. 

University  of  Notre  Dame 

20. 

Oregon  Joint  Professional  Schools 

45. 

University  of  Oklahoma 

of  Business 

46. 

University  of  Pennsylvania/Wharton 

21. 

Pace  University 

47. 

University  of  Pittsburgh/Katz  School 

22. 

Penn  State  University 

48. 

University  of  South  Carolina 

23. 

Pepperdine  University/George  L.  Graziadio 

49. 

University  of  Southern  California 

School  of  Business  and  Management 

50. 

University  of  Texas  at  Austin 

24. 

Rollins  College/Crummer  Graduate  School 

51. 

University  of  Toronto 

of  Business 

52. 

University  of  Virginia/Darden 

25. 

Simmons  College/Graduate  School  of 

53. 

Widener  University 

* 

Management 

54. 

Worcester  Polytechnic  Institute 

What  About  Tomorrow? 


One  thing  is  certain. .  .tomorrow's 
utcome  depends  upon  what  you  do 
)day.  Another  certainty  is  that  you 
'ill  require  an  excellent  education  to 
icceed  in  an  increasingly  complex 
)morrow. 

Earning  your  undergraduate  and  m 
dvanced  degrees  are  important  steps 
ward  achieving  your  career  goals, 
md  the  time  to  start  is  now. 

Recognized  as  an  innovative 
:ader  in  management  education  for  . 
usiness  professionals,  Pepperdine 
'niversity  will  provide  you  with  the 
Qowledge  and  credentials  to  reach 
Dur  career  potential. 

Call  1 -800-488-86 16,  ext.  100 
>r  further  information  about  our 
rograms...  today. 
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chelor  of 
ience  in 
nagement 


undergraduate 
program  inte- 
fundamental 
es  with  real- 
business  prac- 
Designed  for 
yed  profession- 
lasses  can  be 
eted  in  two 
in  the  evening 
i  weekends. 


MBA 

Master  of 
Business 
Administration 


Emphasizing  the  prac- 
tical application  of 
business  theory  and 
strategy  for  all  man- 
agerial levels,  courses 
can  be  completed  in 
two  years  in  a  series  of 
evening  classes  or  in  a 
full-time  residential 
program. 


EMBA 

Executive 
Master  of 
Business 
Administration 

Designed  for  mid-  to 
senior-level  execu- 
tives with  several  years 
of  management  experi- 
ence, courses  are  con- 
ducted in  small-group 
sessions  and  meet 
every  third  week  for  20 
months. 


P/KE 

Presidential/ 
Key  Executive 
MBA 


Directed  exclusively  to 
the  needs  of  senior- 
level  executives,  an 
integrated  curriculum 
focuses  on  strategic 
issues  facing  senior 
management.  Classes 
meet  once  a  month  for 
20  months. 


MSTM 

Master  of 
Science  in 
Technology 
Management 

Educating  managers  to 
compete  in  the  global, 
technology-driven 
business  environment, 
classes  are  scheduled 
every  third  weekend 
over  20  months  and 
include  two  interna- 
tional field  trips. 


MSOD 

Master  of 
Science  in 
Organization 
Development 

For  managers  and 
other  professionals 
involved  in  organiza- 
tion change  and  devel- 
opment, this  interna- 
tionally renowned  pro- 
gram consists  of  a 
series  of  residential 
seminars  held  over  two 
years. 


MIB 

Master  of 
International 
Business 


To  provide  the  man- 
agement, cultural,  and 
language  skills  required 
to  succeed  in  the  global 
marketplace,  this  full- 
time  program  includes 
a  year  of  study  at  the 
Malihu  campus  and 
eight  months  of  work 
and  study  abroad. 


PEPPERDINE 
UNIVERSITY 

The  George  L.  Graziadio 
School  of  Business  and  Management 

I  1-800-488-8616,  ext.  100 

Pepperdine  University  Plaza  •  400  Corporate  Pointe  •  Culver  City,  CA  90230 

■  erdine  is  accredited  by  the  Accrediting  Commission  for  Senior  Colleges  and  Universities  of  the  Western  Association  of  Schools  and  Colleges. 
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Uni-Oersirv  of  HaWat'i 


ia-Pacific  Cenlet 
1 996  Advanced  Management  Program 


On  June  22.  1997.  the  4  Jth  consecutive 
University  of  Hawai'i  Advanced  Management 

rogram  will  draw  senior-level  executives 
from  around  the  world  who  share  an  interest 
in  the  Asia-Pacific  region.  For  foul  intensive 
w  eeks,  these  successful  executives  will  work 
closely  with  each  other  and  with  a  world-class 
faculty  to  deepen  their  understanding  of  the 
new  est  management  techniques  and  sharpen 
their  ability  to  compete  in  a  fiercely  competi- 
tive global  marketplace. 

♦     Explore  alternative  techniques  for  formulating  and 
implementing  global  competitive  strategies: 
strengthen  the  anahlical  and  the  human  aspects  of 
your  approach  to  management. 

Compare  approaches  and  exchange  ideas  with 
senior-level  executives  from  leading  organizations 
around  the  world. 

Increase  your  global  orientation  and  sharpen  your 
cross-cultural  communication  skills  b\  working  in 
formal  problem-solving  sessions  with' successful 
managers  from  throughout  the  Asia-Pacific. 


Pamela  S  Harrington.  Program  Director 
Asia-Pacific  Center  for  Executive  Development 

University  of  Hawaii 

2404  Marie  Wav.  CBA  B-101 

Honolulu.  HI  96822  ISA 

Tel.  808-956-8135  Fax:808-956-3766 

Internet  pamh  «  ced  cba  hawaii  edu 


MBA 

California  State  University  , 
San  Marcos 


California  State  University,  San  Marcos,  is 
offering  an  innovative  MBA  program  with 
emphasis  in  Business.  Government,  or 
Healthcare  Management.  Classes  meet  Frida 
and  Saturday  to  accommodate  working  stu- 
dents. We  feature  small  classes  and  nationally 
recognized  Ph.D.  faculty  with  extensive  man 
agement  experience.  One  low  cost  covers 
tuition,  books,  lunches,  parking  and  field 
trips — minimum  cost,  minimum  hassle.  Be  a 
MBA  graduate  before  the  end  of  1998.  It  will 
never  be  anv  easier  than  it  is  now. 


Office  ot  Graduate  Programs 
College  or  Business  Administration 
California  State  University,  San  Marcos 
San  Marcos.  CA  92096-0001 
(619)  750-4267 
http://\v\\ vv.csusm.edu  CBA 
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A  RESOURCE  FOR  GLOBAL  BUSINESS 


lulane  University's  19-morrth  Executive 
mjIBA  program  provides  you  with  creative** 
P  fools  to  manage  effectively  and  compete 
with  confidence  in  today's  global  business 
environment.  An  innovativecurriculum 
taught  by  Tulane's  internationally 
distinguished  faculty  emphasizes  this  global 
perspective  and  expands  your  business 
opportunities  to  encompass  the  world 

For  more  information  please  contact 

The  Stewart  Center  for  Executive  Education 
Tulane  University 
New  Orleans,  LA  70118 


(504)  865-5481 
(800)  827-3622 
FAX  (504!  865-6758 

e-mail:  rhailey@office.sob  tulane  edu 


FREEMAN 

School  oT  Business 


For  information  regarding 
advertising  in 

The  199T 
Business  Week 
Executive 
Education  6c 
MBA  Directory 

• 

please  call  312-464-0500 
or  fax  312-464-0512 
write: 

Business  Week  Advertising 
500  North  Michigan  Avenue, 
Suite  2010 
Chicago,  IL  60611 


MBA 

Management 

Human  Resource  Development 
Computer  Science 
Statistics 
Engineering 


Video-based  master's  degree  programs 
with  no  on-campus  residency  requirement. 
Dver470  degrees  awarded  since  1967.  Individual 
Durses  for  professional  development  also  available. 

Call  Continuing  Education  at 
(800)  525-4950  or  (970)  491-5288, 
e-mail  inquiries^  vines,  colostate.edu,  or 
visit  our  web  site  at 
http://www.colostate.edu/Depts/CE/ 

Colorado  SURGE 

(State  University  Resources  in  Graduate  Education) 

Division  of  Continuing  Education 


Colorado 


USC  Gives  You  the  Tools 


University  of  Southern  California 
School  of  Business  Administration 

►  Executive  MBA 

A  two-year  degree  program  offered  on  alternating  Fridays  and 
Saturdays  to  accommodate  working  professionals.  Executives 
who  have  at  least  8  years  of  work  experience  and  an 
undergraduate  degree  or  equivalent.  Curriculum  is  presented 
in  a  non-traditional  fashion  using  theme  modules  (as  opposed 
to  courses).  This  style  is  relevant  and  practical  for  today's 
leaders  as  they  prepare  to  take  business  into  the  next  century. 
(213)  740-6410  Fax:(213)  740-9090  Email:  uscemba<«sba. usc.edu 

►  Executive  Development 

A  variety  of  non-degree  programs  are  available  to  the 
business  person  looking  for  an  update  to  their  business 
knowledge.  Topics  that  are  covered  include:  general 
management,  change  management,  leadership,  global 
business,  finance  and  marketing.  All  programs  are  taught  by 
world-class  faculty  that  include  Warren  Bennis,  Jay  Conger, 
Edward  Lawler,  Morgan  McCall,  and  Alan  Shapiro. 

(213)740-8990  Fax:(213)  749-3689  Email: kardencasba.usc.edu 


to  Build  Your  Career 


use 


University  of  Southern  California 
School  of  Business  Administration 


University 
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Imagine  a  top  management  school 
that  adjusts  to  your  schedule 

Busy  executives  applaud  the  Saturday  and  weekend  courses  at 
the  Drucker  Center. 

You  can  earn  your  Certificate  in  Executive  Management  in  as 
little  as  14  weeks,  hy  attending  12  Saturday  and  two  additional 
weekend  sessions. 

You  can  also  get  a  running  start  on  your  Executive  MBA  by 
transferring  units  from  the  Certificate  and  complete  your  EMBA  in 
two  years  without  taking  time  off  from  work. 

We  believe  in  innovative  ideas,  including  the  flexible  way  we 
schedule  courses  to  meet  your  needs.  Call  us  at  (909)  621-8193. 

IThe  Peter  F.  Drucker 
IManagement  Center 

of   THE     CLAREMONT    GRADUATE  SCHOOL 

165  E.  Tenth  Street,  Claremont,  CA  9171 1 


William  Miksicek  has 
been  an  electronics 
technician  for  1 7  years 


Regional  Offices: 


Mlanta 


Boston 


Hiring  a  person  who  is  deaf-blind  can  be  so  rewarding . . 
some  might  call  it  a  golden  opportunity 

How  would  you  like  to  find  employees  w  ho  can  take  on  challenges  that  would  overwhelm  the  aver; 
person?  Employees  who  will  be  loyal  to  your  company,  dedicated  to  their  jobs,  and  rarely  miss  a  da 
at  work?  If  so,  call  us  at  the  Helen  Keller  National  Center  at  1-800-255-0411,  ext.  270.  We'll 
be  happy  to  tell  you  about  the  impressive  achievements  of  competent,  qualified  employees  who 
just  happen  to  be  deaf-blind. 

Helen  Keller  National  Center  for  Deaf-Blind  Youths  and  Adults" 
1 1 1  Middle  Neck  Road,  Sands  Point,  NY  1 1050 

vi.  Zj 


Chicago 


Dallas 


Deni  er 


Kansas  (lily 


Los  Angeles 


New  York 


Seattle 


Washington 


'Operated  by  Helen  Keller  Services  lot  the  Blind 
Design- GTFH.  114  Filth  Avenue,  New  Yoik  NY  1001 1 


Share  Helen  Keller's  Visiot 
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purse  in  the  1996  season  finale. 
October  24-27.  1996  •  Southern  HiHf 
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THE  MOST  BANG 
FOR  YOUR  MBA  BUCK 


Let's  face  it:  You  don't 
go  to  business  school 
just  to  expand  your 
mind.  It's  a  major  investment, 
and  when  you  emerge  two 
years  later  with  a  diploma, 
you  want  your  intellect  and 
your  pockets  to  be  deeper. 

Other  than  buying  a  house, 
going  to  grad  school  is  prob- 
ably the  single  largest  in- 
vestment a  twenty-  or  thirty- 
something  will  make.  Think 
about  it.  In  addition  to  nearly 
50  grand  for  two  years  of  tu- 
ition at  many  top  schools, 
most  MBA  students  give  up 
twice  that  in  lost  earnings. 
The  total  cost  usually  runs  to 
six  figures;  at  Harvard  Uni- 
versity, the  most  expensive 
of  the  B-schools,  the  median 
is  $183,300. 

So  it's  important  to  ana- 
lyze the  mba  as  you  would 
any  other  investment.  "When 
you  make  a  big  decision,  like 
buying  a  house  or  buying  an 
education,  you'd  like  to  know 
how  long  it's  going  to  take 


to  pay  back  and  how  much 
you're  going  to  make  after 
that,"  says  Jens  Stephan,  an 
associate  professor  at  the 
University  of  Cincinnati's  Col- 
lege of  Business.  Stephan, 
along  with  colleague  Chris 
Allen,  analyzed  data  compiled 
from  business  week's  sur- 
vey of  4,830 
recent  mba 
grads  in  or- 
der to  explore  a  central  ques- 
tion: Is  an  mba  worth  it? 

Their  answer  is  an  em- 
phatic yes — at  least  at  the 
top  50  or  so  schools.  Despite 
those  two  valuable  years  and 
all  that  money,  an  mba  from  a 
leading  school  pays  for  itself 
within  five  to  eight  years — 
including  the  two  years  you 
spend  in  school.  That's  based 
on  the  assumption  that  grads 
will  earn,  on  average,  a  10% 
raise  each  year  after  school — 
certainly  less  than  the  jump 
some  investment  bankers  will 
see,  but  more  than  twice  the 
typical  pay  boost  for  white- 


EDUCATION 


collar  workers  today.  The 
mbas'  signing  bonus  is  con- 
sidered to  be  a  one-shot  pay- 
ment, but  the  analysis  folds 
half  of  any  other  compensa- 
tion— such  as  guaranteed 
yearend  bonus  and  moving 
costs — into  the  first-year 
salary.  Then,  the  10%  raise 

  is  calculated 

from  that 
base  to  ac- 
count for  future  bonuses. 

Since  the  issue  for  many 
people  is  not  whether  to  get 
an  mba  but  where  to  get  it, 
all  this  begs  another  ques- 
tion: Which  B-schools  offer 
the  quickest  return  on  that 
investment?  It's  not  simply 
the  ones  that  make  business 
week's  top  25  ranking  (page 
110).  After  all,  most  of 
them — like  Wharton,  Michi- 
gan, and  Northwestern — 
charge  more  than  $20,000  a 
year.  But  the  list  of  quick-re- 
turn mba  programs  isn't  just 
a  Who's  Who  of  the  less  ex- 
pensive state  institutions,  ei- 


ther. Insteai 
roster  is  an 
tic  mix  of 
and  private, 
and  second 
just  as  th(] 
gards  inelud' 
affordable 
universities 
as  Wisconsi 
elite  schools 
as  Columbia 

The  Univtfc 
of  Pitts 
weighs  in  at 
because  its 
gram  lasts  ju 
year.  That 
both  tuitior 
lost  earninj 
half,  while 
school's  grad 
see  a  63%  b 
pay  over  pr 
earnings.  Then  come 
others,  Brigham  Young, 
A&M,  Penn  State,  and  '. 
all  of  which  charge  less 
$13,000  in  annual  ti 
Scattered  among  ther 
private  universities  su 
Dartmouth,  mit,  and  Cai 
Mellon,  which  help  grad 
enough  of  a  hike  over 
mba  earnings — usually 
to  100% — to  earn  a  fas 
turn  despite  the  high  t 
students  shell  out  an< 
high-paying  jobs  they  le 
NUMBER    CRUNCHERS,  ft 
analysis  generates  som 
portant  observations, 
starters,  there's  a  clea 
ference  between  state  s< 
such  as  Michigan  and 
that  have  allowed  tuiti 
rise   for  out-of-stater 
around  $20,000  and 
such  as  Texas  that  have 
it  at  a  reasonable  $110 
That  second  group  of  j: 
schools  becomes  even 
attractive  when  you  cci 
er  the  much  lower  tuitic 
in-state  residents — whic  ti 
accompanying  chart  doeifrc 
Another  theme  cuts  ato 
the  list  of  high-value 
grams:  an  emphasis  on  I 
quantitative      skills.  • 
Carnegie  Mellon,  mba  t 
dents  spend  75%  of  theiil 
four  months  crunching  W 
bers  in  such  courses  as  a 
analysis  and  managerial 
counting.  A  mathematics  I 
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I  ;ps  into  nearly  every 
(I  tt  MIT.  And  Texas  A&M 
|i  iditionally  required  that 
I  ng  students  have  a  col- 
li alculus  course  on  their 
I'  ript.  "Employers  value 
|l  mdamental  skills  that 
||  students  employ  to  at- 
•  vhatever  set  of  prob- 
|  hey  find,"  says  Douglas 
I  who  ended  a  26-year 
[|  at  AT&T  this  summer 
I  ome  dean  at  Carnegie 
fi  i.  In  other  words,  even 
I  '90s,  when  "managing 
I  i"  is  one  of  the  buzz 
I  >s  of  business,  there's 
I  i  substitute  for  concrete 
I  -dge. 

jj  sider  Mike  Martinez,  a 
|!  ir-old  consultant  at 
I  can  Management  Sys- 
K  in  Boston  and  a  '96 
I  f  mit's  Sloan  School  of 
I  ement.  He  applied  only 
I  an  three  years  ago,  in 
If  part  because  he  knew 
8  )uld  make  him  quanti- 
I  y  competent.  "I  felt  my 

I  e  was  a  little  lacking 

I I  area,"  he  says.  "And 
|  >ne  comes  out  of  MIT 
i  a  bare  minimum  of 
i  skills — or  they  don't 
}  tut."  Martinez  left  a  job 
|  g  insurance  programs 
I  e  state  of  Massachu- 
i)J  In  his  new  job,  he's 
I  d  his  earnings,  not  in- 
I  g  the  signing  bonus. 
I  he  typical  Sloan  gi"ad, 
K  11  pay  off  his  mba  in 
I  five  years,  including  the 
I  »ent  in  school. 

I  1  earn  back  his  invest- 
|  n  less  time  it  takes  an 
I  -  mit's  prestigious  com- 
1  s,  such  as  Chicago,  Co- 
i  i,  Stanford,  and  Har- 
n  Even  though  the 
| ?e  grad  leaves  those 
|  ses  for  a  job  that  pays 
1  s  salary  of  more  than 
I  ),  they  need  about  sev- 
!  irs  to  recoup  their  in- 
I  snt.  Why?  Look  at  the 
i  diaries  of  the  students 
\{  they  enter.  The  fatter 
|  :cks  run  up  the  cost  of 
learnings — and  keep 
H  the  pay  boost  that  can 
{  ributed  to  their  new 
1 1.  When  you  enter 
|  already  pulling  down 
|0,  the  jump  to  $60,000 
W  striking. 


A  number  of  other  slow- 
return  schools  suffer  the  op- 
posite problem,  mbas  at  the 
universities  of  Georgia  and 
Wisconsin  enter  with  among 
the  lowest  salaries  of  any 
school's  students,  but  they 
leave  with  raises  of  just 
$10,000  to  $15,000.  At  that 


rate,  a  $100,000  investment 
won't  be  paid  back  over- 
night— or  even  in  two  thou- 
sand nights. 

Measuring  the  value  of  an 
mba  has  its  limitations.  Co- 
lumbia University  officials  say 
that  a  10%  annual  median 
raise  is  too  low  an  estimate 


The  Quickest  Payback 
On  an  MBA... 


SCHOOL 

TOTAL 

INVESTMENT* 

AVG  LOAN 
SIZE  ffl 
GRADUATION 

ANNUAL 
RATE  OF 
RETURN** 

YEARS  TO 

PAYBACK? 

1.  U.OF  PITTSBURGH 

$74,500 

$21,900 

28.6% 

3.9 

2.  BRIGHAM  YOUNG  U. 

72,000 

16,700 

30.5 

4.4 

3.  DARTMOUTH 

162,900 

42,700 

21.9 

5.1 

4.  MiT 

159,800 

42,700 

21.6 

5.1 

5.  CARNEGIE  MELLON 

142,300 

34,500 

21.8 

5.1 

6.  TEXAS  A&M 

74,600 

16,600 

22.1 

5.2 

7.  PENN  STATE 

92,500 

19,400 

21.4 

5.3 

8.  OHIO  STATE 

100,600 

16,800 

20.2 

5.5 

9.  EMORY 

125,900 

31,200 

19.6 

5.5 

10.  WHARTON 

162,600 

45,600 

19.1 

5.5 

11.  U.  OF  WASHINGTON 

102,400 

24,400 

19.7 

5.5 

12.  VIRGINIA 

140,400 

32,400 

19.0 

5.5 

13.  CAL- BERKELEY 

145,800 

25,100 

19.2 

5.6 

14.  TEXAS 

108,500 

22,900 

19.4 

5.6 

15.  INDIANA 

118,000 

28,700 

19.0 

5.6 

16.  IOWA 

90,100 

18,000 

19.0 

5.7 

17.  PURDUE 

112,400 

16,900 

18.5 

5.7 

18.  CORNELL 

142,600 

37,000 

17.8 

5.7 

19.  DUKE 

146,900 

38,800 

17.0 

5.8 

20.  RICE 

112,000 

27,700 

17.2 

5.9 

...And  the  Slowest 

1.  GEORGIA 

$95,300 

$11,800 

3.7 

9.7 

1  WISCONSIN 

103,700 

22,700 

9.2 

7.7 

3.  CASE  WESTERN 

123,400 

29,000 

9.3 

7.7 

4.  SOUTHERN  CALIFORNIA 

140,000 

34,200 

9.5 

7.6 

5.  BABSON 

133,000 

42,100 

10.4 

7.4 

G.  CHICAGO 

163,900 

47,100 

10.3 

7.3 

7.  UCLA 

149,800 

26,900 

10.4 

7.3 

8.  GEORGIA  TECH 

98,800 

14,600 

12.0 

7.1 

3.  COLUMBIA 

161,300 

34,400 

11.7 

7.0 

10.  NOTRE  DAME 

119,700 

28,400 

12.4 

6.8 

*  Two  years  of  lost  earnings  plus  the  pretax  income  needed  to  pay  the 
tuition 

**Uses  compound  formula  based  on:  Post-MBA  salary  (including  yearly 

raises)  minus  pre-MBA  salary  /  total  investment 
t  When  the  paid  gain  as  a  result  of  the  MBA  equals  the  total  investment 

in  B-school.  Includes  time  spent  in  school 

DATA:  BUSINESS  WEEK,  JENS  STEPHAN  &  CHRIS  ALLEN,  UNIVERSITY  OF  CINCINATTI 


for  their  graduates,  more  than 
half  of  whom  head  for  finance 
jobs.  "For  a  place  like  us,  this 
doesn't  apply,"  argues  Safwan 
Masri,  vice-dean  at  Columbia, 
who  says  that  many  grads 
triple  their  starting  pay  pack- 
ages within  a  few  years.  That 
said,  however,  Columbia  fin- 
ishes far  lower  on  the  list 
than  Wharton,  a  school  that 
recruiters  say  is  an  even  bet- 
ter hunting  ground  for  finance 
jocks. 

HEADHUNTERS.  The  study 
also  leaves  out  intangibles.  If 
there's  an  mba  on  your 
resume,  you  may  be  less  like- 
ly to  be  passed  over  for  that 
great  promotion.  More  head- 
hunters  are  likely  to  call  you 
with  job  offers,  and  you  will 
have  gained  entree  into  an 
alumni  network  that  could 
be  helpful  with  future  busi- 
ness deals  or  when  you're 
ready  to  search  for  new 
employment. 

The  study's  horizon  also  is 
short-term:  It  doesn't  attempt 
to  project  the  value  of  the 
degree  over  your  lifetime.  A 
longer-term  analysis  like 
that — which  requires  more 
assumptions — would  favor  a 
school  that  awards  grads  a 
hefty  first-year  salary.  "I 
wouldn't  recommend  anyone 
look  at  this  rank  order  and 
make  a  decision  based  just 
on  it,"  Stephan  says.  "It's  an- 
other piece  of  information  to 
help  guide  a  decision." 

Consider  this  scenario: 
You're  sitting  at  home  in 
Texas,  and  you've  just  been 
admitted  to  ucla,  Michigan, 
Washington  University  in  St. 
Louis,  and  the  University  of 
Texas.  You're  making  $36,000 
a  year.  Which  one  is  the  best 
deal?  At  the  first  three 
schools,  you'll  be  making  an 
investment  of  nearly 
$150,000  that  will  take  more 
than  six  years  to  pay  off.  By 
heading  up  the  road  to 
Austin,  as  an  in-state  resi- 
dent, you  can  cut  both  your 
investment  and  payback  time 
by  nearly  a  third.  By  itself, 
that  might  not  be  enough  to 
swing  you.  But  as  any  sensi- 
ble investor  can  tell,  you'd 
be  crazy  to  ignore  the  infor- 
mation.     David  Leonhardt 


Personal  Business 


ZIP  RIGHT  THROUGH 
THOSE  B-SCHOOL  FORMS 


So  you  want  to  go  to 
business  school. 
Your  first  assign 
ment:  Set  aside 

about  10  hours  to 
complete  each  mind- 
numbing,  head- 
scratching  20-page 
application.  That's 
maybe  50  hours  of 
hard  slogging  for  the 
typical  mba  candidate, 
who  applies  to  three  to 
five  schools.  Make  sure  every 
application  is  neatly  typed, 
and  that  your  name,  birth- 
place, and  social  security 
number  fit  just  right. 

Or  at  least  that  is  how 
it  used  to  be.  Modern  tech- 
nology has  found  an  answer 
for  the  application  blues. 
Multiple  application  software 
is  here,  allowing  you  to  do 
something  no  typewriter  has 
ever  done:  enter  those  pes- 
ky vitals  each 
school  demands  in 
one  fell  swoop. 
"Using  software 
probably  saved  me 
30  to  40  hours 
of  work,"  says 
Christopher  Gosk, 
who  applied  to  six 
schools  and  now 
attends  the  Uni- 
versity of  North 
Carolina  at  Chapel 
Hill's  Kenan-Flager 
Business  School. 
"It  would  have 
been  a  nightmare 
otherwise." 

The  two  prod- 
ucts,  MCS  Multi- 
App    and  Apply 
Software,  are  inex- 
pensive and  easy 
to  use.  After  you  mark  the 
schools  you  are  applying  to, 
a  screen  prompts  you  to  be- 
gin typing.  You'll  start  by 
entering  simple  information, 
like  your  name  and  address, 
and  move  on  to  work  expe- 
rience and  academic  records. 


RTI 


Once  you've  filled  it  all  in, 
the  program  distributes  the 
information  to  each  applica- 
tion that  needs  it.  Say  you 
are  applying  to  Stanford, 
Wharton,  and  Michigan. 
When  you  open  the  Stanford 
University  file  to  complete 
the  application,  all  the  infor- 
mation you  entered  in  the 
first  phase  transfers  over. 
Half  your  application  is  com- 


Sizing  Up  MBA 
Application  Software 

APPLY 

50 
$40 

Macintosh* 
CD-ROM 


www.weapply. 
com 

800  932-7759 


PROGRAM 

■  MCS  MULTI-APP 

PARTICIPATING 
SCHOOLS 

54 

PRICE 

$50 

PLATFORM 

Windows  3.1  or 
;  higher 

F0RMA1 

Disk  or  via 
Web  site 

INTERNET 
WEB  SITE 

www.multi-app 
i  com/multi-app 

PHONE  NUMBER 

800  516-2227 

'Updated  version  not  available  until  November 

DATA:  BUSINESS  WEEK 

plete    before    you  start. 

Apply  has  made  its  mark 
by  producing  solid  application 
software  for  prospective  MBAs 
since  1992.  But  Multi-App 
now  has  the  upper  hand, 
even  though  it  started  two 
years  later.  It  can  deal  with 


information  no  matter  in 
what  order  the  applications 
ask  for  it.  So  if  Stanford  asks 
for  employment  history  start- 
ing with  your  present  job, 
and  Northwest- 
ern University's 
J.  L.  Kellogg  Graduate  School 
of  Management  wants  you  to 
start  from  day  one,  the  soft- 
ware automatically  refonnats 
the  infoinnation  in  the  proper 
order.  If  you're  us- 
ing Apply,  you  may 
have  to  repeat 
some  stats  when 
applications  ask  for 
them  in  a  different 
order.  Apply,  whose 
software  is  avail- 
able only  on  a  Mac- 
intosh CD-ROM, 
promises  a  Win- 
dows 95  version  by 
yearend. 

In  contrast,  Mul- 
ti-App comes  on 
disk  in  Windows 
3.1  or  Windows  95 
versions  or  can  be 
downloaded  from 
the  Web.  If  you 
have  access  to  the 
Internet,  Multi-App 
also  has  direct  links 
to  participating  B-school  Web 
sites  (page  157). 

It  takes  about  45  minutes 
to  complete  the  common 
questions  before  you  can 
move  to  questions  specific  to 
a  single  school.  Here,  Multi- 
App  offers  you  a  dangerous 


IS 

\ 

ise.  So  n 
p 
virtua 

sell  their 


torn  a  con 
n  live  in 


SOFTWARE 


little  option:  With  a 
stroke,  you  can  copy  an 
written  for  one  school 
application.  You'll  then 
to  customize  the  essay 
ally  for  each  school, 
time  when  most  B-s< 
hear  from  far  more 
fled  applicants  thai  -a 
can  accept,  it's 
ter  idea  to  wri 
says  that  trul 
school-specific, 
danger  of  thesi 
ware  packag 
they  make  the 
cation  process 
generic,  when 
are  different 
forevery  school,': 
Samuel  Lundquist 
mer  director  of  the  1 
ton  School's  admissions 
HELP  WITH  SNAGS.  Cun 
applications  for  54  schi 
including  all  the  top 
the  BUSINESS  week  li 
cept  Southern  Methodisi 
versity's  E 
L.  Cox  Sch 
Business — are  availab 
the  software.  You  still  I 
send  your  completed  ap 
tion  by  modem  directly 
school,  but  Multi-App  i: 
working  on  a  way  to  di 
that. 

With  a  laser  printer; 
completed  forms  look 
ingly  similar  to  the 
versions  put  out  by 
schools.  Some  B-schools 
as  Duke  and  Harvard, 
mate  that  25%  of  1995-J 
plicants  used  the  comm 
programs.  "It  saves 
time  and  money  creatin  i  ^ 
own  software,  and  it  r 
applying  to  business  i 
easier  for  students," 
James  Miller,  assistan 
missions  director  at  Hai 
business  school.  "What' 
to  like  about  it?" 

If  you're  using  eith  t 
the  multiple  application 
grams  and  you  hit  a  ;  ■ 
you  can  get  help:  Both  w  lit 
panies  have  customer  se  t 
lines  to  answer  quest  ftsu 
But  even  if  the  soft 
takes  some  figuring  out, 
heck  of  a  lot  better 
dirtying  your  fingers 
typewriter  ribbons  and 
Out.  Jennifer  M'f 
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UR  THE  CAMPUS 
[THOUT  LEAVING  HOME 


i  of  the  most  ago- 
ng  decisions  an 
applicant  must 
ider  is  which 

il  is  best.  You're  looking 
le  perfect  fit — a  balance 
sen  good  curriculum  and 
ence.  So  where  should 
>egin? 

y  a  virtual  tour.  Like 
.ands  of  enterprises  try- 
d  sell  their  goods,  busi- 
schools  have  gone  on- 
making  it  easier  than 
for  prospective  students 
;an  the  information  they 
from  a  computer  screen, 
you  live  in  Seattle  and 
to  take  a  look  at  Duke 
ersity's  B-school  in 
i  Carolina.  Just  log  on 
i  World  Wide  Web  and 
ip  the  Fuqua  School 
usiness  Web  site. 
b  you'll  find  every- 
from  the  nitty-grit- 
the  mba  curriculum 
tailed  biographies  of 
y  members, 
i  en  with  a  14.4  mo- 
or better,  you  can 
spend  two  to  three 
i  exploring  a  single 
Mot  surprisingly,  all 
top-tier  B-schools 
;  Web  pages,  al- 
;h  the  quality  varies 
y.  Some  are  easy  to 
ate  and  pleasant  to 


look  at;  others  seem  as  if 
they  were  quickly  thrown  to- 
gether by  a  few  hackers. 

One  thing  to  keep  in 
mind:  Many  B-school  sites 
are  little  more 
than  slick  elec- 
tronic marketing  brochures. 
You'll  discover  no  compara- 
tive information  on  how  a 
school  stacks  up  against  its 
competitors,  nor  will  you  find 
even  the  smallest  hint  of 
negative  news.  One  way 
around  that  is  to  browse  the 
Web  with  a  search  engine 
like  Yahoo!  for  a  student  al- 
ternative to  the  official  uni- 
versity site.  By  checking  into 
http://journal.wharton.upenn.e 
du,  you  can  peruse  the 
archives  of  the  Wharton 
Journal,  the  B-school's  stu- 
dent newspa- 
per, where 
mbas  are 
■grousing  about 


ONLINE 


the  paucity  of  modem  lines 
for  off-campus  access  to  the 

lilt  I'tlll ft 

Still,  official  B-school  Web 
locations  can  give  you  a  good 
sense  of  a  school's  mission, 
curriculum,  and  lifestyle.  The 
Haas  School  of  Business  at 
the  University  of  California 
at  Berkeley  easily  tops  the 
list  of  well-composed  sites. 
Full  of  colorful  art,  it  tells 
you  everything 
you  need  to 
know  about  the  academic 
community,  the  Bay  Area, 
and  the  school.  You  can  even 
check  on  the  performance  of 
the  student  investment  club's 
portfolio.  (Oops!  So  far  this 
year,  it  significantly  trails  the 
Wilshire  5000,  a  broad-based 
stock  market  index.) 

New  York  University's 
Stern  School  offers  a  com- 
prehensive site  with  interest- 
ing page  links,  including  one 
to  a  game,  Guess  the  Dow. 
The  University  of  Wisconsin 
at  Madison  provides  an 
overview  of  the  mba 
classes  offered,  com- 
plete with  syllabus 
daily  assignments, 


required  readings,  and  infor- 
mation about  the  professor- 
teaching  the  class. 

Of  course,  a  virtual  B- 
school  tour  can  be  bumpy  at 
times.  To  learn  about  Wash- 
ington University's  Olin 
School  curriculum,  you  have 
to  search  through  three  sep- 
arate screens  before  finding 
a  link  to  details  about  the 
program.  The  University  of 
Michigan's  B-school  site  is  set 
up  like  a  maze  that  leads  to 
nowhere  but  hard-core  data 
about  academic  programs. 
BULLETIN  BOARDS.  For 
America  Online  subscribers, 
an  easy  way  to  tap  into  B- 
school  Web  sites  is  to  enter 
aol's  business  week  area, 
which  features  direct  links  to 
nearly  75  of  the  best  institu- 
tions, including  more  than  a 
dozen  international  manage- 
ment schools.  It  also  gives 
access  to  50  bulletin  boards 
that  allow7  you  to  exchange 
infoirnation  with  students  and 
other  applicants  at  specific 
schools. 

Another  worthwhile  re- 
source is  the  Matr/Kirkwood 
Official  Guide  to  Business 
School  Webs,  a  Web  site 
put  up  by  a  former  Clem- 
son  University  professor  and 
a  State  University  of  New 
York  college  librarian.  You 
can  peek  at  its  rankings  at 
http://www.bschool.com. 

These  Web  sites  can't  take 
tlie  place  of  a  campus  visit. 
But  before  you  decide  to  book 
a  flight  to  a  school  or  fork 
over  $100  to  apply,  Web  surf- 
ing can  help  you  do  your 
homework.   Jennifer  Merritt 


B-SCHOOL  WEB  SITES 


The  Picks...  ...and  the  Pans 

(ELEY  http://www.haas.berkeley.edu  http://www.georgetown.edu/gsb/gsbhome.html 

wers  most  questions  you  might  have  about  the  Haas  B-  A  lot  here — if  you  can  find  it;  information  on  similar  subjects 

)ol;  includes  job  listings  and  a  smart  guide  to  life  in  the  is  often  scattered  across  several  pages  rather  than  compiled 

Area  under  one  heading 

/ARO  http://www.hbs.harvard.edu  MICHIGAN  http://www.bus.umich.edu 

aphical  extravaganza;  provides  links  to  current  research  Text  reads  like  a  dry  recitation  of  the  mba  program;  without 

ects  in  each  academic  department  more  information  on  students  and  professors,  it's  impossible 

^~7r~r~V~7~~     ,  to  get  a  sense  of  the  school 

Mtp://web.mit.edu/sloan/www   

have  a  question,  the  site's  got  an  answer;  student  club  UCiA  http://www.anderson.ucla.edu 

s,  for  example,  describe  both  clubs  and  members  A  nice  cover  page,  but  a  weak  setup;  no  easy  access  to 

information  about  student  life  and  teaching 
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Please  check  one  response  for  each  following  question. 

1  What  is  your  company's  type  of  business? 

1  J  Agriculture   2  J  Mining,  Construction   3  □  Manufacturing,  Processing 
4  J  Wholesale,  Retail  Trade   5  J  Finance,  Insurance,  Real  Estate 
6  J  Government    7  J  Transportation,  Public  Utilities   8  □  Service  Industries 
9  □  Other  -  Please  Specify: 

2  What  is  your  title? 

A  □  Chairman  of  the  Board   B  □  President   C  □  Vice  President   D  LI  Treasurer, 
Secretary    E  □  General  Manager    F  □  Division  Manager   G  □  Department  Manager 
H  □  Other  Manager    I  □  Student   J  J  Other  -  Please  Specify: 

3  How  many  employees  in  your  company  worldwide? 

1  □  Under  100  2  J  100-999  3Q  1,000-2,499 

4  J  2,500-4,999  5  □  5,000-9,999  6  □  10,000  or  more 
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A  mayfly  born  today 
will  be  dead  by  tomorrow. 

Much  like  a  company  that  develops 
technology  no  one  understands. 


5-00  a.m.  Monday 


K  A 


5  00  a.m.  Tuesday 


WHEN  developing  new  technology,  it  seems  the  ai 
important  customer  is  often  left  out  of  the  equation.  And  b| 
not  giving  real  people  a  say  in  the  matter,  the  result  can  b\ 
a  customer  who  has  no  idea  how  to  use  the  technology. 

Who  among  us  hasn't,  been  tempted,  at  one  time  o| 
another,  to  toss  a  high-technology  product  out  the  highes( 
window  we  can  find? 

It's  why  we  at  Ameritech  have  a  Human  Factors  depari 
ment,  a  group  of  behavioral  scientists  dedicated  to  makiiij 
technology  easy  to  use.  They  test  new  products  and  service 
with  real  people,  outside  the  confines  of  the  laboratory. 

We  do  so  in  our  Test  Towns,  where  we  observe  hov 
people  use  the  technology  in  everyday  life.  If  it  doesn't  worl 
in  the  Test  Town,  it's  back  to  the  drawing  board  until  if': 
right.  It's  a  process  that  puts  hundreds  of  our  customers 


into  direct  contact  with  the  multitude  of  new  products  anc 
services  we  test  each  year. 

Take,  for  example,  our  improved  message  delivery 
service.  It's  now  a  convenient  way  to  leave  a  message  foi 
someone  whose  line  is  busy,  though  it  originally  required  z 
cumbersome  extra  step — unbeknownst  to  us  until  people  in] 
nui- Test  Town  brought  it  to  our  at  lent  inn.  The  step  \v;e 
removed  and  now  it's  back  to  the  Test  Town. 

Because  at  Ameritech,  we  believe  people  shouldn't 
have  to  use  things  that  don't  have  the  bugs  worked  out 
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Your  Link  to  Better 
Communication8 


www.anu'ittech.com 
'.  1996  Ameritech  Corp. 
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BAL  COMPETITION  IN  THE  YEAR  2000  WILL  BE  DOMINATED  BY 
NTRIE5  AND  COMPANIES  THAT  BUILD  COMPETITIVE  ADVANTAGE 
3L0BAL  PRODUCT  AND  PROCESS  STANDARDS  THAT  PROMOTE 
RNATIONAL  TRADE. 


dards  provide  a  platform  for  innova- 
to  help  companies  compete  and 
ict  nearly  every  aspect  of  life,  indud- 
consumer  product  safety,  electronic 
merce,  the  environment,  and  the 
:ation  and  skills  of  our  work  force, 
ss  accelerating  standards  adoption 
ide  increasing  export  trade,  ubiqui- 
technology,  deregulation,  and  the 
zing  economic  importance  of  the  ser- 
sector  worldwide.  To  respond  effec- 
y  to  these  developments  requires 
?ased  cooperation  and  standardiza- 
among  nations  and  businesses, 
i  new  business  discipline  has 
rged  — called  strategic  standardiza- 


ABILITY  TO 


tion— to  help  companies 
manage  in  the  new  econ- 
omy. Strategic  standard- 
ization management  is 
being  practiced  by  a  num 
ber  of  U.S.  corporations  — 
Ameritech,  Ford,  and  IBM 
among  them  — to  help 
develop  new  products, 
open  new  markets,  and 
ensure  patent  protection, 
among  other  benefits. 
Many  U.S.  business  leaders  now  realize 
that  their  companies'  ability  to  compete 
internationally  is  clearly  tied  to  stan- 
dards that  reflect  U.S.  interests.  What's 


THEIR  COMPANIES'^ 


at  stake?  Nothing  less 
than  America's  competitive 
position  in  the  global 
marketplace. 


FREE  TRADE 

With  tariffs  and  quotas 
falling  around  the  world, 
standards  remain  the  most 
significant  barriers  to  free 
trade.  For  American  busi- 
nesses looking  to  export, 
meeting  product  standards  imposed  by 
foreign  governments  can  be  costly.  U.S. 
exports  totaled  $585  billion  last  year, 
and  half  of  these  were  affected  by  for- 
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eign  product  standards  and  certification 
requirements.  In  recent  years  the  federal 
government  has  made  significant 
progress  in  negotiating  free  trade  agree- 
ments around  the  world  and  helping 
boost  U.S.  exports  in  the  process.  Those 
agreements  are  based  on  consensus 
standards  developed  by  business  and 
industry— not  government— which 
underscores  the  importance  of  business 
participation  in  the  American  voluntary 
standards  system. 

At  the  first  meeting  last  November  of 
the  Transatlantic 
Business  Dialog 
(TABD)-a 
public/private  part- 
nership formed  by 
the  late  Commerce 
Secretary  Ron  Brown 
to  help  speed  a 
U.S.-Europe  free 
trade  agreement- 
one  of  the  hottest 
items  for  business 
executives  was 
reducing  the  standards  and  certification 
barriers  that  transatlantic  traders  face 
daily.  Prompted  by  business  leaders 
from  both  continents,  Commerce  per- 
suaded the  Europeans  to  rethink  pro- 
posed ecolabeling  that  would  have 
blocked  $2  billion  in  U.S.  exports.  In 
another  recent  example,  the  U.S.  negoti- 
ated an  agreement  with  Russia  through 
which  U.S.  approved  and  manufactured 
drugs  can  be  accepted  into  that  country 
under  streamlined  procedures.  The  har- 
monization of  standards  has  in  fact 


Global  Positioning  for  International  Trade 


With  $137  billion  in  revenues 
and  nearly  346,000  employ- 
ees in  over  34  countries, 
few  businesses  can  equal  the  reach  of 
Ford  Motor  Company,  the  world's 
biggest  producer  of  trucks  and  the  sec- 
ond largest  producer  of  cars  and  trucks 
combined.  Ford's  vision  is  to  be  the 
best  automotive  company  in  the  world. 

To  achieve  this,  Ford  is  transforming 
itself  by  implementing  a  single  set  of 
standardized  processes  and  systems  in 
product  development,  manufacturing, 
purchasing,  and  sales.  Ford  is  also 
reducing  the  number  of  engine  and 
transmission  combinations  by  30-50%, 
and  the  number  of  basic  vehicle  plat- 
forms by  33%.  The  number  of  unique 
components  and  systems  is  being 
slashed;  horns  from  33  to  3,  batteries 
from  40  to  14,  steering  wheels  from 
50  to  11,  and  cigarette  lighters  from 
14  to  just  one.  And  Ford  continues  to 
standardize  materials,  small  parts,  and 
machinery  components  using  external 
standards. 

A  critical  part  of  Ford  strategy  is 
increasing  sales  in  mature  markets 
while  becoming  a  major  force  in  new 
and  emerging  markets  such  as  China, 
India,  Thailand,  and  Vietnam,  and 
reestablishing  subsidiaries  in  South 
America.  But  what  are  the  required 
standards?  Highway  infrastructure,  fuel 
quality  and  availability,  and  many 
other  factors— taken  for  granted  in  the 


West— are  being  determined  by  teams 
operating  around  the  world  to  identify 
what  is  required.  This  research  is  leac 
ing  to  new  internal  product  acceptanc 
standards. 

Ford  is  beginning  to  manage  avail- 
able standards  as  a  portfolio  and  as  a 
key  to  reaching  potential  customers. 
The  company  successfully  negotiated 
with  an  Asian  nation  to  accept  Ford's 
own  durability  test  in  lieu  of  the  Asian 
government  test,  thereby  entering  the 
market  six  months  earlier  than  other- 
wise possible.  Ford  seeks  one  standarc 
one  conformance  test,  one  accreditatior 
and  one  recognition.  Ford  participates 
the  world's  major  standards  organiza- 
tions and  in  U.S.  industry  associations 
to  encourage  the  development  and 
implementation  of  standards  worldwide 
Where  previously  viewed  as  a  technica 
exercise,  the  company  has  come  to 
view  standardization  as  a  tool  to  help 
international  trade. 

"Standards  development  at  Ford  ha 
become  a  competitive  venture,  fast 
paced,  intellectually  demanding, 
results  oriented,  and  global,"  explains 
Keith  Termaat,  strategic  standardiza- 
tion manager.  "Setting  high  standards 
is  an  essential  principle— high  stan- 
dards for  ourselves,  for  our  company, 
and  for  our  customers." 
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are  taking  us. 


"In  1941,  Uncas  A.  Whitaker  founded  AMP  around  a  very  innovative  idea:  a  solder- 
less  connector  that  installed  more  quickly  and  held  more  securely  in  aircraft  and 
ships.  ♦  Today,  that  connector  has  grown  into  thousands  of  components.  What's 
more,  the  company  behind  them  has  grown  just  as  dramatically.  We  are  a  global 
company  of  technologies  that  impact  wireless  communications,  touch  screens,  auto- 
motive electronics,  power  utilities  and  computer  networking.  Technologies  that  can 
bring  the  world  together  as  never  before,  especially  when  standards  to  ensure  their 
compatibility  are  established  and  followed.  We're  proud  to  recognize  the  importance 
of  these  worldwide  standards.  But  we're  even  more  proud  to  be  a  leader  in 
developing  them  to  maximize  their  impact  and  benefit.  ♦  Technology  has 
changed  dramatically  from  World  War  II,  where  our  first  products  saw  service, 
to  today's  AMP  electronic  components  and  systems.  But  what  hasn't  changed 
is  the  heritage  of  innovation  Uncas  Whitaker  began  over  50  years  ago." 


William  J.  Hudson 
Chief  Executive  Officer 
and  President 


Connecting 

Hat  a 
IGHER 

level. 


For  more  information,  call  our  Product  Information  Center  1-800-522-6752  (fax  717-E 
AMP  Incorporated.  Harrisburg,  PA  17105-3608.  On  the  Web,  http://www.amp.com. 


3-7575). 


When  I  meet 


customers,  why 
don't  I  recognize 
them  from 
the  profiles 
in  my  database?' 


i  You  know  that  your  customers 

ENTIFY  1  ,  J 

mr:::_  ■  ■  -  ■■■  ■■!  a  rent  numbers.  Certainly  no  graphs, 
i  ts  or  even  fancy  multimedia  presentations 
fully  describe  them. 

"So  how  do  I  paint  a  fuller  picture  ol  m\ 
its?"  IBM  consultants  are  being  asked  the  same 
stion  by  thousands  of  companies.  And  we've 
id  that  they  all  have  one  thing  in  common, 
lost  all  of  the  information  they  need  already 
ts.  But  where? 

Payment  histories  are  in  their  I  long  kong 
lit  bureau.  Customer  complaints  float  around 
-mail  limbo.  Details  of  a  new  order  cruise  at 
)00  feet  on  a  sales  director  s  laptop.  And,  most 
ortant,  todays  eustomers  are  interacting  with 
via  the  Internet.  Providing  your  company  with 
'alth  of  specific  information  with  each  log-in. 

So  I BM  has  developed  new  ways  to  connect 
r  company  to  all  of  this  vital  information- ways 
rake  sure  the  latest,  most  relevant  facts  are 
antly  available  every  time  you  come  in  contact 
1  your  clients.  We  call  these  offerings  Customer 
itionship  Solutions. 


Take  our  call  center  technology,  for  example 
It  recognizes  callers  and  puts  their  latest  profiles 
on  the  screen  before  your  customer  service  rep 
has  even  picked  up  the  phone.  Now  they  can 
answer,  "Hello  Mr.  Wright,  your  automobile  loan 
has  been  approved  and  you'll  receive  a  check  hy 
the  end  of  the  week.  By  the  way,  I  see  that  you 
requested  an  investment  kit  this  morning  from 
our  Web  site.  It's  gone  out  in  today's  mail." 

It  all  makes  you  more  responsive.  \\  Inch 
increases  customer  loyalty.  Which  makes  your 
business  grow. 

We  more  than  understand  the  value  of 
great  client  relationships.  And  we'd  love  to  start 
one  with  you.  Visit  us  at  www.ibm.com  or 
phone  IBM  at  1 800 IBM-7080,  ext.  G135,  for 
a  free  16 -page  booklet  highlighting  how  IBM  can 
help  your  business  thrive  in  a  networked  world. 


Solutions  for  a  small  planet™   =  =  r=r= 


-Solutions  tor  a  small  planet  are  trademarks  ot  IBM  Corp  ©  1996  IBM  Corp 
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Interconnect  ion  Through  Innovation 


ow  important  are  standards  in 
the  electronics  industry?  At 
AMP,  the  world  leader  in 
electronic  interconnection  products  and 
systems,  they  play  an  increasingly  criti- 
cal role  in  both  new  product  develop- 
ment and  global  market  strategies. 
Standards  are  a  market-driven  phenom- 
enon that,  combined  with  the  company's 
history  of  innovation  and  customer  ser- 
vice, enable  value  differentia- 
tion. AMP's  ever-growing  num- 
ber of  multi-national  customers  demand 
the  assurance  of  compatibility  that  stan- 
dards bring;  and  more  than  half  of  its 
$5.2  billion  in  sales  come  from  products 
that  meet  industry  standards. 

Aggressive  involvement  in  standards 
organizations  worldwide  is  evidenced  by 
the  several  hundred  AMP  professionals 
who  serve  on  more  than  500  industry 
associations  and  standards-setting  com- 
mittees. This  effort  ensures  customers 


become  one  of  the  most  critical  ele- 
ments of  free  trade  agreements. 
Commerce's  National  Institute  of 
Standards  and  Technology  (NIST)  is 
placing  standards  experts  in  key 
embassies  around  the  world  to  help 
ensure  that  foreign  standards  organiza- 
tions don't  exclude  American  products. 
At  a  TABD  task  force  meeting  in  Chicago 
next  month  to  be  led  by  Tenneco  chair- 
man Dana  Mead,  business  leaders  will 
work  to  eliminate  product  standards 
and  certification  procedures  as  technical 
barriers  to  trade  in  advance  of  the 


of  AMP's  readiness  for  next-generation 
developments.  No  better  example  of  this 
is  the  exploding  communications  mar- 
ketplace. A  major  driver  of  company 
growth,  the  "information  superhighway" 
simply  could  not  exist  without  stan- 
dards that  provide  global  interconnectiv- 
ity  and  interoperability.  AMP  local  area 
network  wiring  systems  provide  cus- 
tomers around  the  world  with  intercon- 
nection  infrastructures  that 
tie  together  the  many  layers 
and  elements  of  these  complex  commu- 
nications systems. 

These  networks  also  enable  AMP  to 
provide  enhanced  customer  service. 
Early  this  year,  the  company  launched  a 
global  electronic  catalog  on  the  Internet 
that  provides  technical  information  on 
70,000  AMP  products.  Customers  can 
interactively  search  for  data  according  to 
their  application  requirements,  and 
receive  immediately  up-to-date  product 


U.S.-European  Union  Economic  Summit 
in  December. 

Through  initiatives  such  as  TABD  — 
chaired  in  the  U.S.  by  Ford's  Alex 
Trotman  and  Xerox's  Paul  Allaire- 
American  business  leaders  are  increas- 
ing aware  that  strategic  standardization 
is  a  management  tool  to  help  maintain 
a  competitive  edge  in  a  global  market. 
More  need  to  become  involved. 
Compared  to  their  counterparts  across 
the  Atlantic  who  seek  every  opportunity 
to  leverage  their  European  technologies, 
experience,  and  insights  to  their  own 
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details  and  specifications. 

Having  attained  ISO  9000  certifkati 
in  virtually  all  of  its  major  facilities,  th 
company  is  forging  ahead  with  early 
involvement  in  ISO  14000,  the  emergin 
series  of  environmental  management 
standards.  At  the  same  time,  AMP  is  ar 
active  proponent  of  the  Suppliers  Audit 
Confirmation  process  which  holds 
promise  for  greatly  reducing  confor- 
mance costs  that  dont  add  direct  value 
to  its  products. 

According  to  Henry  Line,  vice  presi- 
dent of  AMP  global  product  standards 
and  chairman  of  ANSI's  company  mem- 
ber council  executive  committee,  "stan 
dards  manifest  the  strengths  and  tech- 
nologies of  those  who  embrace  them. 
They  cannot  be  neglected  without 
severe  risk  to  our  competitiveness;  for 
today  and  the  future,  standards  are  an 
integral  part  of  our  business  strategy." 


■  the 
ke'ontl 


advantage,  American  business  execu 
tives  have  much  to  learn. 


LEGISLATION 

1996  has  proved  to  be  a  banner 
for  legislation  that  calls  for  the  adop 
of  voluntary  standards  and  conformi'  11% 
assessment,  a  procedure  to  verify  th 
products  or  processes  meet  a  stand£ 

One  notable  example  is  the  pass; 
by  Congress  last  year— and  signed  ir 
law  by  the  president  this  year— of  th 
National  Technology  Transfer  and 
Advancement  Act.  The  act  requires  g 
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l 
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- 
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ent  agencies  to  rely  on  the  private 
itary  standards  system,  and  not  on 
:  government  standards  which  are 
cative,  costly,  or  unique.  "The  use 
iluntary  consensus  standards  for 
rnment  procurement  and  in  the  reg- 
»ry  process  will  significantly 
;ase  both  the  non-value  added  cost 
)ing  business  in  the  U.S.  and  the 
of  government,"  according  to  Henry 
vice  president  of  global  product 
Jards  for  AMP,  Inc.  "Enhancing 
stry  standards,  which  by  definition 
dy  have  the  stamp  of  'market 
ptance'  on  them,  will  help  increase 
:ompetitiveness  of  U.S.  business  in 


the  global  marketplace  and,  by  doing 
so,  preserve  American  jobs." 

Other  important  legislation  this  year 
impacting  standards  include  the 
Telecommunications  Act  of  1996,  which 


calls  upon  the  Federal  Communications 
Commission  (FCC)  to  use  commercial 
standards,  and  the  Health  Insurance 
Portability  and  Accountability  Act,  which 
specifically  calls  for  the  use  of  the  U.S. 
voluntary  standards  system  coordinated 
by  the  American  National  Standards 
Institute  (ANSI)  and  for  ANSI  accredita- 
tion of  healthcare  standards  developers. 

ANSI-NIST 

The  challenges  of  a  competitive  glob- 
al market  has  forged  stronger  partner- 
ships between  the  private  and  public 
sectors.  Nowhere  is  this  stronger  than  in 
the  close  relationship  between  ANSI  and 


Leading  Strategic  Change  Through  Standardization 


yith  the  growing  importance  of 
standardization  in  ensuring  U.S. 
economic  leadership  in  the 
>rld  marketplace,  the  ANSI  Federation 
s  an  important  mission  to  achieve  on 
half  of  U.S.  business  and  American  citi- 
ns.  A  strong  U.S.  voluntary  standards 
id  conformity  assessment  system  is  the 
ost  effective  way  to  increase  U.S.  com- 
■titiveness  and  maintain  the  American 
lality  of  life.  ANSI  accomplishes  this  by 

I 

inging  together  business  and  industry, 
\  andards  developers,  trade  association, 
i  bor  unions,  professionals'  societies, 
msumers,  academia,  and  government 
fencies  to  serve  this  common  purpose. 
As  international  standards  become  fun- 
'  imental  to  world  trade,  ANSI's  intema- 
1  >nal  relationships  and  its  role  as  the  U.S. 
preservative  to  the  ISO  and,  through  the 
S.  National  Committee,  the  International 
ectrotechnical  Commission,  greatly  bene- 


fit the  U.S.  The  U.S.  is  a  strong  and  well 
respected  leader  in  the  international 
arena.  Through  ANSI,  U.S.  business  has 
the  ability  to  influence  international  stan- 
dards which  form  the  basis  of  product 
acceptance  in  many  countries  and  help 
establish  policies  that  have  direct  implica- 
tions on  American  competitiveness.  Today 
standards  development  has  dramatically 
expanded  to  such  vital  concerns  as  quality 
management  systems,  personal  data  and 


^^^tPI9l  American  National  Standards  institute 

privacy,  and  most  recently  the  area  of 
services  including  those  in  the  banking, 
travel,  and  hospitality  industries. 

ANSI  provides  the  U.S.  with  a  forum 
where  peers  and  competitors  from  busi- 
ness, standards  developing  organizations, 
and  government  can  work  together  to 
discuss  timely  issues  of  mutual  concern. 
Recently,  through  the  auspices  of  ANSI, 


the  U.S.  was  successful  in  effectively 
reaching  a  unified  American  position 
regarding  an  international  proposal  to 
develop  global  standards  for  occupational 
health  and  safety  management  systems, 
an  activity  which  posed  consequences 
for  U.S.  business  across  all  sectors.  The 
majority  of  the  other  nations  supported 
the  U.S.  position  on  this  important  issue 
"Involvement  in  ANSI  is  an  excellent 
means  of  tracking  such  issues  and 
developing  solutions  that  will  benefit  U.S. 
business  as  well  American  employees 
and  consumers,"  states  Lawrence  L.  Wills, 
chairman  of  the  board  of  ANSI,  and 
director  of  standards,  IBM. 

The  strategic  value  of  standards  and 
U.S.  participation  in  the  standards  devel- 
opment process  is  vital  to  America's  ability 
to  compete  effectively  in  the  worldwide 
marketplace.  Strategic  standardization 
makes  good  business  sense. 
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Commerce's  NIST.  ANSI,  a  private,  non- 
profit membership  organization,  accred- 
its U.S.  standards  developers,  approves 
American  national  standards,  and  is  the 
sole  U.S.  representative  to  the  Geneva- 
based  International  Organization  for 
Standardization  (ISO).  With  the  prime 
responsibility  for  the  government's  coor- 
dination of  the  technological  basis  for 
standards,  NIST  works  with  industry  to 
promote  economic  growth  through  a 
focus  on  the  nation's  technology  infra- 
structure. Together,  ANSI  and  NIST  help 
coordinate  a  national  strategy  at  the 
international  standards  negotiating 
table.  "Governments  around  the  world 
are  using  standards  in  a  strategic 


sense,"  explains  NIST  director  Arati 
Prabhakar,  "and  increasingly  in  this 


country  we  recognize  there  is  a  need  to 
understand  the  strategic  role  of  stan- 
dards to  establish  a  level  playing  field 


6  m,1  4141  "00001 


Standardizing 
The  Global  Language 
Of  Trade 

The  Uniform  Code  Council,  Inc., 
establishes  and  promotes  global 
multi-industry  standards  for  product 
identification  and  electronic  commerce. 
Our  goal  is  to  contribute  added 
value  to  the  customer  by  enhancing 
supply  chain  management. 

For  more  information:  (513)435-3870 
http:\\www.  uc-council  .org 
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to  enable  our  companies  to  sell  and 
operate  in  markets  around  the  world.' 

DEREGULATION 

Government  deregulation  and  pro-i 
curement  reform  has  led  to  increased' 
partnerships  with  the  private  sector, 
creating  new  opportunities  for  indus- 
tries and  companies  large  and  small. 
Even  the  Pentagon  is  getting  into  the 
act.  A  series  of  directives  from  Defens|' 
Secretary  William  J.  Perry  has  ordered 
that  commercial  standards  be  used  in 
place  of  military  ones  wherever  possi- 
ble, opening  the  DoD  market  for  com- 
panies who  have  traditionally  passed 


up,  and  sav- 
ing billions 
of  tax  dollars 
as  well.  The 
military's 
adoption  of 
commercial 
standards 
and  products 
saves  more 
than  money. 
Says  Under 
Secretary  of 
Defense  Paul 
G.  Kaminsky, 

"The  military  advantage  will  go  to  the 
nation  which  has  the  best  cycle  time  h 
capture  technologies  that  are  commer- 
cially available,  incorporate  them  into  | 
weapon  systems,  and  field  new  opera- 
tional capabilities."  Standards  are 
essential  to  speed  that  cycle  time-to- 
market. 
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ICES 

le  trends  in  standardization  are  also 
:ting  service  businesses 
air  couriers  to  fast  food. 
)st  developed 
Dmies,  the  service  sec- 
account  for  a  growing 
in  of  total  GNP.  In  the 
70%  of  the  economy 
nds  on  services,  and  the 

is  growing.  The  area  of 
:e  standards,  while 

difficult  to  define,  has 
d  increasing  attention 
result.  Not  unexpectedly, 
uropean  Union  is  leading  the  charge 
several  initiatives  to  establish  ser- 


vice standards  for  consumers  and  busi- 
nesses alike,  from  the  moving  of  house- 
hold goods  to  funeral  ser- 
vices. An  especially  active 
area  is  the  grading  of  hotel 
services— which  could  include 
the  end-to-end  process  of 
registration  to  departure  and 
the  entire  experience  in 
between.  If  European  hote- 
liers had  such  a  competitive 
edge,  non-conforming  U.S. 
hotel  chains  operating  in 
Europe  could  find  themselves 
with  no  rooms  at  the  inn. 
Standards  for  travel  agents,  tour  opera- 
tors, and  financial  accountancies  may  not 


be  far  behind. 

U.S.  service  businesses  must  pay 
closer  attention  to  these  developments. 
The  ISO  has  identified  services  as  the 


SETTING  STANDARDS  FOR  PROFITABILITY 


Dr  over  50  years,  ISA  has  led  the 
N3.y  in  the  development  of  national 
international  standards.  Accredited 
he  American  National  Standards 
itute  (ANSI)  and  recognized  world- 
e  as  a  standards  writing  organiza- 
,  ISA  has  published  over  100  stan- 
1s  and  currently  leads  three  key 
rnational  committees. 
A  Standards  are 
sly  used  across 
tstries  in  plant- 
r  applications; 
:ess  control  and 
>mation;  design, 
:hase  and  instal- 
•n  of  equipment; 
imunications; 
umentation; 

ntenance  and  safety.  Experts  have 
umented  cost  savings  from  10-50% 
reas  of  capital  expenditure,  con- 
ction,  maintenance,  engineering 
equipment  purchase  resulting  from 
use  of  ISA  Standards.  In  the  safety 
,  savings  go  beyond  financial  to 


ISA  has  led  the  way 
in  the  development  of 
standards  that  increase 
industrial  productivity 
and  safety  and  ensure 
environmental  compliance. 


include  human  lives.  And,  the  new 
technology  represented  in  Fieldbus 
communications  standards  will  have  an 
impact  throughout  the  United  States 
and  the  World. 

ISA  is  the  international  society  of 
measurement  and  control  with  a 
membership  of  49,000  engineers, 
managers  and  other  professionals  from 
over  85  countries  around 
the  world.  The  technolo- 
gies represented  within 
ISA  span  nearly  every 
industry  and  are  essential 
to  the  manufacture  of 
products  from  cosmetics 
to  cars.  Environmental 
emissions  control,  quality 
control,  the  efficient  use  of 
energy,  and  reduced  waste  are  all 
dependent  upon  measurement  and 
control  technology.  All  are  vital  to 
global  competitiveness. 

In  addition  to  standards,  ISA  has 
much  more  to  offer  both  individuals 
and  industries.  The  Society  provides 


training  courses,  certification  pro- 
grams, reference  materials  and  other 
publications,  forums  for  information 
sharing  and  technical  journals  to  keep 
members  up  to  date  on  the  latest 
applications. 

For  more  information  about  ISA 
and  ISA  Standards,  call  or  write  for 
our  Information  Package. 


P.O.  Box  12277 


67  Alexander  Drive 


Research  Triangle  Park,  NC  27709 

Phone:  919-549-8411 
Fax:  919-549-8288 
E-mail:  info@isa.org 

ISA  OnLine:  http://www.isa.org 
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"They'll  never  petbirds 
make  a  color 
copier/printer 
that'll  produce 
2400  color 


documents  an  hour" 


111 


1  "Color  will 

I  never  be 

inexpensive 

iiif 

1  enough  to  use 

even'  day." 

Never  sa 


"I'll  never  be 
able  to  use 
color  whenever 
I  want.  It  takes 
too  long" 


ver. 


QQ 


For  those  who 
still  think  color 
documents  are 
too  slow,  too  costly  and 
too  much  trouble,  we  say, 
"think  again."  Now,  Xerox 
offers  color  that's  fast, 
convenient  and  accessible. 
From  color  production 
systems  as  fast  as  40  color 
pages  a  minute  to  easy- 
to-use,  easy-to-afford  net- 
work color  laser  printers. 
Finally,  there's  color  the 
way  you  want  it,  exactly 
when  you  want  it.  Color 
on  demand. 


XEROX ",  The  Document  Company*,  MajestiK'''.  the 
stylized  X.  Regal.  XPrint  and  ColorgrafX  are  trademarks  ot 
XEROX  CORPORATION  DocuColor  40  is  shown  with 
optional  sorter  Splash,  Fiery  and  Scitex  are  trade- 
marks of  their  respective  owners  36  USC  380. 
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Opening  New  Markets  Worldwide 


Hewlett-Packard  Company, 
with  1995  revenues  of  $31.5 
billion,  competes  in  markets 
where  standards  affect  access,  customer 
acceptance,  cost,  and  time  to  market. 
Selecting  which  standards  initiatives  to 
focus  on  means  not  only  a  firm  fix  on 
technology  and  world  markets,  but  also 
a  clear  understanding  of 
the  de  facto,  consortia, 
formal,  and  regulatory 
standardization  processes. 

The  development  of  the  HP  Printer 
Command  Language  (PCL),  for  example, 
was  aimed  at  satisfying  customer  needs 
for  printing  low-cost,  high  quality  inte- 
grated text  and  graphics.  PCL  became  a 
de  facto  standard  and  fueled  not  only 
the  growth  of  HP  Laserjet  and  Deskjet 
printers  but  the  success  of  many  com- 
peting products.  The  standardization  of 
infrared  communications  between  com- 
puter products  utilized  the  consortia 
route.  The  Infrared  Data  Association 
(IrDA)  standards  are  now  being  used  by 
HP  and  other  vendors  of  mobile  comput- 
ing products,  making  the  customer's  life 
easier  through  wireless  printing  and 
data  exchange. 

A  formal  standards  route  was  chosen 
for  networking  standardization.  "In  com- 
munications, standards  are  essential, 
and  HP  led  the  effort  to  create  the  most 


successful  local  area  networking  stan- 
dard in  history,  Ethernet  ioBase-T,M 
notes  Gary  McAnally,  general  manager 
of  HP's  workgroup  network  division.  The 
resulting  IEEE  standard  boosted  LAN  use 
worldwide,  along  with  sales  of  HP's  net- 
working products.  Today,  LAN  connec- 
tions exist  in  such  places  as  college 

dorm  rooms,  in  some  ele- 
HEWLETT     mentary  schools,  and  in 
PACKARD     many  notel>  hospital, 

manufacturing,  law,  and 
insurance  businesses. 

Standards  strategies  are  a  key  ele- 
ment of  business  success  at  HP  and  will 
continue  to  be  important  to  HP  growth, 


and  that  of  the  industry.  "Our  invest- 
ments in  setting  new  Internet  printing 
standards  will  help  drive  the  computing 
industry  forward  as  the  Internet 
becomes  ubiquitous,"  says  Carolyn  M. 
Ticknor,  HP  vice  president  and  general 
manager  of  the  Laserjet  solutions  group 
"Working  with  HP  businesses,  our  com- 
pany-wide Standards  Strategy 
Committee  facilitates  the  use  of  de  facto 
consortia,  formal,  and  regulatory  stan- 
dardization processes  to  enable  the  cre- 
ation of  leading  edge  products  that  aim 
to  satisfy  real  customer  needs  on  a 
global  basis,"  notes  Brian  D.  Unter, 
director  of  corporate  external  standards. 
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Special 


hi  major  focus  of  standardization 
■J  /ity— already  begun— well  into  the 
[']  :  century.  An  international  conference 
l :  service  standards  is  being  planned 
||  1997-  U.S.  service  businesses  are 
||  I  advised  to  establish  an  identity 
ij  lin  ANSI  to  ensure  that  business  and 
I  sumer  interests  are  represented. 

[I  i  ENVIRONMENT 

V,  o  underway  is  a  series  of  standards 
I  ied  at  safeguarding  the  environment 
|  und  the  world.  In  September,  the 
j  t  of  the  ISO  14000  Environmental 
I  nagement  Systems  standards  became 

icial,  which  helps  businesses  apply 
j  ibal  standards  for  environmental  risk 
j  inagement.  The  U.S.,  through  ANSI, 
\  s  played  a  critical  role  in  their  devel- 
1  'ment,  ensuring  that  U.S.  interests  are 
1  otected  both  in  business  and  in  the 
'  lality  of  life  for  every  American.  The 
!  S.  Environmental  Protection  Agency 
PA)  anticipates  that  the  ISO  14000 
andards— which  will  be  adopted  as 
nerican  National  Standards  by  ANSI  — 
ill  provide  more  cost-efficient  proce- 
ures  to  ensure  compliance  under  EPA 
?gulations.  These  same  14000  stan- 
ards  could  minimize  liability  risks  and 
sduce  insurance  costs  for  every 
American  business  adopting  the  stan- 
lards.  Businesses  that  comply  with  the 
lew  standards  demonstrate  to  cus- 
omers  that  — when  it  comes  to  the  envi- 
'onment  and  safety— they  are  well  man- 
aged and  good  corporate  citizens.  Being 
"green"  is  more  than  saving  money;  it's 
iust  good  business. 
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A  CALL  TO  ARMS 

While  strategic  standardization  man- 
agement will  help  the  U.S.  remain  a  glob- 
al trader  well  into  the  next  century,  here 
at  home  it  remains  fundamental  to 


deregulation  and  government  downsizing. 
To  regulate  less  means  to  rely  on  confor- 
mance to  a  strong  voluntary  standards 
system,  supported  by  government  and 
industry  alike.  More  American  business- 
es—and their  executives  — need  to  have 
a  place  at  the  table.  American  enter- 
prise—which used  to  export  based  on 
our  own  standards  — is  increasingly  chal- 
lenged by  international  standards  result- 
ing from  the  ongoing  implementation  of 
the  World  Trade  Agreement.  Emerging 
markets— such  as  those  in  China,  Mexico, 
and  Saudi  Arabia— are  establishing  con- 
formity assessment  systems  based  on 
international  standards  that  have  the 
potential  to  exclude  U.S.  industry. 


Integrated  Solutions  for  the  Business  World 

Interactive  Multimedia  for  Education,  Training,  and  Implementation 


Environmental  Management 


ISO  14000  Conformance  Series 
and  Pollution  Prevention 
•  develop  your  environmental  management  system 
•  identify  pollution  sources 
•  reduce  your  pollution  output 


International  Quality 


ISO  9000  Registration  Series 
•  educate  your  enterprise 
•  plan  your  system 
•  control  your  activities 
•  develop  your  documentation 


Reality  Interactive™ 


To  Order  or  For  More 
Information  Contact  Us: 
1-800-675-7789 
www.realtools.com 


Automotive  Quality 


QS-9000  Compliance  Series 
•  analyze  your  business 
•  document  your  procedures 
•  write  your  quality  manual 
•  audit  your  quality  system 


How  Will  The  Launch  |PrC 
Mid-range  Computing?  Let's  J  j 


The  Compaq  ProLiant  5000  has  arrived. 
And  it's  going  to  change  everything  that  lies 
in  its  path.  Including  how  you  think  about 
mid-range  computing. 

The  ProLiant  5000,  with  its  Pentium4  Pn 
processor,  delivers  unprecedented  perfor- 
mance tor  mid-range  solutions. 

But  that's  just  the  first 
hall  of  the  story. 

In  today's  client /server 
environment,  you  need 

more  than  power — you  need  control.  So  weve 
combined  the  Pentium  Pro  processor  with 
a  concept  we're  calling  Integration  Manage- 
ment. Giving  you  new  tools  to  manage  your 
system  throughout  its  entire  life  <  ycle. 

Improvements  to  SmartStart  now  let  you 
set  up  an  Integration  Server,  which  basically 


System 

tpmC 

$  per  tpmC 

ProLiant  5000  6/166  M2 

5676.93 

SH5 

III'  9000  Server  T500 

5621.00 

s  wu 

Wurl.IM.irk  5I00S 

5607.00 

s!c>4 

SPARC  center  2000E 

5124  21 

,  ■;  1  i 

III1  c.  0  Model  K420 

44)')  II 

, ;  i 

IBM  RS/6000  J  ><> 

)6)1 

S289 

all  your  network  servers,  it  saves  you  a  lot 
more  than  just  shoe  leather. 

Maintaining  your  network  is  easier  now, 
too.  Thanks  to  some  cool  new  features  on 
Compaq  Insight  Manager,  you  can  get 
updates  and  new  software  revisions  via  the 
Internet,  your  modem  or  CD.  And  then 
transfer  them  to  the 
Integration  Server  just 
one  time.  You  can  even 


.1       (</  compdnies  ildim  to  oiler  the  lowest  cost  of  , 

'       ,      ,  ,     ,      ,  .       maintain  your  network 

ownership  But  we  hove  the  benchmarks  to  prove  it-  ' 

w  hen  you're  away  from  the  office.  All  you 
need  is  your  notebook  and  a  phone  line. 

We've  also  partnered  with  the  industry- 
leading  companies  of  system  management 
applications.  So  now  you  can  view  your  entire 
network  in  one  place.  Together,  these  and  other 
improvements  have  helped  reshape  the  land- 


serves  as  a  holding  tank  for  all  your  software.  scape  of  mid-range  computing,  by  creating 
It  also  simplifies  the  setup  and  maintenance  the  most  manageable  server  in  the  industry, 

of  your  network  All  vou  have  to  do  is  config-        T>  find  out  more  about  the  ProLiant  5000, 


ure  your  Integration  Server  and  thi  n,  using 
SmartStart,  deploy  it  across  your  entire  net- 
work. It  not  only  ensures  consistency  ac  ross 


visit  our  Web  site  at  www.compaq.com, 
or  call  us  at  1-800-315-7772.  It's  not  just 
,i  si  l  ver.  It's  a  force  to  be  reckoned  w  ith. 
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InCanaila  we  can  be  reached  at  I-800-S67-1616 


PENTIUM  PRO 


ProLiant  5000  Affect 
Its  Code  Name  Was  "Hurricane: 
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COMPAQ 

Has  It   Changed  Your   Life  Yet? 
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Avoiding  standards  which  only  create 
non  value-added  costs  to  doing  business 
is  equally  important.  An  example  of  "less 
is  more"  is  the  recent  success  in  tabling 
initiatives  to  develop  international  man- 
agement standards  for  occupational 
health  and  safety,  which  the  U.S.  and 
others  felt  was  more  effectively  dealt 
with  at  the  national  and  local  level. 
Where  they  are  needed,  American  stan- 
dards created  by  our  voluntary  system  of 
standards  development  organizations 
(SDOs)  are  not  just  for  domestic  use; 
they  have  historically  found  wide  accep- 
tance abroad.  Constant  vigilance  is 
required  to  ensure  that  this  remains  the 
case.  U.S.  companies  can't  afford  to 
rapidly  alter  their  products  and  services 
to  meet  sundry  and  complex  domestic- 
much  less  international  — standards  and 
conformity  assessment,  especially  ones 
that  have  been  established  without  their 
participation.  Carpe  diem! 
U.S.  business  participation 
in  the  standards  develop- 
ment process  is  not  only  a 
good  preventative  to  trade 
barriers,  it  can  be  a  path  to 
exploit  new  markets. 

The  exponential  growth 
of  the  Internet  and  the 
emergence  of  corporate 
intranets  portend  revolution- 
ary changes  to  commercial 
and  consumer  markets,  and 
disintermediation  among  traditional  dis- 
tribution channels.  For  such  critical  tech- 
nologies as  electronic  commerce  to  flour 
ish,  global  standards  are  required.  At 


present,  the  U.S.  has  a  commanding 
lead  in  developing  and  implementing 
technology  for  electronic  commerce  and 
a  real  opportunity  to  establish  U.S.  tech- 
nology as  global  standards. 

EDUCATION  AND  TRAINING 

Perhaps  nothing  is  more  important  to 
our  long  term  economic  well  being  than 
the  quality  and  readiness  of  our  work 
force  to  meet  the  demands  of  the  next 
century.  Work  force  edu- 
cation and  skills  training 
remains  among  the  most 
important  business  issues 
we  face.  The  U.S.  faces 
one  certainty  in  a  global 
marketplace:  our  interna- 
tional competitors  contin- 
ue to  improve  their  skills 
and  capabilities  in  their 
quest  for  increased  mar- 
ket share  and  enhanced 
quality  of  life  for  their  cit- 
izens. MIT  economist  Lester  Thurow  esti- 
mates that  only  20%  of  adult  Americans 
have  the  education  and  skills  to  com- 
pete in  the  global  market. 
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^between 
today's  c 
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Many  U.S.  business  leaders  beliafe 
that  our  educational  system  is  failinBo 
deliver  enough  adequately  prepared*, 
workers  that  are  essential  to  compe 
the  world  stage.  "If  we  can't  adequ; 
prepare  our  kids,  we'll  continue  to  I  p 
job  outflow,"  warns  William  C.  Huds 
chairman  and  CEO  of  AMP,  Inc.,  a  gl 
manufacturer.  "From  an  employer's  p 
spective,  it's  a  customer  satisfaction 
issue,  and  increasingly  in  this  count 
lot  of  customers  are  dissatisfied.  Wh 
we  need  is  a  common  benchmark  fo 
our  kids  and  those  of  other  countries 

Each  year,  American  businesses  fi 
a  greater  need  to  invest  time  and 
money  in  remedial  education  of  newj  *"'st3 
workers.  In  a  society  that  faces  a  do 
bling  of  knowledge  every  seven  yeanft 
is  absolutely  essential  that  this  trend! 
reversed.  Experts  warn  that  education! 
standards  in  other  countries  — and  th^ 
accountability  for  achieving  those  sta 
dards  — are  generally  much  higher  thai 
in  the  U.S.  At  the  National  Education  ' 


final  II 


Summit  this  year,  IBM  CEO  Louis  V. 
Gerstner,  jr.  observed  that  "Countries 
that  have  better  education  systems  he 
stronger  economies  and  are  tougher 
competitors  in  the  world  marketplace. 
More  American  companies  find  them- 
selves in  the  business  of  educating  th 
new  employees  in  the  basics  before 
they  can  be  adequately  trained  in  the 
skills  their  jobs  require.  As  a  result, 
business  has  had  to  take  up  where  ed 
cation  has  left  off,  amid  a  growing  cho 
rus  to  totally  revamp  the  standards  for 
education  and  skills  training. 


m  [1 
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tandards  mean  the  difference 
between  winning  and  losing  in 
today's  competitive  world  market- 
ilace.  Participation  in  the  standards 
levelopment  process  is  vital;  not  only  is 
t  a  good  preventative  to  trade  barriers, 
nit  an  excellent  means  to  exploit  new 
narkets.  More  than  254  standards  devel- 
>ping  organizations  (SDOs)  accredited  by 
he  American  National  Standards  Institute 
ANSI)  are  at  the  core  of  the  American 
voluntary  system  of  standards  develop- 
ment Each  plays  a  vital  role  in  meeting 
industry,  business,  government,  and  con- 
sumer needs.  SDOs  maintain  a  proper 
system  of  standards  that  reduces  com- 
plexity and  streamlines  the  production 
and  delivery  process,  ultimately  provid- 
ing the  consumer  with  clearer,  more  rea- 
sonable, economical  choices.  U.S.  stan- 
.  dards  often  have  broad  acceptance 


INTERNATIONAL 


throughout  the  world. 

A  key  ANSI  standards  developer  is  the 
Society  for  Automotive  Engineers  (SAE), 
which  supports  a  membership  of  more 
than  65,000  professional  engineers  in  over 
80  countries.  While  its  name  may  suggest 
that  its  single 
focus  is  on  the 
automobile 
sector,  in  reali- 
ty, SAE  devel- 
ops standards  for  the  entire  "mobility" 
industry,  from  airplanes,  cars,  construction 
and  farm  vehicles  to  helicopters,  marine 
equipment,  and  trucks.  Among  SAE's  bet- 
ter known  standards  are  its  oil  viscosity 
ratings  SAE  10W-30  and  10W-40.  SAE 
actively  promotes  "globally  harmonized" 
standards  and  serves  as  secretariat  to  a 
number  of  ISO  committees.  "I  firmly 
believe  that  SAE  is  the  unique  catalyst  to 


make  global  harmonization  a  reality," 
offers  Max  E.  Rumbaugh,  Jr.,  SAE's  execu- 
tive vice  president 

As  U.S.  industries  emerge  into  the 
world  of  standards  for  electronic  data 
interchange,  the  Data  Interchange 
Standards 
Association  (DISA), 
Inc.,  Alexandria, 
Virginia,  embraces 
the  vast  community 
with  support  and  education.  DISA's  prima- 
ry role  is  administering  the  ANSI  accredit- 
ed standards  committee  X12,  which  devel- 
ops EDI  standards  widely  used  by  indus- 
try and  the  U.S.  government.  As  part  of 
DISA's  mission,  it  hand-tailors  educa- 
tional programs  and  annually  holds  the 
world's  pre-eminent  electronic  com- 
merce/electronic data  interchange  con- 
ference. 


The  World  Leader  In  Project  Management  Standards 


J 


irom  high-tech  to  insurance, 
Business  Week  1000  to  small 
businesses,  project  management 
is  fueling  much  of  the  successful  devel- 
opment of  exciting  new  busi- 
ness enterprises.  Leading- 
edge  organizations  recognize 
the  importance  of  standardization  in 
securing  a  competitive  position  in  future 
global  markets,  and  they  are  turning  to 
the  Project  Management  Institute  (PMI) 
for  guidance. 

PMI,  a  non-profit  association  represent- 
ing more  than  20,000  members  world- 
wide, is  the  world  leader  in  the  develop- 


ment of  project  management  standards. 
Our  core  standard,  A  Guide  to  the  Project 
Management  Body  of  Knowledge 
(PMBOK  Guide),  is  recognized  and  used 
by  professionals  on  six  conti- 
iJjjJQ      nents  and  in  more  than  50 
~m"'  countries. 
The  PMBOK  Guide  provides  the 
framework  for  introducing  a  standard- 
ized, organization-wide  project  manage- 
ment methodology  by  documenting, 
identifying,  and  defining  generally- 
accepted  project  management  approach- 
es—the well  proven  tried-and-true 
processes,  the  planning,  the  discipline 


to  manage  projects  well. 

The  PMBOK  Guide  also  provides  a 
consistent  structure  for  study  and  prepa- 
ration of  PMI's  Project  Management 
Professional  (PMP)  Certification  program. 
Successfully  achieving  the  PMP  designa- 
tion signifies  that  an  individual  has 
demonstrated  a  base  level  of  knowledge 
and  competency.  PMI's  Certification 
Program  is  the  most  widely  recognized  in 
the  field  of  project  management  with 
more  than  5,000  PMPs  worldwide. 
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Industry  Leadership  and  Time  to  Market 


With  S71.9  billion  in  revenues  and 
225,000  employees  worldwide, 
IBM  markets  thousands  of 
products  from  semi-conductors  to  software 
to  mainframe  computers  in  more  than  159 
countries.  "IBM's  customers  are  demand- 
ing open,  interoperable  systems,  and  the 
way  to  achieve  that  is  through  standards," 
according  to  Lawrence  L.  Wills,  IBM's 
director  of  standards. 

The  growth  of  information  infrastruc- 
tures has  increased  global  competition. 
Electronic  commerce  is  speeding  up  the 
pace.  Standards  play  a  critical  part  in  the 
successful,  seamless  devel- 


opment of  these  worldwide 
networks  and  applications      JZm  ~  T. 
that  will  take  the  world  into 
the  21st  century.  IBM  has  over  800  indi- 
viduals (part-time)  from  its  divisions 


around  the  world  involved  in  the  devel- 
opment of  these  standards.  The  benefits 
of  this  participation  far  exceed  the  costs 
incurred. 

"If  you're  not  at  the  table  participating, 
you  don't  have  a  voice  in  what's  happen- 
ing." says  Wills— who  is  also  Chairman  of 
ANSI— "and  you  are  in  effect  letting  your 
competition  define  what  your  products 
are  going  to  look  like  in  the  future." 

Active  participation  in  standards  activi- 
ties permits  IBM  to  get  its  own  technolo- 
gies into  the  process,  better  understand 
where  the  standards  are  going,  and  help 

facilitate  speed  to  market.  An 
-  — ~    international  standard  permits  IBM 
Tl    to  build  one  product  and  market  it 

worldwide.  Standards  and  how 
they  are  used  in  products  are  an  integral 
increasingly  formalized  part  of  the  com- 


pany's general  management  and  strategi 
planning  process. 

in  an  information  technology  (IT) 
industry  where  historical  four  to  six  year 
product  life  cycles  have  been  reduced  in 
some  instances  to  six  to  12  months, 
IBM's  challenge  is  to  ensure  a  more 
responsive  process  and  compress  the 
time  it  takes  to  get  standards  approved 

New  processes  are  now  available  to 
help  close  the  gap  between  the  time  it 
takes  to  develop  an  international  IT  stan 
dard  and  the  fast  product  cycles  that 
characterize  the  IT  industry  today. 

IBM's  participation  in  standards  bodies 
helps  ensure  that  the  development  and 
approval  procedures  put  in  place  are  nec 
essary  and  value-added  to  both  industry 
and  itself. 


Standards  provide  an  essential  foun- 
dation on  which  reform  and  innovation 
can  be  built.  The  National  Skills 
Standards  Board  (NSSB)  — created  by 
Congress  in  1994  to  help  develop  a  vol- 
untary national  system  of  skill  stan- 
dards—calls such  standards  "essential... 
for  individuals  to  succeed  in  the  work- 
place." Adds  NSSB  chairman  and  retired 
Corning  CEO  James  R.  Houghton:  "Skill 
standards  are  a  national  imperative. 
Success  will  be  achieved  only  if  employ- 
ers, employees,  educators,  and  communi- 
ties across  America...  apply  the  standards 
in  hiring  and  training."  The  National 
Governor's  Association  recently  estab- 
lished an  independent  agency  to  help  set 
educational  standards  and  then  monitor 


them  in  schools.  The  governors'  actions 
were  applauded  by  Albert  Shenker,  presi- 
dent of  the  American  Federation  of 
Teachers,  who  has  long  called  for  rigorous 
academic  standards  in  schools  — including 
teacher  certification— while  at  the  same 
time  acknowledging  schools  aren't  neces- 
sarily ready  for  them.  The  dramatic  rise  in 
private  school  enrollment  across  the 
country  signals  increasing  dissatisfaction 
with  public  schools.  Competition  will  help. 
The  successes  demonstrated  by  recent 
experiments— such  as  publicly-funded, 
privately-run  charter  schools  in  California, 
Massachusetts,  and  elsewhere— hold 
promise  in  helping  speed  reform. 

Despite  all  the  recent  activity  and 
broad  agreement  on  the  need  for 
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reform,  for  a  variety  of  reasons  — cultur 
and  political  among  them  — little  real 
progress  has  been  made.  There  are 
widely  disparate  opinions  about  what 
educational  standards  should  include, 
let  alone  what  they  should  be,  and 
there  are  competing  interests  each  with 
their  own  organizations  and  agendas. 
What's  needed  is  a  mechanism  to  chanl 
nel  these  efforts  to  help  deliver  results.j 
Such  a  mechanism  exists.  According  to  I 
the  Hon.  Robert  S.  Walker  (R-PA),  chair-j 
man  of  the  House  Committee  on 
Science,  "The  U.S.  voluntary  consensus| 
standards  community  represented  by 
ANSI  comprises  a  unique  American  sys- 
tem: diverse  membership,  an  open  and 
published  process,  opportunities  for 


PROJECT 


MANAGEMENT 


Achieving  the  Vision  of  the  Future 
Requires  Setting  Standards  for  Today 

THE  VISION  of  the  Project  Management  Institute  (PMI)  Standards  Committee  is  worldwide  excellence  in  the 
practice  of  project  management  through  standards  which  are  widely  recognized  and  consistently  applied. 

THE  MISSION  of  the  Project  Management  Institute  (PMI)  Standards  Committee  is  to  assist  in  improving  the 
understanding  and  competency  of  experienced  and  new  project  management  practitioners  and  customers  world- 
wide. To  accomplish  our  mission,  we  will  identify,  define,  document,  and  champion  generally  accepted  project 
management  approaches  and  a  common  project  management  lexicon. 

THE  PROJECT  MANAGEMENT  INSTITUTE,  (PMI),  is  the  world  leader  in  the  development  of  project 
management  standards.  Our  core  standard,  A  Guide  to  the  Project  Management  Body  of  Knowledge  (PMBOK 
Guide),  is  recognized  and  used  by  professionals  on  six  continents  and  in  over  50  countries.  The  standards  setting 
activities  from  the  profession  are  making  it  possible  for  organizations  to  prepare  for  the  next  millennium. 


"Project  management  is  growing  by  leaps 
and  bounds  as  companies  learn  it's  the  best  way 
to  empower  teams  and  get  quality  new  products 
and  services  to  market  at  the  earliest  possible  time. 
The  leading  project  management  software  devel- 
opers support  standards.  " 

Joel  Koppelman,  President 
Primavera  Software 


"Allied-Signal  Aerospace  has  formed  an 
executive  leadership  team  to  drive  our  company 
toward  excellence  in  all  aspects  of  program  man- 
agement. The  PMBOK  Guide  is  the  foundation 
upon  which  we  are  building  program  manage- 
ment processes  and  organizations.  " 

Chuck  Schmidt,  AlliedSignal,  Director, 
Center  for  Process  Improvement 


PROJECT  MANAGEMENT  INSTITUTE  is  a  non-profit  association  representing  over  20,000  members  world- 
wide. As  a  body,  these  members  actively  work  to  advance  the  project  management  profession 

I  For  information  about  PMI  membership,  our  standards  and  the  project  management  professional  certification  program  contact: 


IliedSignal 

http://www  alliodMgnaU-om 


PRIMAVERA 

How  the  world  sut/i  project  mat 
hltp:/  /www  primavera  com 


This  feature  is  made  possible  through  the  generous  contributions  of 
these  leading  edge  organizations  who  employ  and  advocate 
project  management  principles  and  standards 


Project  Management  Institute 
130  S.  State  Road,  Upper  Darby,  PA  19082  USA 
•  (610)  734-3330  •  Fax  (610)  734-3266 
World  Wide  Web:  http://www.pmi.org 


WILL  ISO  14000  STANDARDS 
IMPACT  YOUR  BUSINESS? 


LOOK  TO  ANSI  AND  NSF  TO  HELP  FIND  THE  ANSWERS 


The  firsi  five  in  a  series  of  ISO  14000 
Environmental  Management  Standards  are 
now  official.  ANSI,  as  the  official  U.S.  repre- 
sentative to  the  International  Organization 
for  Standardization  (ISO),  can  help  you  with 
information,  training,  and  the  purchase  of 
these  ISO  1 4000  standards. 

ISO  I -+000  Environmental  Management 
Standards  have  already  gained  global  recog- 
nition as  major  management  tools.  They  are 
being  adopted  as  American  National 
Standards  (ANS)  through  the  coordination  of 
AS  I'M.  American  Society  of  Quality  Control, 
and  NSF  International. 

®  Need  more  information?  See  ANSI  on-line 
(http:/www.ansi.org)  and  click  onto 
A.NSI/GETF  IIS  Online. 

©  Considering  training  services?  Discuss 
your  needs  with  ANSI  training  services  at 
212-642-4952. 

®  Read\  to  |»nrcliase  ISO  14000  standards? 
Contact  \NSI  al  1 -888-ANSI-STD  or 
212-642-4900. 

Eel  ANSI  assist  you  in  finding  the  right  solu- 
tion for  your  business  or  organization. 


American  National  Standards  Institute 


Official  U.S.  Representative  to  ISO 


IS( )  14000  will  impact  your  business  -  You 
need  to  understand  it  -  NSF  can  help. 

NSF  International  is  an  ANSI  accredited 
standards  development  and  certification 
organization  serving  environmental  and  pub- 
lic health  safety  protection.  We  provide  regis- 
tration services  to  ISO  14000.  ISO  9000.  and 
OS  ()()()()  standards.  NSF's  credibility  and 
reputation  spans  52  years  and  serves  cus- 
tomers in  over  70  countries.  NSf  s  interna- 
tional auditor  base  is  readv  to  serve  you. 

NSF  can  provide  you  with  the  ISO  14000 
standards  and  the  ANS  adoptions,  and  EMS 
implementation  reports  based  on  EPA  spon- 
sored projects  conducted  by  NSF.  NSF  also 
oilers  training  on  the  standards  and  EMS 
implementation.  Please  call  1-800-NSF-MARK 

®  For  standards  purchase: 
Publication  Sales  ext.  5744 


r  or  ediic; 


and  training: 


Jim  Eewis  ext.  5360 

®  For  registration  information: 
Gordon  Bellen  ext.  5173 

NSF  on-line:  http://www.nsf.org 

NSF  can  help  you  find  the  answers. 


Special  Advertising  Section 


ic  input,  due  process  and  a  cooper- 
working  relationship  with  federal, 
|  and  local  regulating  bodies." 
We're  convinced  that  there's  nothing 
>  important  for  ensuring  U.S.  com- 
iveness  and  our  quality  of  life  than 
educational  system,"  adds  Sergio 
la,  ANSI  president.  In  June,  ANSI's 
pany  member  council  formed  a  task 
;  to  study  how  its  members  — repre- 
ing  hundreds  of  American  business- 
arge  and  small  — can  help  facilitate 
national  dialog  among  all  stakehold- 


ers, with  the  idea  of  offering  to  interest- 
ed parties  an  open  process  and  level 
playing  field  for  educational  standards 
development,  conformity  assessment, 
and  coordination. 

Nearly  15  years  after  the  National 
Commission  on  Excellence  in  Education's 
seminal  report,  we  remain  a  nation  at 
risk.  Warns  U.S.  Commerce  Secretary 
Mickey  Kantor:  "It  does  us  no  good  to 
strengthen  our  economy  if  we  don't  take 
our  most  important  asset  — our  work 
force  — and  educate  and  train  them  and 


provide  them  with  the  necessary  tools 
to  compete  in  the  global  economy."  Our 
ability  to  learn  and  adapt  faster  than 
our  competition  may  be  the  only  sus- 
tainable competitive  advantage  we  really 
have.  As  we  approach  the  millennium, 
the  U.S.  voluntary  consensus  standards 
system  may  offer  all  stakeholders  in 
educational  reform  and  skills  training 
the  best  hope  to  succeed. 


=j=  W  ritten  by  Robert  L.  Howie,  Jr.,  vice  president  of  ISS  Corporation,  a  global  consulting  firm  that  helps  clients  operationali/e  strateg\  through  business,  technology,  ami 
=    change  mobilization.  Mr.  Howie  also  serves  as  a  consulting  editor  to  Business  Week  Strategic  Programs  He  can  be  reached  at  1.800. DIAL. ISS  or  rhow  ie@800.dialiss.com. 

Design  Michaf.i  \h<>\  \nd  Compani 


Partnering  With  Customers  for  Success 


Ai 


meritech  keeps  15  million  cus- 
tomers in  touch  through  tele- 
phone, cellular,  paging,  data, 
ideo,  and  information  networks.  Some 
15,000  employees  helped  generate 
113.4  billion  in  revenues  last  year.  In  a 
apidly  changing  technological  environ- 
nent  with  increased  customer  expecta- 
ions,  Ameritech  understands  the  funda- 
nental  connection  between  standards 
ind  new  product  development  and  ser- 
vice delivery.  Strategic  standardization  is 
1  key  business  policy. 

Advanced  technology  is  worthless  if  it 
snt  easy  to  use  or  doesn't  meet  real 
human  needs.  With  55%  of  Americans 
describing  themselves  as 
"technophobic,"  access  to  new  products 
and  services  must  be  so  simple  and 
painless  that  those  who  can't  program  a 


VCR  can  get  on  board.  Ameritech 
exhaustively  studies  and  tests  products 
with  real  people  in  the  community  where 
teams  of  engineers  and  cognitive  psy- 
chologists work  closely  with  customers 
to  test  and  refine  products  to  ensure 
ease  of  use.  The  results 
help  drive  the  company's 
standards  strategies. 
Determining  early  the  right 
standards  to  use  can  accelerate  the 
adoption  of  new  products  sooner.  The 
lack  until  recently  of  a  commonly  accept- 
ed signaling  standard  for  screen  phones, 
for  example,  delayed  their  successful 
introduction.  Once  a  standard  was 
agreed  upon— the  Analog  Display 
Services  Interface  (ADSI)— manufacturers 
could  be  assured  enough  market  volume 
to  produce  screen  phones  that  could 


<Affieritech 


retail  for  under  s20o.oo— the  price  point 
for  widespread  consumer  acceptance. 

Explains  Michael  G.  Gorman,  who 
oversees  standards  for  the  company, 
"We've  moved  from  viewing  standards 
as  a  technical  concern  to  seeing  them  as 
a  basic  customer  and  mar- 
keting issue.  Where  we  can 
involve  end  users  early  in 
the  process,  thereby  making 
the  standards  more  accepted  by  manu- 
facturers—we can  increase  American 
competitive  advantage."  Ameritech  — 
through  its  active  participation  in  nation- 
al and  international  standards  develop- 
ment policy— is  seeking  to  do  just  that. 
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WE  DON'T  ]UST  BUILD  CARS. 

We  build  FUTURES. 


At  FORD  MOTOR  COMPANY,  we're  building  a  BETTER  LIFE  for  everyone.  Through  our 
strong  commitment  to  education  -  -  from  scholarship  funds  to  Adopt-A-School  programs  — 
we've  helped  teens  learn  E  \  T  RE  P  R  E  \  E  U  R  S  FL I P  and  adults  learn  to  read.  Last  year  alone, 
we  purchased  nearly  S2  billion  m  GOODS  and  SERi'ICES  from  minority  and  women-owned 
companies.  And  with  347,000  DEDICATED  employees  around  the  world,  we're  continually 
creating  the  QUALITY  PRODUCTS  people  want.  And  that,  m  turn,  creates  more  jobs.  At  Ford, 
we  believe  all  of  these  efforts  will  help  pave  the  way  to  a  BRIGHTER  F  UTU  RE  Jor  everyone. 


Ford    •     Ford  Trucks 


Lincoln    •  Mercury 


Q^U  A  L  I  T  Y     IS      JOB  1 

For  more  information,  contact  us  on  the  Internet  at:  http://u  wK.jord.com 


[isiness  Week  Index 


DUCTION  INDEX 


ange  from  last  week:  -0.1% 
ange  from  last  year:  7.1% 


PRODUCTION  INDEX 

Sept.  28=133.5 
1992=100 


Oct.  Feb.  June  Sept 

1995  1996  1996  1996 

index  is  a  4-week  moving  average 

reduction  index  slipped  during  the  week  ended  Sept.  28.  Before  calcu- 
of  the  four-week  moving  average,  the  index  dropped  to  132.2,  from  133.4 
:  latest  week,  declines  in  the  seasonally  adjusted  output  of  autos,  trucks, 
oal  offset  a  rise  in  electric  power  and  crude-oil  refining  output.  For  the 
■  of  September,  the  index  also  fell,  to  133.5  from  134.2  for  August, 
jading  index  will  be  unavailable  for  an  indefinite  period  of  time, 
luction  index  copyright  1996  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

IK  PRICES  (io/4)  s&p  500 

701  46 

686.19 

20.5 

'ORATE  BOND  YIELD.  Aaa  (io/4) 

7.64% 

7.75% 

4,1 

STRIAL  MATERIALS  PRICES  (10/4) 

108.4 

1  08  8 

-2.9 

NESS  FAILURES  (9/27) 

NA 

NA 

NA 

ESTATE  LOANS  (9/25)  billions 

$523.3 

$525. 2r 

5.0 

EY  SUPPLY,  M2  (9/23)  billions 

NA 

NA 

NA 

AL  CLAIMS,  UNEMPLOYMENT  (9/28)  thous. 

340 

340 

-2.9 

;es:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
jstreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 

TEREST  RATES 

LATEST 
WEEK 

IRAL  FUNDS  (io/8)  5.11% 

WEEK 
AGO 

5  r.}:°. 

YEAR 
AGO 

5.72% 

MERCIAL  PAPER  (10/8)  3  month 

5.43 

5  48 

5.82 

TIFICATES  OF  DEPOSIT  (io/9)  3  month 

5.40 

5.50 

5.79 

D  MORTGAGE  (10/4)  30-year 

8.20 

8.32 

7.78 

ISTABLE  MORTGAGE  (10/4)  one  year 

5.94 

6.04 

5.82 

IE  (10/8) 

8.25 

8.25 

8.75 

;es:   Federal  Reserve,  HSH  Associates.  Bloomberg 

Financial 

Markets 

PRODUCTION  INDICATORS 


STEEL  (10/5)  thous.  of  net  tons 

LATEST 
WEEK 

1,985 

UfCEV 
VftCR 

AGO 

1,972# 

VEARIV 
TCAItLl 

%  CHG 

1.9 

AUTOS  (10/5)  units 

125,322 

129,922r# 

-4.1 

TRUCKS  (10/5)  units 

131,769 

128,773r# 

8.3 

ELECTRIC  POWER  (10/5)  millions  of  kilowatt-hrs.  59,531 

61,355# 

-0.2 

CRUDE-OIL  REFINING  (10/5)  thous.  of  bbl./day  14,442 

14,534# 

3.1 

COAL  (9/28)  thous.  of  net  tons 

21,663# 

22,453 

1.2 

LUMBER  (9/28)  millions  of  ft. 

486. 9# 

495.6 

1.2 

RAIL  FREIGHT  (9/28)  billions  of  ton-miles 

26. 2# 

26.5 

-3.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (10/9)  $/troy  oz. 

381.350 

380  300 

-0.7 

STEEL  SCRAP  (10/8)  #1  heavy,  $/ton 

133.50 

136.50 

-5.0 

COPPER  (io/4)  e/ib. 

93.4 

94.3 

-30.2 

ALUMINUM  (io/4)  rr/ib. 

64.5 

65.5 

9 

COTTON  (10/5)  strict  low  middling  1-1/16  in., 

e/lb  74.77 

75.07 

-15.4 

OIL  (10/8)  $/bbl. 

25.56 

24.37 

47.9 

CRB  FOODSTUFFS  INDEX  (io/8)  i967=ioo 

257.58 

259.58 

6.2 

CRB  RAW  INDUSTRIALS  INDEX  uo/8)  1967 

=  100339.73 

338.60 

2.2 

Sources:  London  Wednesday  final  setting.  Chicago 
market.  NYMEX.  Commodity  Research  Bureau 

market.  Metah 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (io/9> 

LATEST 
WEEK 

111.47 

WEEK 
AGO 

111.85 

YEAR 
AGO 

100.15 

GERMAN  MARK  (10/9) 

1.53 

1.53 

1.42 

BRITISH  POUND  (io/9) 

1.56 

1.57 

1.58 

FRENCH  FRANC  no/9) 

5.17 

5.19 

4.95 

ITALIAN  LIRA  (io/9) 

1521.6 

1522  0 

1598.8 

CANADIAN  DOLLAR  <io/9) 

1.35 

1.36 

1.38 

MEXICAN  PESO  (io/9) 

7.565 

7.511 

6.720 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
-nent.   l^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


iUMER  PRICE  INDEX 

<esday,  Oct.  16,  8:30  a.m. edt*  Con- 
r  prices  probably  increased  0.3%  in 
imber,  says  the  median  forecast  of 
imists  surveyed  by  mms  International, 
f  The  McGraw-Hill  Companies.  Food 
5,  up  0.4%  in  August,  likely  rose  again 
nonth  as  crop  shortages  work  their  way 
gh  to  retail  prices.  Excluding  food  and 
;y,  core  prices  also  are  expected  to 
risen  by  0.3%.  In  August,  both  the 
cpi  and  core  index  edged  up  0.1%. 

SING  STARTS 

iday,  Oct.  17,  8:30  a.m. edt  ►  Housing 
;  probably  fell  to  an  annual  rate  of  1.47 
>n  in  September.  Housing  remains 


strong,  despite  the  year's  rise  of  more  than 
one  percentage  point  in  fixed  mortgage 
rates.  In  August,  starts  unexpectedly 
increased  by  4.5%,  to  a  1.53  million  pace. 

INDUSTRIAL  PRODUCTION 

Thursday,  Oct.  17,  9:15  a.m. edt*-  Output 
at  the  nation's  factories,  mines,  and  utilities 
probably  increased  a  slim  0.1%  in  Septem- 
ber, after  rising  0.5%  in  August.  That  gain, 
though,  reflected  a  bounceback  in  utility  use 
after  a  cooler-than-normal  July.  Although 
manufacturing  jobs  plunged  57,000  in  Sep- 
tember, the  workweek  rose  and  overtime 
remained  high.  That  suggests  a  small  gam  in 
factory  output.  Operating  rates  likely  fell  to 
83.3%,  from  83.5%  in  August. 


BUSINESS  INVENTORIES 

Thursday,  Oct.  17,  10  a.m. edt*  Business 
inventories  likely  grew  by  0.3%  in  August, 
says  the  mms  survey.  That's  down  from  a 
0.4%  rise  in  July.  Factories  have  already 
reported  a  0.3%  gain  in  their  stock  levels. 
Business  sales  likely  increased  about  0.2% 
in  August,  after  jumping  1.2%  in  July. 

INTERNATIONAL  TRADE 

Friday,  Oct.  18,  8:30  a.m. edt*  The  trade 
deficit  for  goods  and  services  probably  nar- 
rowed to  $9.8  billion,  after  widening 
sharply  in  July  to  $11.7  billion  from  June's 
$8.2  billion.  Exports,  which  fell  3.6%  in 
July,  probably  rebounded  in  August,  and 
imports,  up  1.3%,  likely  fell. 
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BUILD  THE 
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Editorials 


THE  MISCHIEVOUS 
PROPOSITION  211 

Blame  it  on  California's  Proposition  211.  Intel  Corp.  just 
canceled  an  Oct.  31  meeting  with  analysts  because  it 
doesn't  want  to  provide  investors  with  "forward-looking  state- 
ments" that  could  be  used  in  securities  class  action  suits. 
The  worry  is  that  if  the  California  ballot  initiative  is  passed, 
investors  will  have  an  easier  time  suing  the  company  if  Intel's 
stock  drops  unexpectedly  and  its  projections  on  future  earn- 
ings are  construed  as  misleading  statements.  Worse,  under 
Prop  211,  Intel's  board  and  company  officers  could  be  per- 
sonally liable  if  the  company's  stock  plummets  because  of 
what  is  determined  to  be  misleading  statements  or  actions. 
This  is  unacceptable.  Prop  211  is  a  boon  for  class-action 
plaintiffs'  lawyers  and  a  threat  to  companies  everywhere, 
especially  those  in  high  tech.  Companies  with  shareholders  in 
California  could  face  securities  suits  in  that  state.  Both  Pres- 
ident Clinton  and  Bob  Dole  oppose  passage  of  Prop  211  on 
Nov.  5.  So  do  we. 

The  California  initiative  is  an  end-run  by  plaintiffs'  lawyers 
around  1995  federal  tort  reform  legislation  designed  to  stop 
just  what  Prop  211  is  intended  to  encourage — frivolous  class 
actions  based  on  stock  movements.  Prop  211  says  that  people 
owning  one  share  of  stock  can  claim  in  class  actions  that 
they  were  defrauded  just  on  the  basis  of  a  drop  in  price.  They 
don't  have  to  prove  in  state  courts  that  they  relied  on  de- 
ceptive statements  in  then-  investment  decisions.  It  allows  for 
punitive  damages  in  state  courts  in  securities  litigation — 
unauthorized  under  federal  law.  It  also  blocks  regulation  of 
lawyers'  fees  in  class  actions,  unless  a  court  deems  them 
"unconscionable." 

In  the  end,  individuals  need  to  take  more  personal  re- 
sponsibility when  they  invest  their  funds.  They  need  more  in- 
formation, not  less,  to  protect  themselves  from  stock  fraud.  If 
America  is  to  continue  being  an  entrepreneurial  society,  its 
businesspeople  need  protection  from  capricious  lawsuits  that 
mostly  enrich  the  lawyering  class.  California's  Prop  211  is  a 
bad  bill. 

RUDY,  RUPERT,  TED  & 
JERRY:  GROW  UP,  GUYS! 

The  New  York  City  cable  industry  imbroglio  looks  like  the 
sort-  of  crony  capitalism  that  pervades  the  developing 
world.  It  seems  to  be  dominated  by  government  regulations, 
political  connections,  ideological  differences,  and  personal  am- 
bitions. The  tragedy  is  that  consumers  and  shareholders  suf- 
fer as  Mayor  Rudolph  W.  Giuliani,  Governor  George  E.  Pata- 
ki,  and  the  ceos  of  Time  Warner  Inc.  and  News  Corp.  use 
power  and  politics  to  make  decisions  for  an  industiy  where 
market  forces  have  no  major  role. 


The  dispute  began  when  Time  Warner  promised  the  I 
eral  Trade  Commission  to  add  another  news  channel  i| 
change  for  approval  of  its  purchase  of  Turner  Broadcs 
System  Inc.,  which  owns  cnn.  It  turned  down  a  lucratrj 
fer  to  carry  a  24-hour  Fox  news  channel  started  by 
Corp.  and  went  with  MSNBC,  owned  by  NBC  and  Microso| 
the  past,  News  Corp.'s  Rupert  Murdoch  has  accusec 
Turner  and  cnn  of  being  too  "liberal."  Turner  has  comr. 
Murdoch  to  the  "late  fuhrer,"  although  he  later  apologij 

Enter  the  politicians.  Mayor  Giuliani  suggested  that 
Warner,  run  by  Gerald  Levin,  cany  the  Fox  news  char 
one  of  five  public-access  cable  channels,  a  move  that  m£ 
olate  federal  law.  Then  he  convened  a  panel  to  review 
Warner's  local  cable  franchises.  Governor  Pataki  jumpe 
with  his  attorney  general  launching  an  antitrust  investigj 
against  Time  Warner.  Hardly  subtle  threats. 

The  appearance  of  impropriety  in  this  mess  is 
whelming.  Both  the  Republican  governor  and  mayor  re<| 
significant  campaign  contributions  from  Murdoch.  The 
is  up  for  reelection  in  1997,  and  News  Corp.  owns  one  oij 
tabloids  in  New  York — which  endorses  candidates. 

We  think  the  politicians  should  back  off.  This  kind  o\ 
havior,  reeking  of  conflict  of  interest,  by  state  and  local 
holders  gives  the  whole  notion  of  devolution  of  power 
odor.  News  Corp.  should  stop  encouraging  politicians  tc 
involved  in  its  business.  And  Time  Warner  should  cond 
miming  the  Fox  24-hour  news  channel  and  letting  consiu] 
decide  what  they  want  to  watch. 

R-SCHOOLS 
ARE  FOREVER 

Is  business  school  worth  it?  The  top  schools  now  cost  a 
s;>0,(>(>(!  for  a  twn-year  degree  plus  twice  thai  in  lost  e 
ings.  On  a  cost-benefit  basis,  can  that  kind  of  invest 
possibly  be  justified.  Well . . .  yes.  The  latest  business  w 
survey  of  the  best  business  schools  shows  that  for  tl 
who  choose  wisely,  the  return  will  come,  even  though  it  i 
take  five  or  six  years  (page  110). 

The  median  pay  for  graduates  of  the  top  25  B-schools  i 
16%  since  1994,  to  $81,569.  Throw  in  signing  bonuses 
grads  from  Wharton,  Harvard,  and  Stanford  start  with  m 
an  pay  of  more  than  $100,000,  roughly  twice  what  they  ear 
pre-MBA.  Other  schools,  such  as  Dartmouth,  Carnegie  Mel 
and  mit,  have  even  quicker  paybacks  on  student  investme 
The  best  B-schools  are  not  only  providing  high-powere< 
nancial  skills  for  managing  and  fancy  credentials  to  impi 
potential  bosses  but  something  extra — lifelong  career  h 
Their  mbas  get  special  help  from  executive  search  firms, 
reer  strategists  on  staff  at  school  offer  guidance  to  alu 
Some  schools  are  even  about  to  offer  their  grads  online  ace 
to  fellow  alums  in  any  major  city  in  the  world,  broken  dc 
by  individual  company  and  industry. 

In  a  highly  competitive  global  economy,  the  right  land  of 
school  education  is  still  a  smart  investment. 
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ill  Lynch  does  more  than  just  watch  these 
other  powerful  forces  of  change  throughout 
/odd.  We  help  people  everywhere  understand 


the  impact  of  these  forces  on  their  lives.  Insights 
that  help  countries,  companies  and  individuals 
shape  better  futures  make  the  difference. 
The  difference  is  Merrill  Lynch. 


^Merrill  Lynch 

A  tradition  of  trust. 


Preventative  Medicine: 
Management  tools  help 
you  monitor,  analyze,  and 
control  your  PCs  and 
keep  them  healthy. 


The  dependability 
of  Intel 
architecture.  •- 


r 


Pentium'"'  Pro  processor- 
based  systems  and  the 

right  manageability  tools, 
like  Intel's  LANDesk® 
Management  products, 
can  save  you  money  on 

support  and  maintenance1 


©1996  Intel  Corporation  ''Indicated  name  .ire 
trademarks  of  other  eompanies.  tWhcn  compared  to 
systems  without  software  and  hardware  assisted 
manageahility  tools.  ttRefers  10  32-bil  performance 
as  compared  to  the  Pentium  processor. 


SHOPPING  LIST: 

L^T  Pentium  Pro 
LtJ  processor 


Standards-based 
management  software 

Juilt-in  hardware 
instrumentation 


I 


5.5  Million  Transistors. 
(Go  ahead,  count'em.) 


PROUD  PARTNER 


PENTIUM®  PRO 

PROCESSOR 


Smithsonian 


T 


We'd  be  happy  to  tell 

you  even  more. 
Just  visit  our  Web  site. 


The  right  choice  for 
Windows  NT* 
Windows*  95 
or  any  other 
32-bit  operat 
ing  system." 


|  South  J 


1 


www.  intel.com/pentiumpro 


Manage 


man"age    bin*  ty, 

n,  the  ability  to  simplify  and  automate  the  maintenance 
and  support  of  business  computing  with  the  right 
hardware  and  software  tools,  i.e.,  Pentium  Pro  processor- 
based  systems  with  the  right  manageability  software. 


/ 

ty  definec 

i. 

intel 

The  Computer  Inside: 
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EDITED  BY  LARRY  LIGHT 


THE  DEAL  MILL 


A  PIG-OUT  FOR  CORPORATE  PARENTS 


COME  NEXT  YEAR,  DOZENS  OF 

companies  may  start  buying 
up  shares  of  their  subsidiaries 
held  by  the  public.  Why?  A 
rule  change  the  Financial 
Accounting  Standards  Board 
is  mulling  likely  will  make 
such  deals  cheaper  for  the 
parent  corporation. 

At  issue  is  the 
bookkeeping 
treatment 
of  so-called 
goodwill,  ac- 
counting for 
the  premi- 
um that  the 
parent  must 
pay  to  buy 
the  stock  it 
doesn't  own.  Un 
der  current  fasi 
rules,  goodwill  is  written  off 
against  earnings  for  40  years. 
But  with  the  proposed  rules, 
expected  in  early  1997,  there 
would  be  no  such  charge  for 
a  parent. 

Big  money  is  involved.  To- 
day, says  Lehman  Brothers 


Managing  Director  Robert 
Willens,  if  Harcourt  General 
bought  the  49%  of  retailer 
Neiman  Marcus  it  doesn't 
have,  the  goodwill  charge 
would  knock  $25  million  off 
Harcourt's  yearly  earnings — 
15%  of  its  1995  profits. 

Here's  why  the  fasb 
change  should  goad 
parent  companies 
to  buy  all  of  a 
subsidiary.  A 
51%  owner 
can  keep  just 
51%  of  its 
subsidiary's 
earnings.  A 
100%  owner 
gets  every 
penny.  The 
fasb  plan  would 
be  good  news  for  public  share- 
holders— they  could  sell  out 
to  the  parent  for  a  premium. 
Possible  fasb  plays:  Exxon 
and  its  70%-owned  Imperial 
Oil,  and  American  Home 
Products  and  Immunex  (55%). 
Neither  will  comment.  □ 


AFTERLIVES 

THE  LAST  ANGRY 
MONEYMAN 

BUYOUT  SPECIALIST  JEROME 
Kohlberg  has  a  new  target: 
campaign  finance.  Kohlberg, 
best  known  as  a  founder  of 
Kohlberg  Kravis 
Roberts,  is  so 
upset  by  mon- 
ey's corrosive 
effect  on  politics 
that  he's  fund- 
ing a  group  to 
push  reform  in 
Congress. 

Kohlberg's 
Campaign  Re- 
form Project 
"  launched  a 
newspaper  ad  campaign  on 
Oct.  15  asking  candidates  to 
disclose  their  finances  sooner 


KOHLBERG: 

Move  over,  Ross 


and  in  more  detail,  plus  make 
the  data  more  accessible  on- 
line. Now,  a  candidate's  quar- 
terly reports  don't  give  such 
info  as  a  donor's  cumulative 
contribution  totals.  Kohlberg 
says  he's  spent  $1  million, 
and  will  fork  over  an  equal 
amount  yearly  to  his  group. 

The  financier  is  offended 
by,  among  other  things,  both 
parties'  attempts  to  shake 
down  wealthy  contributors. 
He  should  know.  For  the  past 
decade,  he's  been  an  active 
giver,  mostly  to  Democrats. 

Kohlberg,  71,  left  kkr  in 
1987  after  disagreeing  philo- 
sophically with  the  oufit's  ag- 
gressive style.  He  now  has 
his  own  investment  firm, 
Kohlberg  &  Co.,  but  two 
years  ago  turned  over  day-to- 
day operations  to  his  son, 
James.    Richard  S.  Dunham 


TALK  SHOW  ttThe  grand  jury  will  be  active  for  some  timj 
Stay  tuned;  there  will  be  more  to  come." 

— U.S.  Attorney  James  Bums  in  Chicago,  after  Archer  Daniels 
Midland  agreed  to  a  $100  million  fine for  price-fixing 


CASINO  SOCIETY 


MEXICO:  VIVA  LAS  VEGAS? 


MEXICO   MAY  BE  THE  NEXT 

tourist  spot  with  casino  gam- 
bling. Outlawed  since  1938, 
casinos  are  becoming  more  at- 
tractive as  an  economic  boost. 
President  Ernesto 
Zedillo  Ponce  de 
Leon  says  he  may 
introduce  legislation 
legalizing  casinos 
this  fall. 

Studies  estimate 
that  10  casinos  in 
prime  tourist  spots 
such  as  Cancun  and 
Acapulco  would 
bring  up  to  $1.5  bil- 
lion in  investments  " 
for  hotels  and  gaming  facili- 
ties, and  $1  billion  or  so  in 
added  yearly  tourism  rev- 
enue. Proponents  argue  the 


SLOT:  Jackpot 


casinos  would  help  attr 
tourists  from  rival  trop| 
destinations,  including 
maica  and  Aruba.  Mdb 
U.  S.  operators,  such  j 
Hairah's  Entertaining 
are  eyeing  Mexico. 

Zedillo  cautions 
it  must  first  be  ell 
that  Mexico's  regiB 
tors  can  police  the  ji- 
dustry  to  avoid  in 
tration  by  dm 
traffickers  and  mm 
ey  launderers.  Th.'s 
also  a  concern  if 
U.  S.  casino  comi- 
"  nies,  which  want* 
invest  in  Mexico  but  m$ 
pass  muster  with  U.  S.  re* 
lators,  even  in  internatioi 
operations.  Geri  Srrm 


THE  LIST  MARKET  ENGINES 


Much  credit  for  the  Dow's 
topping  6000  on  Oct.  14 
goes  to  10  of  the  average's 
30  stocks.  And  of  those  10, 
six  are  hard-core  cyclicals — 
makers  of  heavy-duty  equip- 
ment whose 
earnings  rise 
and  fall  with 
the  overall 
economy, 
biggest  impact 


on  the  Dow  has  come  from 
United  Technologies,  whose: 
Pratt  &  Whitney  engines  an 
in  great  demand.  The  right-: 
hand  column  shows  how 
many  points  of  the  Dow's 
3,735-point  ris< 
each  company 
contributed  sine 
HI  the  current  bull 
m  market  began  ir 
ate  1990. 


THE  DOW'S  LEADERS 


COMPANY 

CURRENT 
PRICE* 

BULL  MARKET 
PRICE  CHANGE** 

DOW  POINT 

RISE*** 

UNITED  TECHNOtOGIES 

122% 

188% 

283 

GENERAL  ELECTRIC 

95 

272 

234 

DUPONT 

96 

193 

222 

PROCTER  &  GAMBLE 

95'/2 

160 

213 

BOEING 

98% 

130 

209 

PHILIP  MORRIS 

93/2 

111 

192 

IBM 

130 

28 

189 

TEXACO 

101% 

73 

188 

J. P.  MORGAN 

83% 

160 

186 

CATERPILLAR 

74% 

278 

183 

*  Closing  stock  price  as  of  1044/96  **Stock  price  change  from  10/11/90  to  10/14/96 
•"Company's  share  of  Dow  Jones  industrial  average  increase  from  10/11/90  to  10/14/96,- 

in  DJIA  points        DATA:  BLOOMBERG  FINANCIAL  MARKETS,  8IRINYI  ASSOCIATES  INC 
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ASTE  THE  WARMTH 


OF  FINE  COGNAC 


BLENDED  WITH  THE 


SMOOTH  PLEA 


SURE 


OF 


A  LEGENDARY  LIQUEUR. 


vJOGNAC 
LIQUEUR 

Taste  the  best  of  both  worlds. 


Up  Front 


DRAWN  &  QUARTERED 


SILICON  SAGAS 

UNCLE  SAM  S 

PC  SHOPPING  BINGE 

THE  HIGH-TECH  INDUSTRY  IS 

busy  counting  its  dough  after 
the  latest — and  most  lucra- 
tive— yearend  government 
buying  spree.  That's  as  in 
federal  fiscal  year,  which  end- 
ed on  Sept.  30.  Savvy  tech 
types  monitor  government 
bulletins,  since  agencies  usu- 
ally spend  the  biggest  chunk 
of  their  procurement  budgets 
in  the  fourth  quarter.  Bureau- 


FEDERAL  CASE:  Nexar  gear 

crats  husband  their  dollars  all 
year  for  unexpected  needs, 
then  shove  the  cash  out  the 
door  around  Labor  Day. 

Since  federal  computer 
spending  is  especially  boom- 
ing in  PC  hardware  and  soft- 
ware (up  from  $981  million 
in  fiscal  1995  to  an  estimated 
$1.2  billion  in  fiscal  '96),  more 
outfits  are  partaking  of  the 
bonanza.  Two  of  the  biggest 
winners  on  one  of  the  feds' 
PC-buying  schedules:  Gateway 
2000  '  and  Dell.  Gateway's 
fourth-quarter  government 
sales  were  an  estimated  41% 
of  its  $155  million  yearly  total, 
says  FCW  Government  Tech- 
nology Group.  Dell's  fourth- 
quarter  take:  an  estimated 
40%  of  its  $89  million  total. 
Even  startup  Nexar  Comput- 
ers, which  began  shipping  its 
first  pcs  in  April,  got  a  crumb. 
Allied  with  reseller  Govern- 
ment Technology  Services,  it 
sold  4,000  units.  Lisa  Sanders 


FUNNY  BUSINESS 


JUST  DIAL  1  809-SUCKER 


THE  SUN-DRENCHED 
islands  are  burning 
Americans  with  a 
new  batch  of 
phone  scams.  Con 
artists  leave 
messages  on 
pagers  or  voice 
mail  to  call  an 
809  area  code 
number.  Since 
it  doesn't 
start  with  ►  - — 
011,  marks  ^ 
don't  know 
it's  an  inter- 
national call. 
The  call  is  to  the  Caribbean, 
beyond  the  Federal  Commu- 
nications Commission's 
purview.  Victims  are  zapped 
for  $25  and  up  per  call,  say 
U.  S.  long-distance  carriers. 

Recently,  several  Disney- 
land employees  got  messages 
on  their  pagers  to  call  an  809 
number.  This  turned  out  to  be 
a  "male  impotence  hotline" 


fl 


with  a  recording  that  grew 
increasingly  lurid — a 

/ploy  to  keep  listeners 
on  the  horn — as  the 
minutes  ($1.47  for  the 
first,  $1.32  for  the  next) 
wore  on.  Scamsters 
also  leave  voice-mail 
messages  promis- 
,  ing  high-paying 
jobs. 
A  The  bad 
M  guys  get 
x  J»  W  about  25%  of 
\  £yh  ■  a  telephone 
f  charge  in  the 
Caribbean, 
with  the  rest  going  to  the 
long-distance  carrier  and  the 
island  phone  operating  com- 
pany, at&t  and  other  carriers 
block  offending  809  numbers 
when  they  hear  of  them.  But 
the  peips  just  shift  to  other 
numbers.  Some  worried  em- 
ployers, such  as  Raytheon, 
have  started  blocking  outgo- 
ing calls  to  809  numbers.  □ 


IF  You  HAP 

WH&  WOLD 
fov)  -SAY 


TRENDLETS 


IS  THE  GRUMBLE  GAP  SHRINKING? 


OVER  THE  YEARS,  SURVEYS 

say,  many  people  have 
thought  of  themselves  as 
underpaid,  but  women  more 
so  than  men.  Lately,  however, 
polls  suggest  that 
women  are  not  «^ 
much  unhappier 
than  men.  And 
overall,  both 
sexes  are  less 
downbeat 
about  their 
compensation. 

A  poll  by 
International 
Survey  Research 
shows'  that  in  1991,  45%  of 
females  and  40%  of  males 
said  they  were  underpaid. 
But  in  1995,  a  recently  re- 
leased ISR  poll  of  2  million 
workers  at  400  companies 
finds,  39%  of  women  and  37% 


\ 


of  men  voiced  that  compl; 

Since  1991  was  a  reces 
year,   credit   an  impro 
economy  for  the  overall 
duction.  Why  the  shrinl 
gender  gap? 
ployers  are  n 
attuned  to  a 
mative  act 
says  isr  h 
John  Star 
and  "true  £ 
der-driven 
inequities 
increasin 
rare  in 
U.  S."  Some  r 
take  issue  with  that.  After  I 
says  the  Bureau  of  Labor  i  | 
tistics,  women  earn  75.5(2 
every  dollar  men  do.  The 
poll  doesn't  ask  how  pec 
perceive  then-  pay  vs.  the 
posite  sex's.      Tim  Belki  jyrcj 


eems  a 


THE  BIG  PICTURE 


AMERICA'S  WELL 

New  American  direct 
investment  overseas — 
building  new  plants, 
buying  companies — 
now  exceeds  foreign 
investment  in 
the  U.S.,  a  sharp 
change  from  the  late 
1980s.  One  reason: 
The  growing  U.S. 
economy  is  creat-£»— ■ 
ing  lots  of  capital. 


TRAVELED  CAPITAL 
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▲BILLIONS  OF  DOLLARS 
DATA  WEFA  GROUP  DEAN  WITTER  REYNOLDS  INC 
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FOOTNOTES  Minutes  necessary  to  write  a  245-word  document:  by  dictation,  9.3;  by  personal  computer:  1 6.5;  by  hand:  1 6.5 


IT  BEGAN 
WITH  TWO  SALESMEN 
WHO  KNEW  THEY  NEEDED 

EACH  OTHER, 

IT  ENDED  WITH  A  MERGER 

OF  GIANTS 


seems  a  sales  representative  from  MCI®  got  to  know  a  sales  representative  from  Systemhouse 
nited  (SHL)  very  well.  They  kept  running  into  each  other  while  meeting  with  the  same  customers. 

Since  MCI  offered  telecommunication  solutions  and  SHL  was  the  standard  in  information 
hnology,  an  idea  was  born.  The  salesmen  recognized  the  enormous  potential  to  their  customers 
he  two  companies  were  joined. 

Their  bold  idea  resulted  in  a  merger  and  the  creation  of  MCI  Systemhouse!" 

Every  telecommunication,  information  technology,  and  ongoing  support  service  is  now  at 
ir  fingertips.  With  a  single  phone  call  to  a  single  company.  Call  us  at  1-800-338-6815  or  log  on  to 
p://www.mcisystemhouse.com. 



MCI  Systemhouse 

Real  benefits  from  converging  technologiessu  ©  1996  mci.  ah  rights  reserved. 


SutTif  c  to  sav.  we  adults  have  moved  en 
in  mine  advanced,  forms  ot  te<  hnoloiji- 
cal  thrill-seeking.  Case  in  point,  the 
Mercedes-Benz  SL  Coupe/Roadster.  It's  the 
world's  first  convertible  equipped  with 
door-mounted  side-impact  air  bags*.  It 
has  an  advanced  5-speed  driver-adaptive 
automatic  transmission  that  will  actually 
adjust  shift  points  to  correspond  to  the 
way  you  drive.  And  its  automatic  slip  con- 
trol (ASR)  has  the  intelligence  to  modify 
brakini  and  engine  response  for  enhanced 
*  untrffljwhen  wheel  slip  is  detected.  Can 
am  vifjeo  game  even  hope  to  compete 
with  (flat?  More  importantly,  can  any  car? 
To  l.-arf  more,  call  1-800-FOR-MERCEDES. 


SL-CLASS 


es-benz.com  St.320  shown  with  optional  sport  package.  *A<r  bags  are  supplemental 
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BETTER  SERVICE  GIVES 

A  WEB  SITE  ITS  WALLOP  

"Making  money  on  the  Net"  (Cover. 
Story,  Sept.  23)  excluded  the  thing  that 
Web  sites  such  as  ours  have  been  par- 
ticularly successful  at — servicing.  The 
increased  access  our  members  have  to 
our  education,  research,  and  networking 
facilities  via  the  Web  has  improved  our 
business.  We  can  tell  our  prospects  and 
new  members  about  the  services  we 
provide,  thus  improving  utilization  of 
those  services.  And  we  are  able  to  bet- 
ter customize  our  services  through  the 
detailed  and  rapid  feedback  we  get. 

Robert  A.  Rowan 
Manager  of  Member  Services 
Institute  for  Private  Investors 
Summit,  N.J. 

KUDOS  FOR  A  STAND 

ON  GAY  RIGHTS  

Your  editorial  standing  up  for  the  civ- 
il rights  of  gay  and  lesbian  Americans 
("Gay  rights,  corporate  style,"  Oct.  7) 
shows  guts  and  respect  for  an  Ameri- 
can value  system  emphasizing  tolerance 
and  pluralism. 

The  corporate  citizens  extending  med- 
ical benefits  to  same-sex  couples  also  are 
to  be  commended.  Some  say  business 
should  mirror  society.  Winners  realize 
they  can  do  more — they  can  lead. 

In  today's  rapidly  changing  and  com- 
petitive global  economy,  successful  busi- 
nesses cannot  afford  any  strategy  that 
does  less  than  attract  the  best  new  talent 
and  encourage  all  employees  to  con- 
tribute to  the  fullest  extent  possible. 

In  championing  the  cause  of  social 
justice,  Corporate  America  never 
looked  better. 

Jim  Eskin 
San  Antonio 

CAN  WELFARE  BE 

MADE  UNNECESSARY?  

In  "What  the  poor  need:  Jobs,  jobs, 
jobs"  (Books,  Oct.  7),  Keith  H.  Ham- 
monds perceptively  highlights  William 
Julius  Wilson's  conclusion  that  we  must, 


CORRECTIONS  &  CLARIFICATIONS 

In  the  article  "Where  ibm  goes,  others  ma 
follow"  (News:  Analysis  &  Commentary,  Oc 
7),  the  date  of  ibm's  acquisition  of  Lotu 
Development  Corp.  was  incorrect.  The  de 
was  closed  in  July,  1995,  not  1994. 


in  Hammonds'  words,  "take  care  of  t| 
poor  by  taking  care  of  everyone.' 

Even  if  jobs  were  available  in  tl 
ghetto,  many  people  at  the  bottci 
couldn't  take  them  because  they  woiS 
lose  government  benefits.  Often,  th 
can't  do  better  on  an  entry-level  wa, 
than  on  government  support.  We  mi| 
restructure  government  assistance  s 
meet  the  dual  objectives  of  getting  t  j 
poor  into  jobs — any  jobs — and  alio- 
ing  them  to  live  decently  on  even  e 
try-level  pay.  Workfare  and  the  nej 
welfare-reform  law  have  accepted  tj| 
former  objective  while  forgetting  ti 
latter,  which  is  critical  to  long-ter 
success. 

The  Institute  for  Socioeconomic  Stu 
ies  is  currently  researching  a  univers 
plan  that  would  do  this — a  plan  not 
reform  welfare  but  to  make  it  unnece 
sary.  Hammonds'  insights  and  Wilsoi 
perspectives  give  us  encouragement  th 
we  are  on  the  right  track. 

Leonard  M.  Greer 
Preside: 

Institute  for  Socioeconomic  Studii 
White  Plains,  N. 

VEGGIES  AND  VITAMINS 

VS.  GENE  THERAPY  

It  might  be  profitable  to  search  f< 
and  eventually  market  longevit 
genes — and  then  again  it  might  n< 
("Die  young  at  an  old  age,"  Science 
Technology,  Oct.  7).  The  medical  ev 
dence  is  now  overwhelming  that  die 
high  in  fruits  and  vegetables — alon 
with  relatively  inexpensive  nutrition; 
supplements  such  as  vitamins  C  and  I 
carotenoids,  and  others — help  prevei 
disease  and  likely  extend  life  expectai 
cy.  These  vitamins  and  vitamin-like  sul 
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:  seems  like  more  information  than  you've  ever  asked  from 
ir  shipping  department,  well  that's  exactly  the  point.  Intro- 
ing  UPS  OnLine."  Powerful  software  to  help  you  manage 
only  your  shipments,  but  your  business  as  well.  From  track- 
:j  shipping  activity  by  department  to  tracking  product  sales 
li  narket.  From  monitoring  inventory  to  managing  costs  and 
i1  h  flow.  The  truth  is,  to  keep  pace  in  business  you're  going 
ti  ieed  more  and  better  information  instantly  at  your  fingertips. 
1|  ause  these  days,  if  you  have  to  take  the  time  099 
tj  3ok  for  it  anywhere  else,  it's  probably  too  late 
1;  more  information  call  1-800-PICK-UPS,  or 
1| :  for  us  on  the  Internet  at  http://www.ups.com 


— £S 


ups 


3VING  at  the  SPEED  of  BUSINESS. 


Karen  Less, 
Hyatt  Meeting  Connection™  Manager. 
From  coffee  service  to  meeting  set-ups, 
she  knows  what  it  takes  to  make 
people  prod  active. 


If  planning  small  meetings  isn't  your  cup  of  tea,  call  Hyatt  and  relax.  Ou 
Meeting  Connection  team  is  trained  to  handle  each  and  every  detail  for  you.  In  fact,  your  small  meeting  , 
"their  big£  i  st  priority"  even  at  Hyatt's  largest  hotels.  Our  people  are  experts  at  every  aspect  of  planning... frot 
arranging  hoi  7  transportation,  receptions  and  special  menus  to  determining  the  right  meeting  room  set-up 
audio  and  visu  il  equipment  needs  and  more.  Plus,  within  48  hours  of  contacting  us,  you'll  receive  a  writte, 
proposal  confirming  all  the  details,  so  you  can  rest  easy  knowing  all  your  needs  have  been  met. 


H  YATTMEETING  CONNECTION 

Making  Small  Meetings  A  Big  Success'" 


Discover 


the 


p  e  o  p  l 


Hyatt  Hotels  and  Resorts®  encompasses  hotels  and  resorts  managed,  franchised,  or  operated  by  two  separatl 
Hyatt  Mcctnw  (  onmxtum"  and  Hvatt  Meet  in"  n,„„t,.n,K"  ar- availah.L 


Last  minute  changes?  We're  always  ready  to  respond.  If  any  unexpected  needs  arise  during  your  meeting, 
call  our  on-site  Meeting  Services  Request  Line  for  immediate  attention.  So  whether  you  need  10  guest 

ms  or  100,  talk  to  a  Hyatt  Meeting  Connection  Manager.  No  matter  which  Hyatt  Hotel  you  choose,  you'll 

iy  our  unparalleled  service  and  an  exceptionally  productive  meeting. 
To  book  your  next  meeting,  or  for  more  information  on  Hyatt  Meeting  Dividends,™  our  generous  meeting 
catering  awards  program  that  lets  you  earn  free  travel,  see  the  attached  reply  card  or  call  1-800-543-1818. 


ITH         THE         HYATT  TOUCH® 

s  of  companies — Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corp.  ©1996  Hyatt  Corp. 


Readers  Report 


U.S.  Savings 

Bonds 
Are  Now  Tax 
Free  For 

College. 
Good  News 

Today. 
Better  News 
In  18  Years. 


If  the  cost  of  a  college  educa- 
tion seems  expensive  now,  imagine 
what  it  will  be  in  18  years.  That's 
why  Bonds  bought  for  your  child's 
education  can  be  completely  tax 
free.  Start  buying  Bonds  today  at 
your  local  bank,  or  ask  about  the 
Payroll  Savings  Plan  at  work. 


I  S.  Sav  ings  Bonds 


l  lii-  ( .n-iil  ViiK'ricaii  Imouiiciu 

A  public  service  of  this  publication 


stances  are  a  lot  less  expensive  than 
gene  therapy  will  ever  be,  and  they  can 
help  preserve  the  genes  you've  already 
got.  Who  is  going  to  pay  for  longevity- 
gene  therapy?  Your  insurer?  A  stingy 
government  that  wants  people  to  fend 
for  themselves?  Get  real. 

Jack  Challem 
Editor  &  Publisher 

The  Nutrition  Reporter 
Aloha,  Ore. 

THERE'S  NO  'THE' 

IN  UKRAINE  

The  use  of  "the"  in  front  of  the  name 
of  Ukraine  is  offensive  ("Playing  top  gun 
in  the  Ukraine,"  Up  Front,  Oct.  7).  By 
placing  "the"  in  front  of  Ukraine,  you 
assert  that  Ukraine  is  just  a  region  of 
the  former  Soviet  empire.  Ukraine  has 
existed  for  more  than  a  thousand  years. 
Despite  fierce  and  bloody  struggles 
against  all  the  imperialist  forces  that 
have  occupied  the  breadbasket  of  Eu- 
rope, Ukraine  failed  to  obtain  its  long- 
awaited  status  as  a  democratic  and  in- 
dependent nation  until  Aug.  24,  1991. 

Mykhaylo  F.  Gotsaliouk 
Edmonton,  Ont. 

WHO  DEVELOPS 

THE  ISO  STANDARDS?  

In  the  article  "Going  green  with  less 
red  tape"  (Environment,  Sept.  23),  you 
mention  that  the  iso  14000  standards 
"were  devised  by  the  Geneva-based  In- 
ternational Organization  for  Standard- 
ization (iso)."  I  would  like  to  clarify  that 
iso  standards  were  actually  developed 
by  business  and  government  represen- 
tatives from  118  countries  around  the 
world,  iso  acted  as  the  facilitator. 

The  American  National  Standards  In- 
stitute (ansi)  is  the  sole  U.S.  member 
organization  of  iso.  Policy  decisions  of 
the  iso  are  made  by  a  council  of  18  na- 
tional bodies,  on  which  ansi  has  a  per- 
manent seat.  During  the  development  of 
the  iso  14000  standards,  all  interested 
parties  in  the  U.  S. — business  and  indus- 
try, government,  and  environmental 
groups — coordinated  their  participation 
through  ansi  to  ensure  that  the  stan- 
dards would  meet  the  needs  of  the  U.  S. 

The  ansi  Technical  Advisory  Group 
for  iso  14000  continues  to  work  with 
its  global  counterparts  in  the  ongoing 
development  of  this  series  of  consen- 
sus management  standards. 

Sergio  Mazza 
President 
American  National 
Standards  Institute 
New  York 


REDISCOVERING  INDIA'S  METHOt 
FOR  KILLING  MOLD 


0 


It  appears  that  scientists  have  rei 
covered  the  merits  of  an  age-old  pr| 
tice — killing  molds  with  strong  \\{k 
("Clean  food  zapped  with  gas  and  kgrft 
Developments  to  Watch,  Oct.  7). 

In  my  native  India,  my  mother,  li 
hundreds  of  other  housewives,  still  pj 
her  homemade  pickles  out  on  the 
cony,  with  the  jars  open  and  propped  \ 
their  lids,  so  that  the  tropical  sun 
shine  straight  into  them.  She  does  t| 
about  once  a  month,  mixing  the  c<jj 
tents  of  each  jar  at  the  same  time,  tl 
pickles  last  at  least  a  couple  of  seas(| 
with  no  refrigeration.  If  she  misses) 
jar,  it  will  not  last  a  single  season! 
the  tropical  heat  and  humidity — perf  J 
growing  conditions  for  molds. 

Rajasekar  Vaidyanathn 
New  Bedford,  Mai 

ARE  UNIONS  USELESS 
AND  SWEATSHOPS  UNHEARD  OF? 

Those  who  support  the  labor  mov 
ment  will  never  be  able  to  justify  tjj 
counter-productivity  that  unions  pw 
mote  ("Unions  are  good  for  the  U.  Sf 
and  Clinton  should  say  so,"  Econon; 
Viewpoint,  Oct.  7).  Unions  are 
nosaurs.  and  the  old  days  of  swej 
shops,  company  stores,  and  unst 
working  conditions  are  over. 

President  Clinton  should  be  remind! 
that  working  people  are  his  party's  le- 
al base  only  if  they  are  given  securi|/ 
and  freedom  from  union  interference)  | 
James  R.  Reynolffl 
Presidej; 

Wisconsin  Cast  Metals  AsaJ 
Racine,  Wp 

I  had  hoped  that  Robert  Kuttnei 
article  on  unions  was  tongue-in-cheek,  fc 
appears,  however,  that  he  is  serious.  I 

Unions  were  necessary  at  one  time,  i 
there  were  very  limited  laws  to  protf 
workers  from  unscrupulous  employe]. 
However,  in  today's  world,  unions  a: 
just  a  carryover  for  the  big  labor  bossf 
who  don't  want  to  lose  power  and  tj 
big  salaries  that  are  taken  from  the  pa 
checks  of  union  members. 

With  current  laws  and  agencies  suj 
as  the  Occupational  Safety  &  Healt 
Administration,  the  Environmental  Pr(- 
tection  Agency,  and  state  and  fedei 
labor  departments,  employees  have  r 
course  against  unscrupulous  employei  | 

Where  unions  represent  employe1  j 
today,  companies'  costs  skyrocket.  Tl  j 
is  not  because  employees  are  paid  hig  j 
er  wages  in  unionized  facilities  but  b|  | 


,PX. 

THE  BUSINESS  JET  THAT  LEAVES 
HE  OTHERS  UP  IN  THE  AIR. 


NEW  YORKfTEB)  to  LOS  ANGELES(LAX) 


hen  the  SPX  touches  down  at  LAX 
on  a  non-stop  flight  from  New  York, 
i  ;  nearest  competitor  is  just  entering 
rizona  airspace.  That's  one  hour  faster 
an  any  other  manufacturer's  mid-size 
isiness  jet.  The  Lear  60  and  Citation  VII 
I  quire  a  stop* 
I  complete  the 
I  ission. 

The  SPX 
(  ings  a  whole 
\  w  dimension  to 
I  e  world  of  busi- 
I  ss  aviation. 

>rn  of  advanced 
$  :hnology,  the 

ij  selage  fits  the         HRS         MRS  H"! 
i  man  form  and  achieves  the  highest 

gree  of  aerodynamics.  Interior  space  is 
I  iximized  while  minimizing  the  external 
I  mtal  drag.  As  a  result,  the  SPX  can  fly 

I  n-stop*  from  New  York  City  to 

II  >s  Angeles  at  a  speed  of  .82  mach. 

imb  to  the  top 

Thanks  to  the  new 
J  >re  powerful,  highly 
I  icient  AlliedSignal 

I  1-40  engines,  the  SPX  offers     TFE  731 '40 
ange  of  3,690  miles,  600  miles  greater 

[  ]  ng  85%  probability  wind  4  Pax  ISA  conditions  NBAA  IFR  reserves 


than  the  Hawker  800.  The  digitally 
controlled  engines  were  derived  from 
AlliedSignal's  highly  success- 
ful turbo  fan  engines  with  a 
history  of  more  than  28  mil- 
lion flight  hours.  Truly  a  global 
performer, 
the  SPX  will 
fly  you  to 

London  from  New  York, 
non-stop.  Combining  the 
731-40  engines  with  the 
new  wing  design,  the  SPX 
achieves  extraordinary 
short  field  performance. 
On  a  1,000  mile  mission, 
it  can  take  off  from 
runways  500  feet  shorter  than  any  of  its 
mid-size  competitors.  In  fact,  the  SPX 
can  take  off  from  shorter  fields  than  the 
Beechjet  400A  and  has  a  lower  operating 
cost  per  mile  than  the  Citation  V  Ultra. 
The  SPX  offers  the  most  advanced 

digital  avionics  that  will  be  available 
on  future  larger  business  jets  like 
the  Challenger  604,  Falcon  2000 
and  the  Galaxy.  This  advanced  Collins 
avionics  package  provides  your  pilots 
with  greater  information  and  reliability. 


w 


SPX 


Lear  60 


More  comfort  on  the  inside 

The  SPX  can  cruise  above  the  weath- 
er at  41,000  feet  for 
longer  periods  of 
time  than  any 
mid-size  business 
aircraft,  adding  to 
the  comfort  and 
quietness  of  the 
cabin  environment.  Henry  Dreyfuss 
Associates  designed  the  cabin  interior 
around  their  human  engineering  philoso- 
phy. The  SPX  offers  greater  leg  room 
than  a  Lear  60  and  has  a  longer  cabin. 

Your  stockholders  will  applaud 

The  SPX  is  part  of  a  new  generation 
of  business  aircraft.  This  comes  at  a  time 
when  large  and  small  corporations  are 
looking  at  new  ways  to  reduce  their 
overhead  and  improve  their  profits. 
It's  the  new  reality  in  business  aviation. 
It's  something  your  stockholders 
will  applaud. 

For  more  information,  please  call 
1609  987-1125  or  fax  us  at  1 609  987-8118 
and  learn  more  about  the  business  jet 
that  leaves  the  others  up  in  the  air. 


Leadership... by  design 
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IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income  Fund, 

one  of  our  most  conservative  stock 
funds,  has  consistently  outperformed 
its  Lipper  Category  Average.  To  seek 
substantial  income  and  long-term 
capital  growth  with  less  risk,  the  fund 
invests  in  dividend- paying  stocks  of 
established  companies. 

As  with  any  stock  fund,  there 
will  be  price  fluctuation.  Minimum 
investment  is  $2,500  ($1,000  for  IRAs). 
No  sales  charges. 


Average  Annual  Total  Returns 

as  of  6/30/96* 
B  Equity  Income  Fund 
I  Lippei  Equity  Income  Funds  Average 

24.91% 


I    ^,4.00%  13.81% 


10.83% 


year 


5  years  10  years 


Call  24  hours  for  a  free  report  and  prospectus 

1-800-541-8457 


Invest  With  Confident 

T.RoweRice 


'Source:  tipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption 
than  at  original  purchase  Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before 
investing  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  EIF032690 


Value  M  I G RATION  IS  A  REFRESHING  CHANGE 
FROM  THE  LITERATURE  ON  RESTRUCTURING. 

Slywotzky  GETS  AT  THE  MUCH  MORE  IMPORTANT 
AND  DIFFICULT  TASK  OF  building  Ufld 

sustaining  future  value. " 

-  Reto  Braun,  Chairman  &  CEO 
Moore  Business  Forms 


At  your  local  bookstore  or  call 
1-800-CEO-READ 


Novembrr  14,  1996 

The  Drake  Hotel  •  Chicago 

For  more  information 
phone:  617-330-6890 
email:  semlnar@cdiboston.com 
www.corporate-decisions.com 


Corporate  Decisions,  Inc. 

Strategies  for  Growth  in  Changing  Markets 


Readers  Report 


cause  unions  create  inefficiencies.  E! 
ployees  work  at  a  minimal  level.  Unjj 
officials  resist  management  changes  14 
der  the  guise  of  protecting  employees 

Managers  often  give  up  trying  to  of 
cipline  errant  workers  because  tji 
amount  of  evidence  required  to  suppl 
disciplinary  action  is  often  so  diffic| 
to  collect  that  it  becomes  easier  to  j 
let  matters  slip. 

These  are  just  a  few  reasons  w 
unions  are  no  longer  good  for  the  U 
business  week's  article  would  be  funir 
if  the  matter  weren't  so  serious. 

Charles  R.  Beitrj 
Asheville,  N.| 

MELDING  THE  STYLES  OF 
U.S.  AND  EURO  BUSINESS 


Europeans  hope  tilings  are  not  as  b| 
as  they  are  made  out  to  be  ("Believing 
Europe,"  Cover  Story,  Oct.  7).  The  nig 
of  capital,  especially  from  Germany,  ofti 
gives  rise  to  a  feeling  of  gloom.  We  li 
to  point  out  that  the  new  wave  of  Am< 
ican  investment  here  is  bringing  with 
an  American  style  of  management  a 
service.  That  may  be  refreshing  in  t 
beginning,  but  it  can  clash  with  the  w 
things  have  been  done  here. 

However,  this  should  not  be  viewed 
a  disadvantage.  Rather,  it  is  the  best  c 
portunity  for  each  to  learn  from  the  ot 
er  and  so  become  even  better  position 
for  global  competition.  Both  manageme 
cultures  can  and  should  be  combined 
create  a  new  way  of  doing  things. 

Gero  F.  Web 
Managing  Direct 
U.  S./German  Management  C 
Nussloch,  Germai 
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Why  not  get 

a  head  start 
on  them? 


The  next  generation 

of  executives 
will  use  GEO 

to  manage  their 
MRO  materials. 


Today's  methods  of  managing  MRO  (maintenance,  repair  and  operating)  inventory  usually  result 
in  heavy  costs.  Costs  that  eat  into  your  bottom  line.  The  way  of  the  future  is  the  GISO  way. 

GISO  (Grainger  Integrated  Supply  Operations)  can  drive  down  your  MRO  costs  with  an  unbeat- 
able array  of  vendor-managed  services. 

At  GISO,  we  work  with  you  to  completely  re-think  your  MRO  system.  Streamline  your  acquisition 
processes,  simplify  complex  purchasing  and  billing  methods,  and  manage  your  MRO  inventory  on-site 
while  reducing  it  by  as  much  as  60%. 

With  GISO's  help,  you  can  boost  productivity,  lower  your  total  costs  and  significantly  improve  your 
profitability.  ^^^^^^^^^^^ 

For  tomorrow's  business  executives,  GISO  will  be  simply  standard  fnn  fMpFD 
operating  procedure.  Why  not  make  ii  yours  now?  Call  1-800-695  8588  ^KitiPtlaLiK 
ext.  1659  and  we'll  show  you  how.  Integrated  Supply  Operations 


ur 

#41: 
_  choose 

the  hardware 
when  you've 
already 
chosen 
Windows  NT. 


PENTIUM  PRO 

PROCESSOR 


If  you're  compiling  a  short  list  of 
Windows  NT"  hardware,  based 
on  the  Intel"  Pentium""  or 
Pentium  Pro  Processor, 
take  note:  Only  one  -  Digital  - 
has  developed  a  line  of  a 
servers,  workstations,  desk- 
tops, and  notebooks  that  was  HiNote-  ultra  n 
literally  born  to  run  Windows  NT. 
One  more  point  to  jot  down:  Our 
heritage  in  multi- 
vendor  integration 
and  enterprise  level 
computing  makes 
us  uniquely  qualified  to  help 
you  migrate  smoothly  to  this  robust 
operating  system. 
Add  the  fact  that 
we  have  utilized 
our  alliance  with 

Microsoft®  to  offer  Celebris'"  GL 

you  unparalleled  service  and  support, 
and  your  choice  becomes 
even  easier.  Remember, 
you  chose  Windows  NT 
to  let  your  users  access 
mission-critical  data 
from  their  desktops  and  notebooks. 
Make  sure  your  new  hardware  is  up 
to  the  task.  For  more 
information,  call 
WHATEVER^ IT  TAKES  1-800-DIGITAL 


^im- 


personal Morkstatiotis 
180i/200i/200f 


SflSBGBD 


and  press  3  for  your  nearest  reseller, 
orv is i t  w w w .windows. digital. c o m . 


®  Digital  Equipment  Corporation,  1996  Digital,  the  Digital  logo 
Celebris.  Prions,  and  HiNote  are  trademarks  and  Whatever  It  Takes  is  a 
service  mark  ol  Digital  Equipment  Corporation  Intel.  Pentium  and  the 
me  inside  Pentium  Pro  Processor  logo  are  registered  trademarks  ot 
the  Intel  Corporation  Microsoft  and  Windows  NT  are  registered  trade- 
marks ol  Microsoft  in  the  U  S  and  other  countries 
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THE  INDEBTED  SOCIETY 
Anatomy  of  an  Ongoing  Disaster 

By  James  Medoff  and  Andrew  Harless 
Little,  Brown  •  241  pp  •  $24.95 


THE  TRUTH  ABOUT  THE  NATIONAL  DEBT 

Five  Myths  and  One  Reality 

By  Francis  X.  Cavanaugh 

Harvard  Business  School  •  172pp  •  $22.95 


DEBATING  DEBT- 

AND  MISSING  THE  POINT 


Debt  is  an  ever-present  force  in 
the  American  economy.  With 
household  indebtedness  hitting 
new  peaks,  some  forecasters  fear  a  con- 
sumer belt-tightening  that  could  bring  on 
recession.  And  in  the  Presidential  cam- 
paign, federal  debt  is  the  ghost  at  the 
banquet,  as  every  economic  debate — 
whether  over  tax  cuts  or  aid 
to  education — turns  into  a 
fight  over  who  will  excel  at 
reducing  the  government's 
$100  billion-a-year  deficits. 
Since  the  candidates'  state- 
ments aren't  always  credible, 
this  would  seem  the  perfect 
time  for  economists  to  pro- 
vide a  clear  understanding  of 
the  role  debt  plays  in  shaping 
the  economy. 

Two  new  books  promise  to 
serve  as  that  guide,  but  they 
take  the  reader  to  almost  exactly  oppo- 
site conclusions.  In  The  Indebted  Society, 
Harvard  University  labor  economist 
James  Medoff  and  consultant  Andrew 
Harless  blame  rising  levels  of  consumer, 
corporate,  and  government  debt  for 
every  problem  besetting  America,  from 
family  breakup  to  downsizing  to  wel- 
fare reform,  which  they  portray  as  a 
deficit-driven  war  against  the  poor.  By 
contrast,  The  Truth  about  the  National 
Debt  attempts  to  explain  away  the  ef- 
fects of  government  borrowing.  Author 
Francis  X.  Cavanaugh,  a  career  Trea- 
sury Dept.  economist  intimately  involved 
in  the  sale  of  trillions  of  dollars  of  Uncle 
Sam's  paper,  says  federal  debt  has  little 
net  impact  on  America's  economy. 

Well,  which  argument  is  right?  Un- 
fortunately, neither.  M  doffs  and  Har- 
less' thinly  documented  case  depends 
on  their  efforts  to  demon':'  creditors, 
such  as  bankers  who  lead  >nsumers 
into  debt  by  making  credit  cai  ?  readi- 
ly a  ilable  and  bondholders  wl.  drive 
corpoi  ite  managers  to  make  cutl  ks. 


James  Medoff  and 
Andrew  Harless 

Society 

JOHN  KENNETH  GALBRAITH 


At  the  center  of  all  this  evil  is  the  Fed- 
eral Reserve  Board,  which  looks  out  for 
creditor  interests  by  pursuing  low  infla- 
tion through  the  twin  tools  of  high  in- 
terest rates  and  high  unemployment. 

This  line  of  attack  should  be  familiar 
to  anyone  who  followed  the  campaign  of 
'96 — 1896,  that  is.  That's  when  populist 
Democrat  William  Jennings 
Bryan  lambasted  sound-mon- 
ey bankers  for  crucifying 
farmers  and  tradesmen  on  "a 
cross  of  gold."  Bryan 
stumped  for  easy  money  to 
stimulate  the  economy — and, 
not  coincidentally,  to  reduce 
his  supporters'  debts.  In  his 
day,  that  argument  could  be 
made  with  a  straight  face. 

But  not  today.  Bryan's  par- 
tisan descendant,  President 
Clinton,  treats  the  Fed  with 
respect  because  the  experience  of  the 
1970s  taught  Americans  that  everybody 
loses  when  prices  spiral  out  of  control. 
Indeed,  if  recent  events  are  any  guide, 
the  Fed's  inflation-fighting  credibility 
has  kept  creditors  from  panicking — and 
punishing  borrowers  with  higher  rates — 
as  employment  rose  to  lev- 
els that  had  been  expected 
to  set  off  a  wage-price  spi- 
ral. Oddly  enough,  Medoff 
and  Harless  recognize  the 
importance  of  tins  credibili- 
ty in  overseas  currency  ex- 
changes but  can't  see  that  it 
matters  at  home,  too. 

Compared  with  The  In- 
debted Society,  Cavanaugh's 
hook  at  least  enjoys  the 
virtue  of  being  technically 
correct.  Yes,  an  accountant  could  argue 
that  federal  deficits  don't  burden  future 
generations  because  they'll  inherit  as- 
sets— Treasury  bonds — to  offset  the 
added  debt.  And  clearly,  as  Cavanaugh 
maintains,  deficits  and  debt  are  only  a 


symptom  of  Washington's  real  pnl 
lem — an  inability  to  match  spending  *M 
tax  income. 

But  this  view  through  a  green  em 
shade  obscures  the  basic  problem.  1m 
purpose  of  Treasury  borrowing — hi 
the  money  is  spent — matters  more  tl§ 
the  amount.  And  more  and  more,  w 


money  is  spent  to  subsidize  consu™ 
tion.  Social  Security  and  Medicare  nl 
consume  33%  of  federal  spending,  r 
from  25%  in  1980.  Thanks  to  those  p 
grams,  the  average  70-year-old  man  nl 
enjoys  a  level  of  total  consumption  2! 
higher  than  that  of  his  30-year-< 
grandson. 

No  one  begrudges  Grandpa  his  m 
titanium  hip.  But  no  one  should  pi 
tend,  as  Cavanaugh  does,  that  t 
Treasury  bond  that  financed  t 
surgery  is  an  investment  in  a  mc 
productive  future.  The  holder  of  tl 
bond  does  indeed  own  an  asset — b 
it's  backed  by  nothing  more  than 
claim  on  the  taxpaying  capabilities 
future  earners. 

How  good  is  that  claim?  That  qui 
tion  is  vitally  important  to  ba 
boomers,  who  expect  to  fund  their 
tirement  with  the  billions  in  gove 
ment  ious  piling  up  in  the  Social  Se 
rity  trust  funds.  Trouble  is,  toda 
government  borrowing  absorbs  nea 
half  of  all  private  savings  in  the  count 
That  takes  away  funds  needed  for  p 
vate  investment — thus  slowing  ove 
growth.  The  result:  Tomorrow's  work 
aren't  likely  to  see  their  incomes  risi 
as  fast  as  their  tax  obligations. 

Cavanaugh  recognizes,  as  do  Med 
and  Harless,  that  America  needs  to  i 
vest  more  public  resourcli 


that  bleak  prospect.  Y 
both  books  ignore  this  cr 
ciai  link  between  the  spen 
ing  on  today's  elderly  ai 
the  debt  burden  that  bloc 
the  investments  they  adv 
cate.  That's  not  unusual- 
Clinton  and  gop  challeng 
Bob  Dole  are  studiously  qi 
et  on  the  subject,  too.  B 
they've  got  an  excus 
running  for  office.  Authors  wl 
promise  to  lay  out  the  truth  aboi 
America's  debt  should  do  better. 

BY  MIKE  MCNAMEj» 
McNam.ee  covers  economic  issu 
from  Wash  ington. 
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MEDOFF  AND  HARLESS  DEMONIZE  CREDITORS, 
WHILE  CAVANAUGH  DISMISSES  THE  PROBLEM 


i  a  thousand  copies, 
ms? 


you  to  a  better 
way  to  meet  the 
business  challenges  you  face,  everyday 
Company-wide  meetings.  Last  minute 
changes.  Fast  turnarounds.  So  what's 
the  solution?  The  Corporate  Line  of 
high-volume  copiers  from  Canon. 

In  today's  fast-paced  business 
environment,  you  need  the  most 
advanced  systems  to  simplify  your 
operation.  That's  where  The  Corporate 
Line  comes  in.  Our  high  performance 
copiers  and  copier/duplicators  give  you 
the  power  and  speed  you  need  in  a 
central  reproduction  environment.  And 
yet  they're  so  user-friendly,  they  can 
be  utilized  as  walk-up  copiers.  Plus, 
with  superior  image  quality  and  finish- 
ing capabilities,  you'll  see  the  impact 
our  Corporate  Line  copiers  can  make 
on  your  productivity-  immediately. 

And  no  matter  which  Corporate 
Line  copier  you  choose,  you  can 
expect  the  reliability  and  durability 
that  has  made  Canon  the  industry 
leader  for  the  last  14  years.  Each 
machine  is  specifically  designed  to 
maximize  your  company's  produc- 
tivity and  efficiency. 

So  for  high-volume  document 
processing,  there's  no  debate  -  we 
have  the  systems  that  are  the 
solution.  The  Corporate  Line  of  high- 
volume  copiers.  For  more  information, 
call  1-800-OK-CANON  anytime,  or 
visit  us  at  http://www.usa.canon.com 
on  the  Web. 


Canon 


We  can  safely  sajt 
all  the  way.  Hoeist 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  cheno 


are  with  you 


Our  fibers,  chemi- 
cals and  technical 
polymers  help  pro- 
tect you  and  your 
family. 


Every  time  you  and  your 
family  go  for  a  drive,  Hoechst 
(pronounced  Herkst)  helps  get 
you  there  safely. 

Our  Trevira  tire  yarn  found 
in  every  other  car  in  America 
makes  the  tires  more  durable, 
helping  your  car  run  smoothly. 

Trevira  polyester  yarn  also 
adds  strength  to  your  seat  belt. 

In  the  same  way,  many  other 
of  our  synthetic  materials 
contribute  to  the  efficiency  and 
safety  of  the  modern  car. 

You'll  even  find  us  in  the  fuel 
tank  where  methanol,  the 
chief  ingredient  in  MTBE,  helps 
make  gasoline  environmentally 
friendly. 

So  wherever  you're  headed, 
we  are  with  you  all  the  way. 

Hoechst  Celanese  Corp. 
Somerville,  NJ  08876-1258 
Internee  http://www.hoechst.com/ 


ff  of  145,000  people  worldwide,  annual  sales  total  $36  billion. 


Hoechst 
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HARDCOVER  BUSINESS  BOOKS 


THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness  • 
$20)  The  revenge  of  the  cubicle  dwellers. 
ONLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove 
(Currency  •  $27.50)  Intel's  CEO  describes  how  to  turn  crises 
into  moments  of  opportunity. 

WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  Formulas  to  help  you 
strike  it  rich. 

MEAN  BUSINESS  by  Albert  J.  Dunlap  (Times  Business  • 
$25)  A  chest-thumping  tale  from  the  man  they  call 
"Chainsaw. " 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $25)  How  3M.  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 
BEYOND  REENGINEERING  by  Michael  Hammer  (Harper- 
Business •  $25)  In  the  "process-centered"  workplace,  every- 
one is  a  professional. 

LEADING  CHANGE  by  John  P.  Kotter  (Harvard  Business 
School  •  $24.95)  Shaking  up  the  organization,  by  a  Harvard 
B-school  prof. 

INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore  (Harper- 
Business •  $25)  Lore  on  marketing  mined  from  Silicon 
Valley. 

9  A  SIMPLER  WAY  by  Margaret  J.  Wheatley  and  Myron  Kellner- 
Rogers  (Berrett-Koehler  •  $27.95)  Lessons  from  nature  about 
structuring  complex  organizations. 

10  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $24)  An  online  investment  duo 
puts  it  on  paper. 

11  WHAT  WORKS  ON  WALL  STREET  by  James  P.  O'Shaugh- 
nessy  (McGraw-Hill  •  $29.95)  A  statistical  look  at  how 
investment  strategies  stack  up. 

12  CLICKING  by  Faith  Popcorn  and  Lys  Marigold  (HarperCollins  • 
$26)  Spotting  trends  in  order  to  achieve  success  and  person- 
al fulfillment. 

13  CO-OPETITION  by  Adam  M.  Brandenburger  and  Barry  J. 
Nalebuff  (Currency  •  $24.95)  Game  theory  and  strategy  for  a 
world  of  changing  business  rules. 

14  JAMMING  by  John  Kao  (HarperBusiness  •  $23)  A  guide  for 
prompting  jam  sessions  of  creativity  and  improvisation. 

15  HOW  TO  THINK  LIKE  A  CEO  by  D  A.  Benton  (Warner  • 
$23.95)  What  it  takes  to  land  a  corner  office,  according  to  a 
career  counselor. 


10 

11 
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14 
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PAPERBACK  BUSINESS  BOOKS 


It 


THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

GET  A  FINANCIAL  LIFE  by  Beth  Kobliner  (Fireside  »  $11) 
Hey,  Gen  X'ers — mutual  funds  and  mortgages  can  be  fun!  '■ 
FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Fireside  •  $14)  Managing' 
your  time  by  balancing  your  life. 

BUFFETT  by  Roger  Lowenstein  (Mam  Street  •  $14.95)  Tht 
life  and  wisdom  of  the  Oracle  from  Omaha. 

THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $9.95)  Three  manag 
ment  techniques,  conveyed  in  brief  story  form. 

GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $8.95)  Give  them  a  champagne  brunch,  a  casi 
al-dress  day — or  plain  old  cash. 
THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
Four-Bean  Salad,  Five-Hour  Stew — and  23%  returns. 

THE  1996  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $14.95)  The 
enduring  job-search  bible. 
THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDS 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  Mi 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

THE  FIFTH  DISCIPLINE  by  Peter  M.  Senge  (Currency  • 
$18.50)  Creating  the  "learning  organization." 

WAVE  3  by  Richard  Poe  (Prima  •  $14.95)  Quit  your  job  anc 
become  a  sales  entrepreneur  through  "multi-level  marketing 
PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $16.95)  Lighthearted  primer. 
PRINCIPLE-CENTERED  LEADERSHIP  by  Stephen  R.  Covey 
(Fireside  •  $14)  Fostering  meaningful  workplace  relation- 
ships— and  boosting  productivity. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economic 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repn 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  September. 


HOT  TYPE 


READERS   NEEDN'T   GO   FAR    IN   ALBERT  J. 

Dunlap's  Mean  Business,  No.  4  on  this 
month's  best-seller  list,  to  find  what  rankles  most  about  the 
man  who  led  115-year-old  Scott  Paper  Co.  into  oblivion. 
Early  on,  he  admits  there  is  "some  truth"  to  the  charge  that 
he  is  no  long-term  manager.  "Once  a  company  becomes 
business-as-usual,"  he  says,  "it  loses  its  appeal  for  me." 

From  there  on,  anyone  not  managing  an  outfit  in  need  of  a 
corporate  Kevorkian  has  to  be  wary.  Dunlap's  tales  of  blud- 
geoning suppliers,  bluffing  through  negotiations,  and  sucking 
up  to  Wall  Street  analysts  are  entertaining  but  hardly  useful. 
Even  less  enlightening  is  his  low  regard  for  affirmative  action, 
charitable  giving,  and  graduate  business  education. 


At  times,  Dunlap  waxes  pathetic.  "My  success  has  eve- 
thing  to  do  with  being  a  poor  kid  who  was  always  being  ft 
down,"  he  says.  Class  envy,  anyone?  Dunlap  is  no  "mba  fro 
some  fancy  high-priced  school ...  anointed  into  the  corp- 
rate  elite."  This  conveniently  disregards  his  first-class  Wi 
Point  training. 

Many  managers  hail  from  modest  backgrounds  and  w« 
hard.  But  they  don't  skim  off  the  $100  million  Dunlap  did  / 
destroying  11,000  livelihoods  and  selling  Scott  to  rival  Ki- 
berly-Clark  Corp.  Instead,  they  run  companies  to  last.  Sui 
outfits  may  bore  Dunlap  but  are  more  intriguing  than  this  e 
barrassmg  attempt  at  self-promotion. 

BY  JOSEPH  WEB' 


Managers 
take  a  lease 
on  AT&T 
Capital  Corp. 

By  STEVEN  A  KOSI  MM  SH 

AT&T  Corp.  nid  yesterday  it  agreed  lo  sell  its  slate 


IT&T  Pfans  to  Soil  leasing  Unit  for  $2.2  Billion 


A  Look  at  AT&T  Capital 

Company  fundamentals 


AT&T  CAPITAL  SOLD: ««« 

!Z,  ,„  a  deal  valued  al  S:  2  hill"'"  in  .ash  A I  &  1  Capital  shareholder,  will 
receive  S4<  for  each  of  Iheil  shares  The  purchasing  group  includes  members 

in  BiiffnfiMiW"- 


AT&T  strikes  $2.2B 
deal  to  sell  Capital 


i 


Managers  buy 
5%  stake,  say 
no  to  layoffs 


BY  RON  DAY 


R1STOWN  -  AlKI'lus    AT&T  Capua 


gruup  of  investors  jnd  compani 
iiuiti^-rs  m  a  dcil  ssunh  S2.J  biluoti 
The  Mile  .,1  ihc  it  <•  billion 
companv  Kb  percent  owned  by 
AT&T'  -  >s  ill  noi  result  in  layoffs 
or  the  Company 5  departure  front 
offices  in  Moi 
Parsippany,  whfii 
employed',  Tlwi 


IISIOSV 


i  ooo 


up 


September,  cjlls  for  b 
St**  per  *hare  of  Capi 
That  is  a  slight  ptvn 

AT&T  Capita?!  S41- 

taluc  Jt  ihc  close  of  St. 

W'edn  ,d.t-  &aadsy 

ital's  shares  ssxtc  up  S 
Iniding  on  the  Nesv  V 

Exchange.  ATJs-TC.ii 

million  shares  ' 
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AT&T  Capital 
In  $2.2  Billion 
Buyout  Deal 

By  KENNETH  N  GILPIN 


Executive  consortium  buying  AT&T  Capital 

ASSOC  lATED  PRESS 

M  W  YORK  —  AT&l  Capital  (he  breakup  was  announced  last  buyers  include  AT&T  Capital 
Corp.,  which  has  helped  thousands    September,  although  a.  a  practical    managers  as  well  as  GRS  Holding 

— L-ui. — uJiich-f'W-nc  -»  i~.il 


The  A'l&T  Capital  Corporation,  which 
has  been  on  DM  block  since  September, 
agreed  yesterday  to  a  $2  2  billion  leveraged 
buyout  offer. 

The  purchasing  consortium,  in  addition 
to  3 1  senkir  AT&T  Capital  officials,  is  made 
up  of  the  GRS  Ht  riding  Company,  owner  of 
a  Bntish  leasing  concern,  and  Bahcock  & 
Brown  of  San  Franosco.  a  leasing,  asset 
and  project -financing  advisory  firm. 

The  sale  of  the  equipment  leasing  unit  is 
another  milestone  for  AT&T,  which  delight- 
ed Wall  Street  when  it  announced  a  sweep- 
ing reorganization  in  September.  The  sale 
of  AT&T  Capital  is  one  part  of  that  revamp- 
ing, bm  analysis  said  yesterday  that  they 
were  surprised  it  took  as  long  as  it  did 


AT&T  Capital 
to  be  sold 

A  leasing  aid  finance  company  controlled  b\ 
communications  giant  AT&T  will  he  sold  to  us  top 
managers  and  an  investor  group  lor  SI  2  billion  in 
cash  AT&  I  Capital  was  rounded  in  1985.  rnainh 
lo  finance  sales  of  AT&T  equipment  l(  has 
become  one  of  the  largest  sources  of  mimes  lot 
communications  systems,  operating  in  20  coun- 


A  Capital  Idea 

AT&T  Capital  Corp..  which  has  helped  thousands  of 
companies  pay  for  communications  equipment,  will 
Be  sold  to  its  top  managers  and  an  investor  group 


Am  T  Will  Sell  ATA  T  Capita/ 
To  Execs  For  Estimated  $2.2  Bil 

MORRISTOWN.  NT  (Bloomberg)  —  AT&T  Corp  will 

!™ f  &T  f^""1  CoTV  n"ancc  un" ,0  a  grou|1 lcas'ne 

s  for  an  eslimatcd  S2  2  billion  ending 


With  all  that's  been  written  about 
the  sale  of  AT&T  Capital,  we  could 
think  of  only  one  thing  to  add. 

Our  thanks. 


Now  that  AT&T  Capital  is  privately  owned,  we'd  like  to  express  our  sincere 
appreciation  to  everyone  who  has  contributed  to  our  success.  We'd  especially 
like  to  thank  our  customers  and  members  for  their  tremendous  support  during 
our  ownership  transition.  We  also  want  to  thank  AT&T  for  launching  us  12 
years  ago  and  helping  us  grow.  Although  we're  no  longer  an  official  part  of 
the  AT&T  family,  we're  proud  to  continue  carrying  the  AT&T  name  as  one  of  the 
world's  leading  providers  of  equipment  leasing  and  financing  services.  jftTftl 
Inside  USA:  1  800-235-4288  Outside  USA:  201-397-3208  www.att.com/capital        Capital  Corporation 

North  America     •     Latin  America     •     Europe     •  A. ma     •  Australia 


strategic  advice         mergers  &  acquisitions         debt  &  equity  capital  raising     «  swap 


Li  i 


3  raising  equity 


How  did  J. P.  Morgan  get  to  be  the  fastest-growing  equity  house  on 
Wall  Street?  By  providing  our  clients  with  more. 

More  objective  advice  that  considers  your  interests  first.  More  active, 
tailored  marketing  of  stock  issues.  More  in-depth,  standard-setting 
research.  More  of  the  right  investors  -  all  over  the  world.  More  after- 
market  trading  and  research  support.  More  hedging  strategies  for 
issuers  as  well  as  investors.  And  more  attentive  involvement  all  along 
the  way. 

No  wonder  so  many  issuers  -  from  corporate  giants  to  high-growth 
start-ups  -  ask  us  to  return  to  manage  their  next  offerings.  That's  what 
happens  when  you  consistently  deliver  more. 

www.jpmorgan.com 


J  P  Morgan 


tives        credit  arrangement  &  loan  syndication         sales  &  trading        asset  management 


How  big  business  makes  their  bottom  line  bigger. 


1  the ' 


If  you're  a  business  that  sends  lots  of  packages,  you  could 
save  a  lot  of  money  with  Priority  Mail™  from  the  U.S.  Postal 
Service.  Priority  Mail  two-pound,  two-to-three-day  packages 
are  only  $3.  Two-day  FedEx  "  is  about  $12  and  UPS"  about  $6. 
Priority  Mail  can  save  you  up  to  200%  over  UPS  and  400% 
over  FedEx.  The  more  you  send,  the  more  you  save. 

And  Priority  Mail  goes  to  every  single  Post  Office  Box 
and  address  in  the  U.S.  FedEx  doesn't.  UPS  doesn't. 


The  U.S.  Postal  Service  also  uses  over  15,000  plane; 
and  200,000  trucks  —  the  largest  delivery  fleet  in  tht 
world  —  to  make  sure  your  packages  arrive  where  anc 
when  they  are  supposed  to 

So?  Lower  costs?  Deliveries  everywhere?  Bigger  fleets' 
What's  Your  Priority?  Switch 
to  Priority  Mail  today. 


Call  1-800-THE-USPS. 


What's  Your  Priority?"  <J 


PRIORITY 
MAIL 

UNITED  STATES  POSTAL  SERVICE  m 

Priority  Mail  average  delivery  ol  2-3  days.  Price  comparisons  based  on  Priority  Mail  up  to  2  lbs.  vs  2  lb  published  rates  for  UPS  2nd  Day  Air  from  $6  25  and  FedEx  2  Day1"  from  $1 1  50 
Surcharge  for  Priority  Mail  on-demand  pick  up  ©1996  USPS 


jfechnology  &  You 


STEPHEN  H.  WILDSTROM 


V  AND  PC: 
TING  THE  KNOT 


•w  machines  from 
pan  seem  likely 
alter  the  computer 
we  know  it 

n  the  1970s,  Japanese 
consumer-electronics  man- 
.ufacturers  launched  a  full- 
le  invasion  of  the  Ameri- 

market.  By  the  middle 
he  1980s,  their  uominance 
the  world  market  was 
rly  complete.  Could  the 
le  thing  happen  with  per- 
al  computers? 
■lot  likely.  For  one  thing, 
lestic  computer  makers, 
h  as  Compaq  Computer 

IBM,  are  acutely  sensi- 
;  to  the  threat  and  are 
about  to  let  anyone  walk 
with  their  lunch,  as  tele- 
on  manufacturers  did. 
-  the  latest  salvo 
m  Japan,  led  by 
hiba  and  Sony, 
ti  Hitachi  and 
itsu  following 
ie  behind, 
ms  likely  to 
r  computers 

we  know 
m.  Innova- 
s  from  com- 
ies  with  home- 
tronics 

igrees  are  like- 

0  force  every  com- 
y  to  come  up  with 
ie  computers  that 

simpler,  more 
satile,  and  more 
liance-like. 

'he  new  Toshiba  Infinia 
{tops  represent  the  lead- 
edge  of  the  new  Japanese 
ision.  Toshiba  (800  334- 
5)  has  extensive  experi- 

1  in  both  consumer  elec- 
dcs  and  laptops,  and  the 
lia  clearly  is  a  computer 
•se  mother  was  a  laptop 


and  whose  father  was  a  tele- 
vision set. 

Two  features — besides  its 
sleek  black  design — set  the 
Infinia  apart.  The  InTouch 
multimedia  control  panel, 
which  attaches  to  the  moni- 
tor, includes  a  big  round 
knob  that  lets  you  control 
speaker  volume  without  click- 
ing on  icons  or  moving  on- 
screen sliders.  On  both  the 
control  panel  and  the  mini- 
tower case,  you'll  find  little 
silver  buttons  engraved  with 
a  moon.  Laptop  users  will 
recognize  these  as  "sleep" 
buttons.  Press  one,  and  the 
computer  and  monitor  shut 
down.  Press  it  again  and  the 
system  instantly  springs  to 
life  without  rebooting. 

A  little  thing  like  the  sleep 
button  yields  a  surprising- 


gain  in  usability.  Most  folks 
don't  want  to  leave  their 
computers  on  all  the  time;  on 
the  other  hand,  they  get  irri- 
tated by  having  to  wait  sev- 
eral minutes  for  them  to  boot 
up.  Windows  95  makes  the 
sleep  mode  possible,  but  man- 


ufacturers are  just  now  start- 
ing to  take  advantage  of  it. 

In  performance  and  basic 
specifications,  the  Infmias  are 
typical  high-end  Windows  ma- 
chines. Model  7130  comes 
with  a  133  megahertz  Pen- 
tium, 16  megabytes  of  ram, 
and  a  1.5  gigabyte  hard  drive, 
for  $1,699.  The*top-of-the-line 
7200,  which  I  tested,  features 
a  200  Mhz  Pentium,  32  MB  of 
ram,  and  a  3-gigabyte  disk, 
for   $2,799.   Although  the 

Toshiba's 
Infinia 


BASICS 


133-200  Mhz  Pentium 
processor,  16-32  MB 
standard  RAM,  1.5-3.0  GB 
hard  drive,  8x  CD-ROM 


28.8  kbps  fax  modem, 
speakerphone,  voice  mail 


SPECIAL  FEATURES 


TV,  radio, 
high-fidelity  sound 


PRICE 


(with  monitor) 
$2,148-$3,548 

DATA:  TOSHIBA  AMERICA 
INFORMATION  SYSTEMS 

matching  monitors  are 
priced  separately,  most 
;  buyers  will  probably 
want  them — $449  for 
a  15-inch  model,  $749 
for  the  17-incher,  both 
with  speakers  and  mi- 
crophone. By  com- 
parison, a  similarly 
equipped 
Gateway 
2000  200- 
Mhz  family 
pc  goes  for 
around  $3,000  with  a 
17-inch  monitor. 
While  they  cany  premium 
prices,  the  Infinias  offer  some 
special  features  that  push 
them  over  the  line  between 
computers  and  home-enter- 
tainment gear.  A  tv/fm  radio 
card,  standard  on  the  7200 
and  a  $199  option  on  the  7100 
models,  lets  you  watch  tele- 


vision or  listen  to  the  radio 
while  you  work.  A  TV  card  is 
hardly  a  new  idea — Apple 
Computer  has  offered  them 
for  some  time — but  the  inte- 
gration into  the  system  and 
ease  of  use  sets  the  Toshiba 
apart. 

Unlike  the  tinny  speakers 
that  are  built  into  many  mon- 
itors, the  speaker-subwoofer 
combination  in  the  17-inch 
Toshiba  gives  full-throated 
stereo.  The  srs  sound  system 
from  Midisoft  delivers  an  as- 
tonishing illusion  of  depth  and 
great  stereo  separation  from 
speakers  that  are  only  about 
18  inches  apart.  And  the 
deluxe  version  of  the  InTouch 
panel,  which  is  standard  on 
the  7200  and  a  $169  option  on 
other  models,  lets  you  control 
the  CD  player  and  built-in  an- 
swering machine  while  using 
your  computer  for  other 
things.  These  functions  are  du- 
plicated on  a  handheld  remote. 
THE  ENTERTAINER.  The  con- 
trol panel  is  interesting  in  it- 
self. It  is  the  first  device  to 
use  the  new  Universal  Serial 
Bus,  a  simple,  standardized 
way  to  connect  gizmos  to  a 
computer.  By  next  year,  a 
broad  range  of  accessories — 
from  keyboards  and  printers 
to  mice  and  joysticks — will 
come  in  usb  models  that  can 
be  daisy-chained  together 
and  plugged  into  a  common 
port  on  your  computer 
(BW— Apr.  22) 

One  big  advantage  of  usb 
is  that  it  will  free  up  scarce 
computing  resources  now 
claimed  by  peripherals.  But 
the  industry  hasn't  yet  come 
up  with  these  usB-oriented 
accessories,  leaving  the  In- 
finia severely  resource- 
starved.  Despite  trying  every 
trick  I  knew,  I  was  unable  to 
get  a  network  card  to  work 
in  it  without  disabling  some 
other  feature. 

Not  many  people  will  buy 
Infinias  with  networks  in 
mind.  This  is  a  machine  that 
has  a  yen  to  entertain  as 
well  as  work,  and  it  will  be  a 
whole  lot  more  at  home  in 
the  family  room  than  in  the 
office. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  202  383-2125 
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Certain  innovations  are 
destined  to  make  history. 


TEXAS  INSTRUMENTS  TECHNOLOGY 

)igital  Light  Processing"  (DLP'")  technology  created 
y  Texas  Instruments  is  one  of  them. 

introducing  a  revolutionary  all-digital  display 
^chnology.  The  final  link  to  presenting  information 
igitally.  (Since  you  already  create,  edit  and  store  your 
resentation  digital- 
r,  shouldn't  you 
isplay  it  that  way, 
do?)  An  innova- 
on  made  possible 
y  digitizing  light, 
reating  all  images 
5  digital  data.  And 
^fleeting  them 
om  their  original 
)urce  directly  to 
le  screen. 
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Witness  the  revolution  in  visual  resolution  with  DLP technology.  Text  and  graphics  have  the 
sharpness  of  35mm  film  while  projecting  seamlessly  with  uniform  brightness  from  top  to  bottom, 
side  to  side  and  comer  to  comer  of  a  screen. 


Your  presentation  was  created  digitally. 
Edited  digitally.  And  stored  digitally. 
Now  there's  a  way  to  present  it  digitally. 

PowerPoint®  slides  appear  as  sharp  as  35mm  film.  From 
nearly  any  viewing  angle.  Even  in  a  well-lit  room. 

But  it's  hard  to  make  history  if  a  new  technology  is 
inaccessible.  That's  why  projection  systems  featuring 
Digital  Light  Processing  technology  are  affordable.  Easy 

to  use.  (Imagine  the 
freedom  of  a  tech- 
nology you  don't 
need  a  technician  to 
control.)  And  avail- 
able today  from 
Davis,  Electrohome, 
InFocus  Systems, 
nView  and  Proxima 
at  a  dealer  near  you. 

You  may  also  call 
1-888-DLP-BY-TI, 


The  effect  is  a  presentation  that  loses  nothing  in  the 
anslation.  For  the  first  time  the  screen  is  as  clear  as  a 
ist-washed  window.  The  colors  of  the  graphics  look 
atural  without  the  usual  flicker  and  bloom.  And 


ext.  100,  to  receive  more  detailed  information.  Or  if 
you  prefer,  visit  http://www.ti.com/dlp  for  an  online 
demonstration  of  TPs  revolutionary  all-digital  dis- 
play technology. 
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ligital  light  Processing  and  DLP  are  fademarks  of  Texas  Instruments  Incorporated 
•owerPoint  is  a  registered  trademark  of  Microsoft  Corporation 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


CHECK  THE  LAWS 

BEFORE  YOU  INVEST  ABROAD 


WARNING: 

Safeguards  for 
shareholders 
vary  widely 
from  country 
to  country.  If 
the  current 
boom  buckles, 
many  investors 
are  in  for  a 
nasty  surprise 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


Cross-border  investment  in  stocks  and 
bonds  has  been  the  rage  for  most  of 
the  1990s.  One  would  have  thought 
the  Mexican  meltdown  would  have  tempered 
enthusiasm  for  these  capital  flows,  but  no. 
Capital  is  rushing  into  all  kinds  of  emerging 
markets,  from  Mexico  again  to  Russia,  the 
Philippines,  and  Argentina.  At  last  count, 
more  than  1,200  emerging-market  funds  man- 
aged more  than  $100  billion  in  equity.  Add  to 
that  the  additional  billions  put  into  dollar- 
bond  and  local  currency  instruments,  and  the 
amount  is  staggering.  But  do  people  actually 
know  what  they  are  buying?  Do  they  under- 
stand the  risk? 

A  team  of  scholars  from  Harvard  Univer- 
sity— Rafael  La  Porta,  Florencio  Lopez  De 
Silanes,  and  Andrei  Shleifer — and  Robert  W. 
Vishny  from  the  University  of  Chicago  have 
written  a  report,  published  by  the  National 
Bureau  of  Economic  Research,  that  deals 
with  just  this  question.  Law  and  Finance 
asks  what  institutions  are  in  place  to  protect 
stockholders  against  abuse  and  appropria- 
tion. What  happens  to  holders  of  corporate 
bonds  when  countries  or  foreign  companies 
default? 

The  questions  are  not  academic.  Investors 
in  Russia  have  discovered  that  they  can't 
get  into  stockholder  meetings  without  getting 
beaten  up.  In  Brazil,  domestic  stocks  tend  to 
be  cheaper  than  those  of  multinationals  be- 
cause management  often  siphons  off  profits 
through  fully  owned  subcontractors,  leaving 
little  for  shareholders.  Corporate  bondholders 
in  Mexico  have  discovered  that  bankruptcy 
proceedings  can  take  a  decade.  They  wind  up 
renegotiating  the  debt  rather  than  spend- 
ing years  trying  to  take  possession  of  collat- 
eral. In  Japan,  T.  Boone  Pickens  Jr.  discov- 
ered that  stockholder  meetings  are  rigged  to 
protect  management.  Having  a  significant 
investment  does  not  translate  into  meaning- 
ful control. 

COMMON-LAW  PROTECTIONS.  The  report  scru- 
tinizes national  legal  systems  to  identify 
whether  investors  have  effective  recourse. 
It  concludes  that  there  are  two  dominant  le- 
gal regimes,  Anglo-Saxon  common  law  and 
French  civil  law,  that  have  been  adopted 
around  the  world  and  that  provide  the  basic 
setting  for  investing.  French  law  protects 
investors  least.  Those  countries  with  com- 
mon law  give  investors  plenty  of  ways  to 
safeguard  then-  interests:  voting  by  mail,  per- 


mitting transfer  of  shares  during  stockho 
meetings,  fewer  shares  required  to  cal. 
extraordinary  meeting,  laws  to  protect 
nority  holders,  etc.  This  is  true  for  both 
uity  holders  and  creditors. 

In  countries  operating  under  French 
law,  it's  caveat  investor.  Investors  get  a  pi 
er  deal  across  the  board.  All  of  Latin  An 
ica  is  on  the  French  system,  while  mos' 
Asia  uses  common  law.  Japan  has  adap 
German  common  law,  which  is  somewh 
between  the  two  when  it  comes  to  proteclB 
investors'  rights. 

Does  all  this  make  a  difference  to  ca] 
flows  and  the  availability  of  finance  aro 
the  globe?  Absolutely.  If  investors  get 
protection,  they  will  stay  away.  OutsideH 
nance  will  dry  up,  and  fewer  resources  I 
be  available  for  growth.  Thus,  applying  al 
thing  other  than  common  law  to  invest  1 
is  a  poor  growth  strategy. 
A  RISING  TIDE.  There  are  ways  for  investB 
to  circumvent  weak  protections.  One  wajjl 
to  simply  take  a  majority  equity  stake  al 
join  the  prevailing  local  team  as  a  busini 
partner,  not  just  as  an  investor.  The  downs! 
is  that  this  strategy  is  not  nearly  as  eji 
cient  in  broad  macroeconomic  terms,  ad 
there  is  no  guarantee  that  local  partners  \|f 
protect  foreign  investors  anyhow.  AnotW 
strategy  would  be  to  go  into  partners|| 
with  foreign  governments  themselves. 

Right  now,  we  are  living  in  a  world  of  i 
ing  equity  and  bond  markets,  and  a  risil 
tide  raises  all  ships.  The  legal  environnw 
makes  little  difference  because  managers  I 
and  stockholders  are  on  the  same  side.  E| 
when  the  current  atmosphere  subsides  a 
markets  decline,  investors  will  have  to  thi 
seriously  about  how  they  can  recoup  tb 
losses  when  trouble  comes. 

Emerging  countries  around  the  world  £ 
reforming  their  financial  systems,  opening 
to  external  capital,  and  reducing  the  size 
government.  The  question  of  how  to  prot( 
investors  is  central  to  their  performance.  S 
ble  macroeconomics  and  the  absence  of  ci 
rency  crises  is  just  a  starting  point. 

In  the  rush  to  diversify  internationally  a 
in  the  haste  to  collect  capital  gains  on  seei 
ingly  underpriced  assets,  investors  ha 
bought  foreign  securities  on  an  extraori) 
nary  scale.  It  would  be  surprising  if,  co 
trary  to  the  experience  of  the  past  centui 
this  atmosphere  continued  forever. 
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■  Sometimes  the  best  laid  plans  need  a  little  help. 


We  help  deliver  JLi 


Scotch1,  Magic'"  Tape  from  3M  has  been  helping  people  for  years.  When  we 
learned  that  fajiners  were  taping  cracked  eggs  so  they  could  hatch,  we  knew 

M Srtother  great  use  had  been  born.  From  insulating  electrical  splices,  to  pin- 
striping  cars,  people  trust  Scotch  '  brand  tapes  lor  strength,  consistency  and  value. 
It  all  comes  from  our  unique  corporate  spirit -which  lets  us  make  the  leap 

from  need  to... 


3M  Innovation 

1996  For  more  information,  call  I -800- 3  M  -  H  ELPS .  or  Internet:  http://www.mmm.com 


Economic  Trends 


BY  GENE  KORETZ 

STRUNG  OUT  ON 
ASIAN  IMPORTS 

A  sharp  drop  may  belt  the  West 

What  happens  when  the  tail  in  the 
global  economy  stops  wagging  the 
dog?  That's  the  question  raised  by  a 
striking  development:  the  sharp  slow- 
down in  developing  Asia's  imports, 
which  are  now  running  just  slightly 
above  year-earlier  levels  after  soaring 
by  23%,  to  nearly  $1  trillion  in  1995. 

In  the  traditional  view  of  global  eco- 
nomic cycles,  it's  the  industrialized  coun- 
tries that  lead  the  way,  with  the  ex- 
port-dependent developing  nations 
following  in  their  wake.  In  recent  years, 
however,  trade  flows  have  shifted  dra- 
matically. The  developing  nations'  bal- 
ance of  merchandise  trade  with  the  in- 
dustrial world  swung  from  a  modest 
surplus  at  the  end  of  the  1980s  to  a 
record  deficit  of  $142  billion  last  year. 

One  result,  notes  a  recent  Interna- 
tional Monetary  Fimd  study,  was  a  "sig- 
nificant structural  break"  in  the  eco- 
nomic relationship  between  the  two 

EMERGING  ASIA'S  IMPORTS 
HAVE  SLOWED  SHARPLY 


JAN.  '93  JUNE  '96 

A  PERCENT  'THREE-MONTH  MOVING  AVERAGE,  U  S.  DOLLAR  LEVELS 
DATA:  INTERNATIONAL  MONETARY  FUND 

groups  in  the  early  1990s.  Specifically, 
instead  of  mirroring  the  slowdown  in 
the  industrial  nations,  growth  in  the  de- 
veloping world — particularly  in  Asia — 
accelerated  sharply.  And  that  pickup 
not  only  helped  to  limit  the  slowdown  in 
industrial  nations  but  also  has  also  con- 
tributed to  their  recent  recoveries. 

Now,  however,  warns  economist 
Joseph  Quinlan  at  Dean  Witter 
Reynolds  Inc.,  the  opposite  pattern  may 
be  unfolding.  A  variety  of  problems — 
ranging  from  current  account  deficits 
and  infrastructure  bottlenecks  to  ex- 
change-rate pressures  and  fears  of  over- 
heating— caused  a  number  of  Pacific 
Rim  nations  to  step  on  the  brakes.  As  a 
result,  intraregional  trade  has  slumped 


(almost  40%  of  exports  are  to  other 
Asian  nations),  compounding  the  prob- 
lem of  slack  demand  from  the  West. 
And  import  growth  has  slowed  even 
more  dramatically. 

It's  the  deceleration  in  imports  in  the 
face  of  a  slowing  U.  S.  economy  and 
sluggish  European  and  Japanese  recov- 
eries that  has  Quinlan  worried.  Devel- 
oping Asia  now  accounts  for  close  to  a 
fifth  of  total  world  imports  and,  based 
on  last  year's  numbers,  some  20%  of 
U.  S.  exports  and  over  40%  of  Japan's 
exports.  Already  the  IMF  reports  that 
the  combined  trade  surplus  of  22  indus- 
trial nations  fell  from  $14.9  billion  in 
the  first  half  of  last  year  to  just  $200 
million  in  the  first  half  of  this  year. 

"Considering  Asia's  huge  appetite  for 
imports,"  says  Quinlan,  "we  may  be  at  a 
point  where  if  Asia  sneezes,  the  indus- 
trialized nations  catch  cold." 


FEWER  AT  THE 
CHARITY  RALL 

Economic  worries  inhibit  givers 

The  economic  anxieties  that  continue 
to  afflict  many  Americans  are  af- 
fecting their  charitable  giving.  According 
to  a  nationwide  survey  by  the  Indepen- 
dent Sector,  a  group  representing  some 
800  voluntary  organizations,  only  68.5% 
of  households  made  monetary  gifts  in 
1995,  the  smallest  percentage  since  the 
organization  began  sponsoring  such  sur- 
veys nearly  a  decade  ago. 

Nearly  three-quarters  of  surveyed 
households  said  they  were  worried 
about  having  enough  money  in  the  fu- 
ture— a  percentage  that  has  risen 
steadily  since  1988.  Since  households  in 
this  group  (and  poorer  households  in 
general)  tend  to  make  fewer  contribu- 
tions than  families  with  no  financial  wor- 
ries, the  decline  in  the  incidence  of  giv- 
ing was  not  surprising. 

Still,  total  household  charitable  con- 
tributions did  rise  by  8%  in  nominal 
terms  and  2%  in  real  terms  between 
1993  and  1995 — as  many  middle  class 
and  affluent  households  boosted  their 
individual  gifts.  Almost  90%  of  those 
with  household  incomes  above  $100,000, 
for  example,  made  charitable  contribu- 
tions, averaging  3.4%  of  their  incomes. 
(By  contrast,  the  47%  of  households  in 
the  lowest  income  class — under 
$10,000 — that  made  contributions  gave 
an  average  4.3%  of  their  incomes.) 

Affluent  givers,  of  course,  were  able  to 
make  use  of  tax  deductions — an  advan- 
tage of  no  value  to  poorer  households. 


PLANT  EXPANSI0I 
ON  THE  LOW  R0A 

Fewer  projects  are  in  the  works 


The  slowdown  in  capital  spendin 
evidently  hitting  plant  expenditi 
a  lot  harder  than  equipment  outl 
While  total  capital  outlays  in  cur: 
dollars  are  up  about  5.5%  over 
year's  level,  Cimtek-Thomas  in  Johi 
City,  Term.,  which  tracks  announcem 
of  new  industrial  plants  and  plant 
pansions  around  the  nation,  reports 
such  project  spending  is  collapsing. 

Cimtek's  tally  indicates  that  the  n 
ber  of  plant  projects  (both  new  op 
tions  and  expansions)  is  running  al 
35%  below  last  year's  level.  With  a 
age  spending  per  project  also  d< 
sharply,  total  projected  expenditures 
down  about  45%.  "Plans  to  build  new 
cilities,"  says  Cimtek  President  Mic 
S.  Bradley,  "are  particularly  depress 


A  D0URLE  LID 
ON  INFLATION 

Imports  and  the  dollar  keep  it  lc 


Partial  credit  for  inflation's  low  pr 
tins  year  belongs  to  America's  h 
appetite  for  imports  and  the  strong 
lar,  says  Maury  N.  Harris  of  Pained 
ber  Inc.  He  notes  that  real  goods 
ports  account  for  some  28%  of  dome 
goods  consumption,  with  the  share  l 
ning  about  50%  for  capital  goods. 

So  far  this  year,  observes  Hams, 
port  prices  are  down  0.5%  from  a 
ago,  with  nonoil  import  prices  run: 
2.2%  below  year-earlier  levels.  By 
are  — — 


NO  STRENGTH  III 
U.S.  IMPORT  PRIC 


gion,  prices 
down  4.5%  on  im- 
ports from  Japan 
and  2.4%  on  im- 
ports from  emerg- 
ing Asia. 

How  much  has 
the  strong  dollar 
helped  quell  infla- 
tion? Economists 
at  DRi/McGraw- 
Hill  estimate  that 
without  the  9% 
rise  in  the  dollar's 
exchange  rate 
against  industrial 
nations  over  the 
past  year,  core  consumer  inflation  (j 
eluding  food  and  energy  prices)  woj 
be  running  slightly  above  3%  rather  ti 
at  its  current  pace  of  2.8%  or  so.  j 
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business  Outlook 


IAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


ETAILERS  MAY  GET 
HEIR  CHRISTMAS  WISH 

an  inventories  and  confident  consumers  promise  a  better  Yule  this  year 


US.  ECONOMY 


SHOPPERS  TOOK 
THE  SUMMER  OFF 


For  retailers,  Halloween  and 
autumn  leaves  can  mean  only 
thing:  The  holiday  shopping  season  is  nigh.  Christ- 
cards  and  gift  catalogs  are  already  available.  And 
many  retailers,  the  next  two  months  are  make-or- 
ik  days  that  can  account  for  up  to  half  of  annual 
s  and  two-thirds  of  a  year's  profits, 
etailers  are  undoubtedly  nervous  as  they  look 
md  at  the  lackluster  sales  gains  racked  up  during 
summer.  However,  the  retail  outlook  this  holiday 
ion,  while  maybe  not  great,  does  look  a  lot  better 
i  last  year's  disaster.  First  of  all,  retailers  appear  to 
j  learned  from  their  mistakes.  In  particular,  their  in- 
ches are  leaner.  And  second,  consumer  fundamen- 
are  solid,  despite  poor  summer  buying. 

For  the  outlook,  fourth- 
quarter  buying  looms  large  in 
its  implications  for  inflation 
and  interest  rates.  If  con- 
sumer spending  bounces  back, 
economic  growth  this  quarter 
will  rebound  from  the  third 
quarter's  listless  pace.  And  if 
retailers  can  make  consumers 
blink  first  when  it  comes  to 
price  increases,  inflation  jit- 
ters could  resurface  in  the 
k  and  bond  markets. 

iptember  retail  sales  rose  a  sturdy  0.7%,  according 
le  Commerce  Dept.'s  tally,  but  August  sales,  origi- 
i  reported  as  a  0.2%  increase,  were  revised  down- 
i  to  show  a  0.2%  drop.  As  a  result,  inflation-ad- 
id  retail  sales  registered  their  poorest  quarterly 
vth  in  four  years  (chart).  Third-quarter  consumer 
iding  on  goods  and  services,  as  it  goes  into  the 
s  domestic  product,  appears  to  have  risen  at  an  an- 
rate  of  only  about  1%. 

ILE  THE  SEPTEMBER  INCREASE  was  decent, 

details  raised  questions  about  the  breadth  of  the 
Excluding  a  strong  increase  in  car  sales,  food 
3s  accounted  for  two-thirds  of  the  month's  increase 
anauto  purchases.  That  result  seems  related  more 
gher  prices  than  increased  volume.  Sales  of  nonauto 
ible  goods  were  flat.  Department-store  receipts 
a  modest  0.3%,  and  apparel  sales  fell  for  the 
th  consecutive  month,  despite  a  0.5%  increase  in 
,ember  clothing  prices. 
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So  why  shouldn't  retailers  batten  down  the  hatches 
for  another  stormy  holiday  season?  Because  this  would 
be  an  unusual  time  for  consumers  to  fold  up  their 
wallets  and  stay  home.  To  begin  with,  consumers  are 
exceptionally  upbeat.  The  latest  evidence:  A  prelimi- 
nary index  of  consumer  sentiment  for  October  by  the 
University  of  Michigan  edged  up  from  an  already 
high  September  reading.  In  addition,  the  weekly  sur- 
vey of  store  sales  by  ljr  Redbook  Research  shows 
that  October  buying  got  off  to  a  good  start,  showing  a 
smart  0.9%  rise  from  the  September  level. 

More  important,  because  of 
strong  labor  markets,  wages 
are  growing  faster  than  infla- 
tion for  the  first  time  in  a 
decade.  And  despite  last 
month's  weak  increase  in  pri- 
vate-sector payrolls,  the  cur- 
rent trend  in  job  growth  still 
appears  to  be  fast  enough  to 
keep  job  markets  tight  and 
wages  growing. 

Throughout  this  expansion, 
initial  claims  have  been  a  dependable  indicator  of  trends 
in  job  growth.  In  the  four  weeks  ended  on  Oct.  5, 
claims  averaged  332,000,  which  is  close  to  the  average 
for  the  third  quarter  (chart).  Based  on  historical  com- 
parisons, that  level  of  claims  is  consistent  with  month- 
ly payroll  gains  well  in  excess  of  200,000,  strongly  sug- 
gesting that  job  growth  will  bounce  back  in  October. 

Moreover,  real  aftertax  income  of  consumers  appears 
to  have  risen  at  an  annual  rate  of  about  5%  in  the 
third  quarter,  the  fastest  quarterly  growth  in  more 
than  two  years.  Households  are  saving  more  of  their  in- 
come than  at  any  time  in  the  past  SVz  years.  And  con- 
sumer balance  sheets  are  getting  a  big  lift  from  the  bull 
market  in  stocks  and  increasing  home  prices. 

To  be  sure,  rising  installment  debt  is  a  problem  for 
some  overextended  households.  However,  installment- 
debt  growth  is  slowing,  suggesting  that  consumers  on 
the  whole  have  the  wherewithal  to  pay  down  debt, 
save  more,  and  spend  more,  all  at  the  same  time. 

NOT  ONLY  ARE  CONSUMERS  able  and  ready  to 
spend  this  season,  but  retailers  are  approaching  the  hol- 
idays a  little  differently  this  year,  too.  Last  Christmas 
was  dreadful  for  store  owners,  only  partly  because 
spending  was  lackluster.  Retailers  entered  the  period 
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with  too  much  inventory.  So  price-conscious  consumers 
played  their  '90s  game  of  chicken  with  retailers,  refus- 
ing to  buy  until  the  last  minute,  when  retailers  gave  in 
with  sales  to  move  their  goods.  Profits  got  hammered. 

This  year  could  be  different.  Last  year  at  this  time, 
inventory  growth  was  outpacing  sales  growth.  So  far  in 
1996,  it  has  been  just  the  opposite,  as  stores'  buying 
policies  have  turned  a  bit  more  conservative.  Retailers 
are  giving  themselves  every  opportunity  to  muster 
whatever  pricing  power  they  can.  This  year,  they  might 
not  be  so  quick  to  cave  in  to  the  last-minute  shopping 
strategy  that  has  characterized  recent  holiday  seasons. 

Consumers  will  still  be  looking  for  bargains,  of 
course.  That's  one  reason  for  the  ongoing  benign  look  of 
the  price  indexes.  There  is  still  little  evidence  that 
companies  from  manufacturers  to  retailers  are  having 
much  success  at  passing  along  price  hikes. 

THE  PRODUCER  PRICE  INDEX  for  finished  goods 

rose  only  0.2%  in  September.  Excluding  energy  and 
food,  the  core  ppi  rose  0.3%,  but  the  rise  would  have 
been  smaller  if  not  for  a  jump  in  new-car  prices  that 
was  related  to  a  Labor  Dept.  difficulty  in  seasonally  ad- 
justing for  price  changes  in  a  new  model  year.  Still,  an- 
nual core  inflation  for  the  ppi  remains  on  a  downward 
trend,  and  the  core  index  for  intermediate  goods,  fur- 
ther back  in  the  production  process,  is  below  its  year- 
ago  level. 
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INFLATION  IS  STILL 
A  NO-SHOW 


Consumer  prices  remain  subdued  as  well.  The  c< 
sumer  price  index  for  September  rose  0.3%  for 
goods  and  services,  and  excluding  energy  and  food, 
core  index  posted  a  similar  advance.  Both  inde> 
rose  0.1%  in  August.  Over  the  year,  inflation  rema 
below  3%,  and  core  inflation  is  on  a  downtrend  (cha 

Even  if  retailers  can  avoid 
deep  discounting,  profit  gains 
might  be  difficult.  Tight  labor 
markets  mean  that  retailers 
have  to  pay  more  for  the 
workers  they  hire.  Last  year, 
hourly  earnings  of  retail  work- 
ers rose  2.8%.  So  far  this  year, 
pay  is  rising  at  an  annual  rate 
of  3.5% — and  that  figure  does 
not  include  the  50$  jump  in 
the  minimum  wage  on  Oct.  1. 
Higher  labor  costs  may  well  squeeze  the  fourth-quart  r 
profit  margins  of  many  nonretailers  as  well.  For  t3 
third  quarter,  at  least,  earnings  results  appear  to  i 
holding  up  fairly  well,  as  suggested  by  business  wees 
quarterly  preview  of  profits  (page  44). 

With  the  World  Series  in  full  swing  and  Hallowei 
candy  not  even  out  of  the  bag,  it's  way  too  early  In- 
most consumers  to  be  thinking  about  the  holidays.  Bi 
in  the  race  for  solid  sales  gains  and  hefty  profits,  yi 
can  bet  that  retailers  are  already  counting  the  days; 
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A  WEAK  OUTLOOK  FOR  JOBS  MAY  SPUR  A  RATE  CUT 


The  unexpectedly  large  drop  in 
September  jobs  focused  more 
attention  on  Australia's  consumer 
slowdown.  It  also  increased 
chances  for  an  interest-rate  cut. 

Payrolls  fell  34,100  last  month, 
partly  depressed  by  a 
loss  of  14,000  tempo- 
rary jobs  eliminated  at 
the  end  of  the  govern- 
ment's census  collec- 
tion. September's  job- 
less rate  slipped  to 
8.7%,  from  8.8%  in  Au- 
gust, but  that  reflected 
an  increase  in  people 
dropping  out  of  the  la- 
bor force. 

Impeded  by  the  weak  job  mar- 
ket, the  consumer  sector  has  not 
contributed  much  to  growth,  with 
spending  up  at  a  0.8%  annual  rate 
in  the  second  quarter.  Confidence 
is  shaky.  Housing  starts  fell  3.2% 
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in  the  second  quarter,  and  permits 
are  below  year-ago  levels.  Retail 
sales  bounced  back  in  July  and 
August,  but  after  adjusting  for 
prices,  store  volume  was  barely 
ahead  of  year-ago  levels.  On  the 

plus  side  for  the  econ- 
omy, capital  spending 
is  increasing  at  a 
healthy  level,  which 
has  helped  industrial 
production  rebound 
after  a  weak  1995. 

Real  gross  domestic 
product  grew  at  an 
annual  rate  of  4.1%  in 
the  first  half.  And  pri- 
vate economists  ex- 
pect real  gdp  growth  of  4%  for  all 
of  this  year,  but  just  3.4%  in  1997, 
brought  down  by  slower  domestic 
demand.  In  addition,  inflation  is 
trending  lower.  Consumer  prices 
were  up  3.1%  in  the  year  ended 


in  the  second  quarter,  down  from 
5.1%  in  1995.  The  inflation  rate  is 
expected  to  end  the  year  at  2.7% 
and  slow  to  2.4%  in  1997. 

The  recent  data  give  the  Re- 
serve Bank  of  Australia  leeway  to 
trim  short-term  rates,  possibly  at  ! 
its  Nov.  5  meeting.  In  fact,  the  RBi> 
cited  weak  labor  markets  when  it  \ 
made  its  last  cut,  on  July  31. 

One  benefit  of  another  rate  cut 
will  be  the  downward  push  on  the 
Aussie  dollar,  which  has  risen 
7.6%  vs.  the  U.  S.  dollar  this  year. 
The  Aussie  dollar's  strength  has 
begun  to  hurt  exports.  Foreign 
shipments  in  the  three  months 
ended  in  August  are  up  5.5%  fron 
a  year  ago,  compared  with  double 
digit  growth  rates  earlier  in  the 
year  (chart).  An  export  bounce- 
back  will  be  a  vital  part  of  Aus- 
tralia's outlook,  since  exports  ac- 
count for  24%  of  the  economy. 
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News:  Analysis  &  Commentary 


It  was  quite  the  parade.  As  cheer- 
leaders twirled  and  high-school 
bands  strutted  up  Fifth  Avenue, 
Wall  Street  enjoyed  its  own  Colum- 
bus Day  festivities.  Led  by  a  string  of 
spirited  earnings  reports,  the  Dow  Jones 
industrial  average  marched  right  past 
6000 — the  latest  milestone  in  a  bull  run 
that  has  lifted  the  average  154%  in  six 
years. 

On  that  momentous  day,  Oct.  14,  it 
was  a  report  from  Chrysler  Corp.  of  a 
92%  increase  in  third-quarter  net  in- 
come that  sparked  a  41 -point  surge.  For 
much  of  this  year,  though,  the  dynamic- 
has  been  the  same:  The  market  has 
moved  with  glad  tidings  from  Corpo- 
rate America,  reflecting  the  continuing 
strength  of  earnings.  Through  Septem- 
ber of  this  year,  corporate  profits  are 
projected  to  be  up  about  8%;  the  Dow 
has  gained  17.6%  year  to  date. 
NEW  HIGHS.  As  the  week  progressed, 
strong  profit  numbers  came  in  from  all 
corners — banking,  semiconductors,  drugs, 
and  autos.  Intel  Corp.  wowed  investors 
with  a  40%  jump  in  income,  and  Com- 
paq Computer  Corp.'s  earnings  rose 
43%.  Merck  &  Co.  racked  up  a  16% 
profit  gain,  also  aided  by  share  buy- 
backs.  Sales  of  high-margin  drags  con- 
tributed to  Pfizer  Inc.'s  21%  earnings 
jump.  The  market  responded  by  pushing 
Pfizer,  Intel,  and  Compaq  to  new  highs. 

Will  the  boom  last?  Given  a  heady 
economic  brew  of  moderate  growth,  low 
inflation,  and  a  Federal  Reserve  that 
seems  determined  to  keep  interest  rates 
at  current  levels,  the  case  for  contin- 
ued stock  gains  remains  strong.  The 
market,  moreover,  seems  to  be  tossing 
off  old  fears  that  economic  growth  nec- 
essarily brings  inflation.  The  upshot:  "It 
is  possible  to  have  an  outcome  that  is 
good  for  Wall  Street  and  good  for  Main 
Street — decent  profits,  subdued  infla- 
tion, and  decent  wage  gains,"  says  Jef- 
frey M.  Applegate,  chief  investment 
strategist  at  Lehman  Brothers  Inc. 

With  Election  Day  just  weeks  away, 
the  bull  market  bodes  well  for  the 
occupant  of  1600  Pennsylvania  Av- 
enue. Rising  stock  prices  add 
to  the  aura  of  good 
economic 

times  that 
fUi.  '^S  ^w**^^  seem  to  be  catapulting 
President  Clinton  to  an  easy 
victory — even  if  he  and  his 
campaign  team  aren't  going  out  of  their 
way  to  talk  up  the  market  gains.  "It's 


too  risky,"  says  one  adviser.  "Why  em- 
phasize something  that  is  whimsical  and 
could  suddenly  turn  down  when  you 
have  so  many  other  solid  economic  in- 
dicators to  highlight?" 

The  level  of  risk  in 
the  market  is  indeed 
high.  Interest  rate  jit- 
ters will  intensify  as 
the  time  nears 


chilling  economic  growth,  says  Eri 
Aarts,  an  economist  at  isi  Group  in  Ne 
York.  Ford  Motor  Co.  Treasurer  Davi 
N.  McCammon  agrees  that  rising  cor 

THE  DOW  JONES 
INDUSTRIAL  AVERAGE 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


for  the 
Federal  Reserve 
Open  Market  Committee 
meetings  on  Nov.  13  and 
Dec.  17.  And  strategists  are  keeping 
a  close  eye  on  consumer  spending, 
which  may  slow  as  installment  debt 
tops  20%  of  disposable  income.  "We 
feel  the  consumer  is  burdened  by  a 
heavy  debt  load,  and  that  will  hurt 
consumer  spending  in  the  near  term," 


sumer  cred: 
losses  are  wot 
risome:  "It's  on 
of  the  less  opt 
mistic  notes  in  the  economy." 

Corporate  earnings  remain  the  ke 
to  the  market's  vigor.  In  the  sixth  yea' 
of  the  nation's  economic  expansion,  U. ' 
companies  seem  to  have  arrived  at 
winning  formula  for  growth  while  kee{ 
ing  a  rein  on  prices.  And  far  from  Wa 
Street,  executives  appear  pretty  please 
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s  rocket  ride  isn't  over.  With 
porate  profits  buoyant,  growth 
ierate,  inflation  low,  and  the  Fed 
ding  interest  rates  steady,  the 
3k  market  will  keep  on  climbing 


with  their  pros- 
pects. At  General 
Motors  Corp.,  where 
net  income  rose  98%, 
Chief  Financial  Officer  J. 
Michael  Losh  expects  "more 
of  the  same:  relatively  low 
levels  of  inflation,  moderate  eco- 
nomic growth,  high  consumer  con- 
fidence, good  job  creation,  and  con- 
ng  reductions  in  the  budget  deficit." 
5  McCammon  at  Ford,  where  third- 
ter  earnings  nearly  doubled:  "The 
economy  is  a  Goldilocks  economy — 
oo  hot,  not  too  cold,  but  just  right." 
)mpared  with  1995's  18.8%  profit 
^th  and  the  8.9%  average  rate  for 
irst  two  quarters  of  1996,  of  course, 
i-quarter  growth  is  relatively  ane- 
"Expectations  have  been  low,  and 
id  behold,  you  get  a  big  surprise  in 
earnings  of  the  big  names — Intel, 


Caterpillar,  Chrysler,"  says  A.  Marshall 
Acuff,  portfolio  strategist  for  Smith  Bar- 
ney Inc.  "The  only  problem  is  that  once 
you  get  outside  of  big,  visible  companies, 
you  see  lots  of  other  companies  not  ex- 
ceeding analyst  estimates  of  their  earn- 
ings, or  even  disappointing." 

Acuff  points  to  supermarket  chain 
Albertson's  Inc.,  which  saw  its  shares 
fall  18%  after  it  announced  that  higher 
costs  and  lackluster  sales  would  cause 
eaimngs  to  be  lower  than  expected.  The 
stock  of  computer  networking  company 
Bay  Networks  Inc.  took  a  14%  dive  af- 
ter announcing  that  earnings  per  share 
were  well  below  year-ago  levels  and 
that  its  chief  executive  was  resigning. 
And  beating  analysts'  estimates  with  a 
46%  profit  gain  did  nothing  for  Sun  Mi- 
crosystems Inc.,  which  saw  its  stock 
sink  10%  on  Oct.  16.  Some  analysts, 
who  had  hoped  for  an  even  bigger  sur- 


prise, fretted  about  whether  Sun  could 
maintain  margins. 

Still,  the  overwhelming  trend  in  prof- 
its is  up.  "Through  last  year,  we  had 
four  straight  years  of  double-digit 
growth  on  the  s&p's  earnings,  every 
quarter,"  says  Charles  Hill,  re- 
search director  for  First  Call 
Corp.  After  the  third-quarter 
lull  of  an  estimated  6%  earn- 
ings gain,  industry  analysts 
expect  that  earnings  will 
return  to  a  10.8%  growth 
rate  in  the  fourth  quar- 


ter. They  pre- 
dict a  14.6%  increase  in  the  Standard  & 
Poor's  500's  earnings  in  1997. 

A  bleaker  view  comes  from  Wall 
Street  strategists  and  economists,  who 
tend  to  focus  on  broader  trends.  They 
see  the  s&p  500  earnings  gaining  only 
5.5%  in  1997.  But  Joseph  Battipaglia, 
chief  investment  strategist  for  Gruntal 
&  Co.,  remains  bullish.  "The  quality  of 
these  profits  is  very  high,"  driven  by 
unit  volume  growth  and  cost  controls, 
he  says.  "That's  much  stronger  earn- 
ings quality  than  earnings  driven  by 
price  increases." 

REASONABLE.  Battipaglia  thinks  in- 
vestors will  pay  higher  multiples  for 
such  earnings.  In  fact,  some  strategists 
say  the  market's  earnings  multiple  re- 
mains reasonable.  Based  on  cuirent  prof- 
its, the  s&p  500  is  priced  at  16.4  times 
earnings,  compared  with  an  average  of 
16.2  in  periods  of  low  inflation,  says 
Abby  Joseph  Cohen,  investment  strate- 
gist at  Goldman,  Sachs  &  Co.  "The  mar- 
ket is  trading  about  where  it  should  be 
on  an  inflation-adjusted  basis,"  she  says. 

What  could  alter  the  stock  market's 
trajectory?  Any  flareup  in  inflation  or  a 
rise  in  interest  rates  would  take  a  toll. 
Lehman's  Applegate  expects  the  Fed 
to  raise  rates  by  25  to  50  basis  points 
by  yearend.  While  he  thinks  that  may 
stall  the  stock  market  in  the  near-term, 
though,  Applegate  still  expects  the  Dow 
to  be  at  6100  by  yearend,  and  at  6700  a 
year  later.  Some  market  pundits  find 
that  scenario  simply  too  rosy  to  be  true. 
But  with  positive  earnings  reports  still 
streaming  across  the  wire,  Dow  6000 
looks  like  it  might  stick.  It's  shaping  up 
to  be  one  heck  of  a  parade. 

By  Suzanne  Woolley  in  New  York, 
with  bureau  reports 
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CORPORATE  PROFITS 


NOW  THAT'S 

AN  OCTOBER  SURPRISE 

Third-quarter  profits  exceed  the  Street's  expectations 


Nothing  like  a  burst  of  good  news 
flash  report  on  third-quarter 
profits,  83  early-reportin 
companies  showed  a  12% 
earnings  gain  on  a  9% 

.'ep'^  increase-ahead  of 
the  5%  income  increase  Wall 
Street  had  predicted.  Among  the 
standouts:  Computer  Asso- 
ciates went  from  a  $637  mil- 
lion loss  in  1995  to  a  $223  mil- 
lion profit,  Auto  makers 
also  did  well,  with  gm  and 
Chrysler  exceeding  expecta- 
tions. Intel  did  better  than 
expected.  But  other  tech  com- 
panies disappointed,  including 
Motorola  and  ti,  as  did  paper  com 
panics  (again)  and  PepsiCo. 

-Fred  Jespersen 
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CURRENCIES 


WELL,  HELLO 
DOLLAR! 

Suddenly,  the  whole  world 
loves  the  greenback 

A few  years  ago,  the  U.  S.  dollar  was 
the  unloved  orphan  of  the  currency 
markets:  Despite  America's  booming 
economy  and  shrinking  budget  deficit, 
traders  grew  certain  that  President  Bill 
Clinton  wanted  a  cheaper  dollar  to  cut 


the  yawning  U.  S.  trade  deficit.  So  con- 
vinced, they  drove  the  greenback  from 
125  Japanese  yen  when  Clinton  took  of- 
fice to  below  80  in  April,  1995. 

These  days,  every  trading  house  in 
the  world  wants  to  give  the  dollar  a 
home.  During  the  past  18  months,  the 
U.  S.  currency  has  soared  40%  against 
the  yen,  topping  112,  and  12%  against 
the  German  mark,  which  hit  1.54  to  the 
dollar.  Some  experts  believe  the  green- 
back may  enjoy  a  revival  that  could 
take  it  up  to  130  yen  and  1.65  marks  by 
1998.  "I  don't  think  anyone  wants  to 
short  the  dollar  these  days,"  says  Ralph 
Peters,  a  strategist  for  Aeltus  Invest- 
ment Management  Inc. 
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So  far,  this  sharp  currency  updr 
hasn't  chilled  the  U.S.  economy.  By 
ducing  the  cost  of  imports,  a  r 
dollar  has  helped  keep  a  lid  on  inflati 
and  interest  rates.  But  the  stronger  < 
lar  could  soon  hurt  profits  of  U.  S, 
panies  with  sprawling  overseas  opt 
tions.  Analysts  believe,  for  instance,  t 
the  dollar's  surge  was  behind  Coca 
Co.'s  5%  drop  in  third-quarter  sal 
Procter  &  Gamble  Co.  says  weak  c 
rencies  in  Germany  and  Japan 
bly  dampened  its  sales  in  the  quan 
ended  Sept.  30. 

That  could  presage  a  weaker 
quarter  for  U.  S.  multinationals.  If 
dollar  keeps  rising,  "it's  going  to  maki 
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h  for  American  manufacturers," 
is  Ford  Motor  Co.  Chief  Executive 
:ander  J.  Trotman.  At  the  same 
,  a  weakening  yen  is  providing  a 
Ifall   to  Japanese 
makers.  Christo- 
Redl,  an  analyst 
ing  Barings  Ltd., 

|  es  that  every  one- 
rise  in  the  exchange 
translates  into  $90 
m  in  operating  in- 
i  for  Ford's  Japan- 
•ompetitors. 

i  hat's   fueling  the 

fir's  surge?  Foremost 

»|  newed  appreciation 
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for  the  U.  S.  economy,  which  remains 
stronger  than  Japan's  and  Germany's. 
Indeed,  Japanese  officials  are  goading 
their  troubled  financial  institutions  to 
invest  in  U.  S.  securities. 

Psychology  is  also 
bolstering  the  green- 
back. Problems  in  Iraq 
and  Russia  have  once 
again  made  the  U.  S. 
dollar  a  safe  haven,  as 
is  the  growing  prospect 
of  a  European  monetary 
union  by  2000.  Traders 
fear  a  unified  central 
bank  will  lack  the  infla- 
tion-fighting resolve  of 


YEN/U.S.  DOLLAR 
EXCHANGE  RATE 


Germany's  Bundesbank.  Administration 
officials  also  say  that  calls  for  a  stronger 
dollar  by  Treasury  Secretary  Robert  E. 
Rubin — a  former  currency  trader  him- 
self— carry  more  weight  than  those  of 
his  predecessor,  Lloyd  M.  Bentsen.  "Ru- 
bin gets  the  benefit  of  the  doubt  be- 
cause of  his  bank  of  goodwill  with  Wall 
Street,"  says  one  Clintonite. 

Of  course,  the  greenback's  momen- 
tum could  be  slowed  by  the  U.  S.  trade 
deficit,  which  totaled  $64  billion  through 
July.  But  no  one  is  worrying  about  that 
now.  The  buck,  down  and  out  in  1995,  is 
this  year's  hottest  U.  S.  export. 

By  Dean  Foust  in  Washington,  with 
bureau  reports 


News:  Analysis  &  Commentary 


CONGRESS  

WE  LOVE  YOU, 
YES  WE  DO . . 

Democrats  promise  business 
that  they  will  be  moderate 

For  months,  as  Bob  Dole's  Presiden- 
tial campaign  floundered,  business 
executives  were  able  to  console 
themselves  with  the  belief  that  Con- 
gress would  remain  in  GOP  hands.  No 
more.  With  polls  showing  the  Democrats 
in  striking  distance  of  recapturing  the 
House — and  maybe  the  Senate — new 
gloom  is  settling  over  CEO-land.  "The 
big-govemment  people  could  be  back  in 
control,"  frets  Roland  S.  Boreham  Jr., 
head  of  Baldor  Electric  Co.,  a  Fort 
Smith  (Ark.)  maker  of  electric  motors 
with  annual  sales  of  $473  million. 

Hold  on,  say  Democratic  leaders.  On 
the  campaign  stump,  they're  making  a 
solemn  pledge  to  Boreham  and  other 
skeptical  execs:  This  time,  it  will  be  dif- 
ferent. Democrats  insist  they  have  been 
chastened  by  their  1994  rejection.  Any 
sharp  tilt  to  the  left,  they 
realize,  would  likely  be 
checked  in  the  new  Con- 
gress by  a  ruling  coalition  of  Republi- 
cans and  moderate  Democrats.  And  vot- 
ers will  oust  them  from  power  again  if 
they  don't  pursue  a  centrist  course. 
LEFTWARD  TILT.  So  expect  a  "modest  and 
moderate"  agenda,  says  House  Minority 
Leader  Richard  A.  Gephardt  (D-MoJ. 
Adds  Representative  Henry  A.  Waxman 
(D-Calif.),  who's  in  line  to  run  the  gov- 
ernment oversight  panel  in  a  Democratic- 
controlled  House:  'We  learned  a  lesson 
from  the  last  time  around.  We  need  to  be 
very  careful  to  make  sure  taxpayers' 
money  is  being  used  wisely."  Represen- 
tative Charles  B.  Rangel  (D-N.  Y.),  who 
would  head  the  House  Ways  &  Means 
Committee,  chimes  in:  "Just  because  I 
don't  go  to  the  country  clubs  doesn't 
mean  I  don't  understand  business." 

Still,  there's  no  question  that  if  the 
Dems  retake  Congress,  the  new  leader- 


HEW  DEMOCRATS  OR  SAME  OLD? 


RANGEL  IN  HARLEM:  Don't  think  "I  don't  understand  business,"  he  says 
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ship  would  lean  left.  The  likely  House 
Speaker,  Gephardt,  is  a  persistent  critic 
of  multinational  corporations  that  ex- 
port U.  S.  jobs.  Gephardt's  top  lieu- 
tenant, Representative  David  E.  Bonior 
of  Michigan,  led  the  fight  against  the 
North  American  Free 
Trade  Agreement  and  wel- 
fare reform.  Committee 
chairs  would  include  such  inveterate  lib- 
erals as  John  D.  Dingell  of  Michigan. 

Yet  Democratic  priorities  may  be 
more  in  sync  with  business  interests 
than  in  the  past.  Party  leaders  vow  to 
balance  the  budget,  for  one  thing.  Their 
spending  priorities  differ  from  those  of 
House  Speaker  Newt  Gingrich  (R-Ga.), 
but  there's  little  talk  about  tax  hikes 
as  a  means  to  ending  the  deficit. 

Business  could  even  be  in  for  a  pleas- 
ant surprise:  Moderate  Democrats,  es- 
pecially in  the  Senate,  want  to  cut  cap- 
ital-gains taxes.  With  President  Clinton's 
support,  it  could  become  part  of  a  bi- 
partisan budget  deal.  Rangel  says  he 
also  would  push  to  win  tax  breaks  for 
companies  that  invest  in  education  and 
worker  training.  And  high-tech  compa- 
nies welcome  promises  by  Gephardt  and 
Senator  Emest  F.  Hollings  (D-S.  C.)  to 


restore  the  manufacturing  technok 
centers  and  advanced  technology  p 
grams  gutted  by  gop  budget-cutters 

Most  leaders  of  big  companies,  wh 
generally  have  lavished  contributii 
on  both  parties,  aren't  really  sweati 
"We've  been  able  to  have  a  hearing  i 
an  open  discussion  on  our  views" 
der  both  Democratic  and  Republic 
leadership,  says  Ford  Chairman  Alex 
der  J.  Trotman.  Aside  from  that,  rn 
would-be  Democratic  freshmen  are  p 
business  moderates.  Business  also  wc 
find  friendly  faces  in  prospective  co 
mittee  chairmen  such  as  Represen 
tives  Charles  W.  Stenholm  (Tex.) 
agriculture  and  John  J.  LaFalce  (N. 
at  small-business  or  banking. 

But  many  small  and  midsize  com] 
nies  are  jittery.  "It  would  be  terribl 
groans  Richard  J.  Egan,  chairman 
Massachusetts-based  emc  Corp.,  a  da 
storage  firm.  Egan  fears  a  Democra 
Congress  would  "spend  money  li 
crazy."  Big  Tobacco  also  had  best 
wary.  Led  by  Waxman,  Democrats  v< 
to  pursue  new  tobacco  regulations 
well  as  possible  criminal  charges  agaii 
executives  who  have  testified  that  nil 
tine  is  not  addictive.  Waxman  says  tl 


it  will  mean  if  the  De/mocrats  retake  control  of  Congress: 


TAXES  Forget  about  a  flat 
tax.  Congressional  Demo- 
crats have  no  interest  in 
ditching  the  current  code. 
But  Democrats  in  the  Sen- 
ate are  warming  up  to  a 
capital-gains  tax  cut. 


TRADE  Bad  news  for  busi- 
ness here:  Even  the  Clinton 
Administration  fears  House 
Democrats  will  take  a  decid- 
edly protectionist  stance  if 
they  reclaim  power. 

DATA  BUSINESS  WEEK 


TOBACCO  Big  Tobacco 
will  be  in  the  crosshairs. 
Dems  will  renew  efforts  to 
tighten  cigarette  regs  and 
will  try  to  nail  executives 
for  allegedly  lying  about 
nicotine's  addictive  nature. 


TELECOM  Expect  the 
Dems  to  take  a  look  at  the 
telecom  deregulation  law 
to  see  if  new  consumer 
protections  are  needed. 
And  watch  out,  media 
megamergers. 


■ 


46.  BUSINESS  WEEK  /  OCTQBFR  ?8  l^Qfi 


account  managers 


Now  that  your 

company 
is  more  lean, 
who  can  uow 


lean 


onr 


Do  you  have  a 
minute?  Probably 
not.  But  read  on  any- 
way. Because  Kinko's 
can  help  you  shed  a 
few  hats  with  Kinko's 
Corporate — an  array  of  products  and  services 
that  meet  the  stringent  needs  of  our  corporate 
customers.  It's  a  new  way  for  your  company  to 
tap  Kinko's  25  years  of  expertise  and  our  high- 
tech document  reproduction  capabilities.  But 
perhaps  the  best  feature  of  Kinko's  Corporate 
is  the  Account  Manager — someone  to  turn  to  for 
outsourcing  so  you  can  focus  on  the  things  you 


do  best.  They'll  work 
with  you  to  learn  your 
business.  Your  Account 
Manager  will  study 
how  your  company 
produces  and  uses 
printed  material,  and  analyze  the  costs.  Then 
they'll  offer  efficient,  economical  solutions  for 
producing  everything  from  thousands  of  pricing 
plans  to  sales  manuals  to  quarterly  reports.  They'll 
even  arrange  pick-up  and  delivery.  A  Kinko's 
Account  Manager  is  the  extra  muscle  that  a 
lean  company  needs.  Which  may  be  why  more 
than  200,000  businesses  use  Kinko's  every  day. 
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tobacco  is  the  only  business  constituen- 
cy "that  has  reason  to  be  fearful." 

Other  big  companies  likely  won't  es- 
cape entirely.  Slashing  corporate  wel- 
fare "will  be  a  big,  big  item,"  predicts 
Gillian  Spooner  of  the  accounting  firm 
KPMG  Peat  Marwiek.  An  unlikely  alliance 
of  liberal  Democrats,  who  want  busi- 
ness to  share  in  budget-balancing  pain, 
and  conservative  Republicans,  who  op- 


pose government  intervention,  will  see 
to  that.  Meanwhile,  multinationals  wor- 
ry that  House  Democrats  could  derail 
Administration  efforts  to  cut  a  deal  with 
China  next  year  on  its  entry  to  the 
World  Trade  Organization.  And  protec- 
tionists Gephardt  and  Bonior  could 
stymie  Administration  trade  initiatives 
such  as  expanding  nafta  to  Chile. 
The  Republicans  may  yet  hold  on  to 


their  congressional  majority:  Their 
million  war  chest,  much  of  which  wil 
into  last-minute  ads,  is  more  than  dot 
that  of  their  foes.  But  if  the  Democi 
win,  it  will  take  more  than  conciliat 
rhetoric  to  allay  business'  worries  at 
a  counterrevolution  on  Capitol  Hill. 

By  Richard  S.  Dunham  in  Wash 
ton,  with  Wendy  Zellner  in  Dallas 
Paid  Judge  in  Boston 


COMMENTARY 


By  Lee  Walczak 

CHARACTER  IS  THE  ONLY  SHOT  DOLE  HAS  LEFT 


ELECTION 


Dying  campaigns  go  through 
their  own  political  Kubler-Ross 
cycle:  denial,  then  rage,  then 
the  serenity  of  acceptance.  The 
tipoff  to  the  final  stage:  Reporters 
start  writing  about  how  "liberated" 
the  candidate  appears  in  the  closing 
days  of  battle  when  artifice  drops 
away  and  the  all-but-certain  loser 
returns  to  his  home  ground.  GOP 
standard-bearer  Bob  Dole  seems 
intent  on  breaking 
the  cycle:  He  might 
stay  angry  all  the 
way  to  Nov.  5. 

With  his  double-digit  deficit  in  the 
polls  refusing  to  close,  Dole  un- 
leashed an  attack  mi  Bill  Clinton's 
character.  By  accusing  an  arrogant 
White  House  of  creating  an  "integri- 
ty gap."  the  Kansan  finally  has 
raised  the  issue  that  Clinton's  behav- 
ior is  debasing  the  Presidency.  In  the 
candidates'  second  and  final  debate 
on  Oct.  16  in  San  Diego,  Dole  went 
on  the  offensive  immediately.  Many 
Americans  "see  scandals  almost  on  a 
daily  basis,"  Dole  responded  to  the 
first  questioner,  who  asked  about  a 
child's  plea  for  idealism  in  govern- 
ment. "They  see  ethical  problems  in 
the  White  House  today." 
OVERSEAS  MONEY.  Ignoring  Dole's 
character  foray,  Clinton  tried  to 
stick  to  broad  issues.  "We're  not 
well-served  when  we  attack  each 
other  in  an  ad  hominem  way,"  Clin- 
ton said.  But  the  President  remains 
vulnerable  on  character.  There's 
Whitewatergate,  Travelgate,  and, 
perhaps  most  seriously,  Filegate. 
And  now  comes  Donorgate.  Did 
Clinton  sell  access  to  the  Pre  klency 
for  $900,000  in  contributions  from 
wealthy  Indonesians? 

The  trouble  is,  Dole's  llth-hour  at- 
tack isn't  likely  to  alter  the  dynamics 


BILL  AND  BOB:  The  last  square-off 
before  the  voters  decide 

of  the  race.  Dole  doesn't  need  to  re- 
mind voters  that  Clinton  has  a  char- 
acter problem — they  know  it  and 
don't  think  it's  disqualifying.  Though 
some  polls  indicate  that  Dole's  at- 
tacks have  increased  the  public's 
faith  that  he  will  keep  his  promises, 
the  assault  could  backfire:  Other 
polls  show  the  public  disapproves  of 
candidates  who  "go  negative."  What's 
more,  Dole,  a  Nixon  apologist  during 
Watergate,  has  his  own  ethical  short- 
comings. By  making  an  issue  of  Clin- 
ton's Indonesian  campaign  gifts,  he 
runs  the  risk  of  raising  questions 
about  his  own  long  Senate  history  of 
doing  favors  for  monied  interests  in 
the  oil,  agribusiness,  tobacco,  and 
wine  industries. 

Perhaps  Dole,  who  had  to  be 
pressured  by  worried  Republicans 
to  play  the  ethics  card,  knows  the 
gambit  is  a  long  shot.  By  trying  to 
go  negative,  Dole  runs  a  risk  that 


haunts  most  Presidential  wannabes: 
the  risk  of  losing  ugly.  But  Dole  is 
apparently  prepared  to  take  that 
chance.  That's  partly  due  to  the 
frustration  a  wounded  member  of 
the  World  War  II  generation  feels 
about  losing  to  a  feckless  Boomer 
and  partly  a  recognition  that  every 
salvo  he  has  fired  to  date  has  been 
a  dud. 

JUST  ANOTHER  POL?  His  15%  tax  cut 

was  supposed  to  be  the  weapon  that 
blew  Clinton  out  of  the  White  House 
It  fizzled  because  Dole  opened  a 
credibility  gap  of  his  own,  brushing 
aside  decades  of  tax-raising  for  a 
sudden  embrace  of  supply-side  eco- 
nomics. Voters  sensed  his  insincerity, 
and  many  branded  him  as  just  anoth- 
er pol.  Next,  Dole  tried  to  flay  Clin- 
ton for  creating  a  crime-  and  drug- 
crazed  society.  The  tactic  flopped 
when  statistics  showed  otherwise. 
Then  came  a  few  weeks  of  sermoniz- 
ing about  America's  "moral  crisis." 
Still  no  bump-up  in  the  polls.  Finally, 
the  Kansan  distilled  his  pitch  down 
to  this:  Elect  Bob  Dole  because  he's 
honest;  reject  Slick  Willie  because 
he's  not. 

Dole  doesn't  seem  to  grasp  that 
voters  generally  approve  of  the  Pres- 
ident's shift  to  the  right  since  1994, 
regardless  of  his  motivation.  Nor 
does  Dole  realize  that  his  idea  of 
straight-shooting — giving  your  word 
to  a  fellow  congressional  conferee 
that  a  pet  provision  will  be  in  the  fi- 
nal bill — doesn't  rate  as  a  red  badge 
of  courage  with  America's  cynical 
voters.  Now,  with  nothing  much  to 
lose,  Dole  seems  willing  to  play  the 
character  card — all  the  way  to  Elec- 
tion Day. 


Walczak  is  business  week's  Wash- 
ington Bureau  Chief. 
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DEALS 


WHAT  MIGHT  DERAIL 
THE  CSX-CONRAIL  MERGER 

Worried  shippers  or  a  bid  from  Norfolk  Southern 


Somebody  must  have  thrown  a 
switch  somewhere.  Back  in  the 
mid-1980s,  when  a  rival  railroad 
tried  to  swallow  up  federal  government- 
controlled  Consolidated  Rail  Corp.,  the 
line's  managers  fought  tooth  and  nail 
to  stave  off  the  takeover.  Even  though 
the  U.  S.  Senate  weighed  in  with  a  pro- 
acquisition  vote,  the  managers  won  and 
Conrail  instead  went  independent  by 
selling  stock  to  the  public.  These  days, 
Conrail's  executives  are  chugging  down 
a  different  track.  Eager  to  see  his  com- 
pany sold  to  rival  csx  Corp.  for  $8.4 
billion,  Conrail  Chief  Executive  David 
M.  LeVan  calls  "the  opportu- 
nity to  be  with  our  ideal  part- 
ner just  tremendous." 

This  linkup,  announced  on 
Oct.  15,  may  not  be  an  easy 
ride,  however.  The  competitor 
that  was  denied  Conrail  in 
1985— Norfolk  Southern 
Corp. — is  already  flashing 
warning  signals  about  the 
deal.  Saying  in  a  prepared 
statement  that  the  acquisition 
"raises  serious  concerns,"  the 
rival  railroad  vows  to  "act  re- 
sponsibly and  aggressively"  to 
protect  shippers,  sharehold- 
ers, employees,  and  the  com- 
munities it  serves.  The  state- 
ment raises  the  possibility 
that  Norfolk  may  make  a 
higher  bid  than  the  $92.50 
cash-and-stock  offer  from  csx. 
Says  Norfolk:  "We  do  not  rule 
out  any  options." 
"HOT  TOPIC."  Some  shippers, 
too,  may  have  reason  to  fret. 
The  deal  allies  a  Northeast- 
ern powerhouse  with  a  South- 
eastern giant,  but  will  cut 
competitors  in  some  Midwest- 
ern markets  from  three  to 
two.  Shippers  already  are 
worried  about  a  lack  of  choice 
in  the  West,  where  the  recent 
mergers  of  Burlington  North- 
em  with  Santa  Fe  and  Union 
Pacific  with  Southern  Pacific 
cut  the  number  of  big  carriers 
to  two,  depriving  some  re- 
gions of  competing  lines.  "Tlus 
will  be  a  hot  topic  of  discus- 


sion," says  Robert  A.  Voltmann,  policy 
director  at  the  National  Industrial 
Transportation  League. 

Richmond  (Va.)-based  csx  and 
Philadelphia-based  Conrail  appear  to  be 
gearing  up  for  plenty  of  wheeling  and 
dealing  to  placate  the  critics,  csx  Chair- 
man John  W.  Snow  says  he  and  LeVan 
will  meet  with  Norfolk  Southern  offi- 
cials to  "see  if  we  can't  accommodate 
their  concerns."  Union  Pacific  Corp.  and 
Southern  Pacific  this  year  got  a  gov- 
ernment go-ahead  to  merge  only  after 
they  agreed  to  let  rival  Burlington 
Northern  Santa  Fe  run  its  trains  on 
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their  tracks.  If  the  csx-Conrail  deal 
to  get  done,  awarding  such  track  rig 
seems  inevitable — most  likely  in  a 
gotiated  deal  between  the  rival  carrie 
A  merger-friendly  climate  in  imp 
tant  quarters  in  Washington,  howev 
means  that  csx  and  Conrail  won't 
pulling  entirely  uphill.  After  recen 
approving  the  creation  of  the  Union 
cific-Southern  Pacific  behemoth,  wh 
has  $10  billion  in  annual  sales,  regulat< 
could  be  hard-pressed  to  nix  this  d 
Indeed,  when  Washington's  Surf 
Transportation  Board,  the  agency  t" 
regulates  railroads,  approved  the  UP 
deal,  it  did  so  over  the  objections 
the  departments  of  Justice,  Transpo" 
tion,  and  Agriculture,  the  Texas  R 
road  Commission,  and  plenty  of  s1 
pers.  And  this  deal  may  raise  fe~ 
worries:  Chrysler  Corp.,  a  critic  of 
tjp-sp  merger,  already  is  saying  the  c 
Conrail  merger  will  promote  efficien 
csx  officials  know  their  way  arou 
D.  C,  too.  Chief  Executive  Snow  isl 
Washington-educated  lawyj 
who  in  the  1970s  was  Depu 
Transportation  Under  Seal 
tary  and  administrator  of  tj 
National   Highway  Trafj 
Safety  Administration.  Tl 
57-year-old  ceo  plans  to  stj 
on  as  the  merged  railroad 
chief  for  two  years,  wi 
LeVan,  50,  as  his  chief  ope 
ating  officer  and  success* 
Already,  Snow  is  making 
"national  competitivenesj 
case  for  the  merger.  The  ne 
outfit,  with  annual  sales 
$14  billion,  will  have  toj 
of  financial  heft.  And  Snc 
contends  that  joining  csj 
Sea-Land  Service  Inc.  shij 
ping  unit  with  the  mergd 
railroad  would  offer  seamlel 
service  and  boost  internf 
tional  competitiveness. 

However  this  deal  tur| 
out,  it  may  set  the  stage  f|_... 
still  more  alliances,  and  may 
even  a  transcontinental  r£| 
carrier.  There  have  long  be<  j 
rumors,  for  instance,  thil 
Burlington  Northern  and  No  | 
folk  Southern  might  find  cor 
mon  ground — though  officia 
at  both  carriers  decline  cor 
ment.  Whether  that  deal  ha], 
pens  or  not,  csx-Conrail  rra 
not  be  the  only  big  rail  mer;| 
er  chugging  down  the  trac 
in  a  few  months'  time. 

By     Joseph  Weber 
Philadelphia,  with  Christi 
Del  Valle  in  Washington 
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By  Richard  A.  Melcher  and  Greg  Burns 

OH,  MR.  ANDREAS.  TIME  IS  JUST  ABOUT  UP 


This  was  not  the  legacy  that 
Dwayne  0.  Andreas  likely  imag- 
ined 25  years  ago,  when  he 
became  chairman  of  Archer  Daniels 
Midland  Co.  and  began  building  it 
into  a  $13.3  billion  agribusiness  giant. 
On  Oct.  15,  in  a  Chicago  federal 
courtroom,  Controller  Stephen  R. 
Mills  stood  before  Judge  Ruben 
Castillo  to  enter  guilty  pleas  on 
behalf  of  adm:  It  agreed  to  pay  $100 
million  for  fixing  the  price  of  two 
commodities — the  largest  such  penal- 
ty ever.  Growled  Castillo:  "This  is  not 
a  good  day  for  Corporate  America." 

Other  difficulties  loom  for  adm.  As 
part  of  its  deal,  company  executives 
agreed  to  cooperate  in  the  investiga- 
tion of  two  senior  executives,  includ- 
ing Andreas'  son  and  onetime  heir  ap- 
parent, Vice-Chairman  Michael  D. 
Andreas.  Its  key  businesses,  more- 
over, are  grappling  with  overcapacity 
and  wildly  fluctuating  prices.  The  ob- 
vious question  now:  Should  Dwayne 
Andreas,  78,  still  be  in  charge? 
MORE  TO  COME.  As  a  corporate-gover- 
nance  case,  however,  adm  is  odd.  At 
companies  such  as  IBM  and  Westing- 
house,  activist  shareholders  ousted 
CEOs  largely  for  a  single  transgres- 
sion— languishing  share  prices,  adm's 
stock  price  was  sluggish,  too,  at  least 
until  the  settlement  gave  it  a  pop.  But 
few  investors  are  calling  for  Andreas' 
head.  "Dwayne  is  the  company,"  says 
Sarah  Teslik,  executive  director  of  the 
Council  of  Institutional  Investors, 
which  represents  large  shareholders. 
Investors  fear  that  chopping  Andreas 
now  might  worsen  the  turmoil  at  a 
time  when  a  succession  crisis  looms. 
Michael  Andreas  and  Terrance  S.  Wil- 
son, head  of  the  big  com-processing 
unit,  who  also  is  a  target  of  the  feds, 
are  expected  to  exit.  And  many  out- 
siders expect  President  James  R. 
Randall,  71,  to  retire  soon. 

But  Andreas  shouldn't  be  allowed 
to  remain  ceo  indefinitely,  adm  needs 
a  formal  succession  plan  that  investors 
can  evaluate,  including  a  timetable  for 
his  departure.  A  more  thorough  board 
overhaul  is  also  needed.  Andreas  has 
fostered  a  regime  built  on  strong  rule, 
political  connections,  and,  until  recent- 
ly, a  board  dominated  by  family  and 
friends.  That  system  paved  the  way 


for  the  price-fixing  scandal:  adm,  for 
instance,  only  recently  adopted  a  for- 
mal, written  ethics  policy.  Key  share- 
holders and  at  least  two  outgoing  di- 
rectors are  right  when  they  say  the 
board  must  quickly  develop  a  new 
management  team  that  can  begin  to 
open  up  adm's  clubby  culture. 

The  board,  newly  reconstituted  and 
shrunk  from  17  to  12  under  sharehold- 
er pressure,  was  scheduled  to  be  seat- 
ed on  Oct.  17  at  the  adm  annual  meet- 
ing— but  further  changes  are  needed. 
By  the  Council  of  Institutional  In- 
vestors' definition  of  in- 
dependent directors  (no 
family  or  business  ties), 
adm  has  improved  a  bit 
from  a  year  ago:  Four 
of  12  board  members 
are  independent,  up 
from  just  two  of  17.  But 


ANDREAS  ON 
THE  GRIDDLE 


A  SULLIED  REP 

A  Federal  judge  lam- 
basted questionable  behavior  at 
ADM,  a  company  Andreas  has  run 
for  25  years.  As  part  of  deal  with 
the  feds,  ADM  managers  now  will 
testify  in  an  investigation  of 
Michael  Andreas,  Dwayne's  son 
who  was  once  heir  apparent. 

INVESTOR  UNREST  Andreas 
board  overhaul  at  ADM  is  regard- 
ed as  insufficient.  Investors  are 
pressing  for  new,  more  indepen- 
dent directors. 

MANAGEMENT  WEAKNESS 

Several  senior  ADM  executives 
may  leave  the  company,  including 
Michael  Andreas,  and  Terrance 
Wilson,  head  of  corn  processing, 
who  have  been  caught  up  in  the 
price-fixing  scandal,  and  Presi- 
dent James  Randall,  who  is  71. 

TOUGH  BUSINESS  CLIMATE 

On  Oct.  15,  ADM  reported 
first-quarter  earnings  that  were 
squeezed  by  high  commodity 
prices  and  overcapacity. 


state  pension  funds  from  California 
and  Florida  are  rightly  demanding  a 
majority  of  independent  directors. 

It's  far  from  certain  the  crusty  An- 
dreas will  go  that  far  without  major 
shareholder  pressure.  He  recently  au- 
thorized inclusion  in  a  preliminary 
proxy  of  a  note  disputing  the  useful-  I 
ness  of  outside  directors — and  only  reJ 
tracted  it  in  the  face  of  outraged  in- 
vestors. And  the  day  of  the  plea 
agreement,  in  a  conference  call  with 
analysts,  Andreas  bristled  at  sug- 
gestions that  adm  might  take  a  softer 
approach  in  setting 
prices. 

Other  adm  insiders 
show  signs  of  similar 
recalcitrance.  In  early 
October,  several  insti- 
tutional investors  met 
with  G.  Allen  Andreas 
Jr.,  Dwayne's  nephew 
and  an  adm  vice-presi- 
dent, and  new  board 
member  Mollie  Hale 
Carter.  The  outcome 
wasn't  encouraging. 
One  participant  says 
adm  officials  still  feel  they  need  a  pre- 
ponderance of  agribusiness  execs  on 
the  board  and  have  not  embraced  tru- 
ly independent  outsiders.  'We're  talk- 
ing a  different  language,  as  if  men  are 
from  Mars  and  women  from  Venus," 
complains  Kayla  Gillan,  general  coun- 
sel of  the  California  Public  Employees' 
Retirement  System.  "There  is  some- 
thing terribly  wrong  with  the  compa- 
ny and  the  way  it's  managed." 

What  adm  really  needs  is  a  strong 
outside  ceo.  Andreas  should  under- 
stand that:  He  was  originally  brought 
in  by  the  Archer  and  Daniels  families 
to  buck  up  the  company.  Shareholders 
may  be  right  that  the  change  should 
not  happen  until  adm  can  regain  its 
equilibrium,  but  it  should  happen 
soon.  Surely,  Andreas  would  rather 
be  remembered  as  someone  who 
helped  chart  adm's  new  path  than  the 
custodian  of  a  company  Justice  Dept. 
official  Joel  I.  Klein  blasts  as  a  place 
where  "greed  replaced  any  sense  of 
corporate  decency  and  integrity." 

Melcher  and  Burns  track  adm  from 
Chicago. 
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COMPUTERS 

THE  APPLE  OF 
ANYONE'S  EYE? 

The  new  PowerBook  does  the 
job,  but  breaks  no  ground 

The  distinguishing  feature  of  Apple's 
new  PowerBook  1400  laptop,  and 
its  most  noticeable  innovation,  is  a 
set  of  panels  allowing  customers  to  cus- 
tomize the  exterior  of  their  machine's 
casing.  There's  laptop  gray,  or  five 
snazzy  patterns  that  come  with  the  ma- 
chine. Outside  companies  may  even  whip 
up  panels  in  leather  or  wood  grain. 

Well,  it's  better  than  nothing — which 
is  about  what  Apple  Computer  Inc.  has 
had  in  stores  since  May,  when  it  recalled 
all  its  PowerBooks  to  fix  a  string  of 
glitches.  Indeed,  when  Apple  on  Oct.  16 
reported  an  unexpected  profit  of  $25 
million  on  sales  of  $2.3  billion  for  the 
quarter  that  ended  Sept.  30,  and  gross 
margins  that  more  than  doubled  to  22% 
in  two  quarters,  it  did  so  without  a 
strong  laptop  line  to  sell.  That  was  no 


small  trick,  considering  that  laptops  com- 
mand gross  margins  as  much  as  five 
points  higher  than  desktops. 

If  the  1400,  set  to  be  unveiled  on  Oct. 
21,  does  well,  it  may  be  a  key  weapon  in 
ceo  Gilbert  F.  the  MOO'S 
Amelio's  drive  WIZARDRY: 
to  boost  profits  CUSTOM 
further.  The  CASING 
1400  is  a  good  first  step  to- 
ward reestablishing  cred- 
ibility with  retailers  * 
and  customers,  ^Sk 
analysts  say. 
though  it  won't  be 
shipped  in  volume  un- 
til early  next  year.  ^ 
In  January,  Apple 
plans  to  unveil  another 
machine  that  is  signifi- 
cantly faster  than  any 
Intel  Corp.-based  note- 
book, followed  later  by 
a  subnotebook  designed 
with  IBM  for  the  Japan- 
ese market,  analysts  say. 
But  it  may  be  tough  for 
Apple  to  make  a  total 
comeback  in  laptops:  In- 
ternational Data  Corp. 
says  the  company's  note- 


LAPTOP 
LAGGARDS 

REVENUES  — 


book  market  share  fell  from  7.1%  in 
to  4%  in  the  first  half  of  this  year. 

The  job  of  resurrecting  the  Po 
Book  has  fallen  to  Dale  L.  Fuller, 
came  to  Apple  in  September  after  o 
seeing  NEC  Corp.'s  climb  from  N 
to  No.  5  in  the  U.  S.  laptop  mai 
since  1994.  He  aims  to  inject  mJ 
needed  discipline  into  the  laptop  1 
eration.  He  plans  to  introduce 
product  every  nine  months — whet 
fancy  new  features  are  ready  or  l 
"If  you  always  shoot  for  home  n 
you  strike  out  a  lot,"  says  Fuller, 
want  to  raise  our  batting  average." 
Apple  has  the  advantage  of  pent 
demand  from  Mac  loj 
ists.  Plus,  laptop  sa 
were  up  33%  this  qu 
ter  vs.  the  previous 
and  Fuller  says  a  bal 
log  of  orders  will 
through  February.  HRSaVS 
is  the  1400  the  home  m 
needed  to  recapture  te  . 
old  magic?  Maybe  nlwnniai 
But  its  contribution  %;  PaineW 
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profits  will  be  more  th 
cosmetic. 

By  Peter  Btirrowsb 
Cupertino,  Calif. 


THE  INTERNET 

A  BIG  BET  ON 
MINIBR0WSERS 

Can  Spyglass  score  in  the 
Net  appliance  market? 

Seems  like  everyone's  surfing  the  Net 
these  days,  so  it  would  be  ironic  if 
the  original  Web  browser  company 
missed  out  on  the  party.  But  that's  what 
threatens  to  happen  to  Spyglass  Inc., 
which  in  1994  won  the  right  to  Mosaic, 
the  first  software  with  easy-to-sue  graph- 
ics for  cruising  the  Internet.  With 
Netscape  Communica- 
tions Corp.  and  Micro- 
soft Corp.  battling  to 
dominate  the  Net,  Spy- 
glass has  been  shoved 
aside.  Its  shares  have 
tumbled  to  about  $18, 
down  from  $57  at  the 
end  of  last  year  (chart). 
Dataquest  Inc.  analyst 
Kathey  Hale  estimates 
Spyglass  has  less  than 
1%  of  the  browser 
market.  It  has  sur- 
vived in  part  because 


SPYGLUM 
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it  licensed  its  technology  to  Microsoft. 

But  Spyglass  is  about  to  strike  back. 
On  Oct.  23,  when  it  announces  yearend 
earnings,  it  is  scheduled  to  launch  a 
push  into  browser  software  for  televi- 
sions, pagers,  and  even  cellular  tele- 
phones. Many  analysts  expect  this  mar- 
ket to  explode:  There  are  500  million 
such  devices  in  the  U.  S.,  vs.  85  million 
personal  computers.  Spyglass'  new  soft- 
ware might,  for  instance,  allow  a  pager 
to  pull  down  stock  prices  or  weather 
information  from  a  Web  site.  Spyglass 
also  is  developing  new  server  software 
to  go  with  its  new  browser  technology. 
HEALTHY  EARNINGS.  For  now,  the 
Naperville,  111.  company  has  a  head  start 
on  Netscape  and  Microsoft.  It  has  a 
ready-made  base  of  clients  for  the  new 
products  among  the 
102  companies  with 
which  it  has  done  ear- 
lier license  deals.  Its 
software  also  comes  in 
components  that  can 
be  easily  adapted  for 
different  purposes  and 
has  been  redesigned  so 
it  can  be  pared  down 
to  as  little  as  one- 
eighth  the  size  of 
Netscape's  and  Mi- 
crosoft's. "Spyglass' 
technology   was  the 


smallest  and  the  most  flexible,"  sas 
Kenneth  B.  Kaplan,  chief  executive  - 
ficer  of  Des  Moines-based  Microwa*.  Wonu 
Systems  Corp.,  which  is  integrating  tiWoree  but 
browser  into  a  television  that  Mitsubiu 
Corp.  plans  to  introduce  next  spring]*  rfei 

Spyglass,  however,  can't  afford  to  d- 
ly.  Largely  because  of  its  Microsoft  de|jj»t  senin 
analysts  expect  its  earnings  to  hiti 
healthy  $3.5  million  on  revenues  of  $1 
million  for  the  fiscal  year  ended  Se]. 
30.  But  the  royalty  payments  Microst; 
must  pay  are  capped  and  the  deal  en. 
altogether  in  1998.  Microsoft,  meanwhil  sptional 
is  developing  its  own  Internet  offeiinj. 
"Over  time,  we  will  move  away  frc 
Spyglass  technology,"  says  John  Lii 
wig,  a  Microsoft  vice-president. 

Another  worry:  Both  Microsoft  ai 
Netscape  are  moving  beyond  PC 
Netscape  has  a  joint  venture  call* 
Navio  with  seven  consumer-electroni 
and  computer  companies  to  develop  N 


software  for  tvs,  pagers,  and  other  su 
devices.  "We  don't  have  any  intention 
conceding  anything  in  any  of  these  rra 
kets,"  says  Netscape  ceo  James 
Barksdale.  Sun  Microsystems  Inc.  al 
hopes  to  establish  its  Java  software 
the  new  markets.  The  conclusion:  Sp 
glass'  new  strategy  may  buy  time 
its  battle  with  the  giants,  but  not  muc 
By  Peter  Elstrom  in  Chicago,  wi 
Kathy  Rebello  in  San  Mateo 
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BASEBALL 


ECUTIVE  SUITE 

HATTERPROOF 
LASS  CEILING 

)  few  women  man  corner 
ices,  says  a  new  study 

ihe  good  news:  In  a  few  places, 
women  managers  are  getting  ahead. 
At  PaineWebber,  Gap,  Merck,  and 
where,  more  than  a  quarter  of  cor- 
ite  officers  are  women,  as  are  4  of 
iey  Bowes  Inc.'s  top  10  executives, 
nen  account  for  20%  of  senior  man- 
's at  savings  institutions,  publish- 
and  food-service  operators, 
he  bad  news:  Good  news  is  pretty 
■ce.  Women  comprise  46%  of  the 
kforce  but  have  yet  to  break  into 
top  ranks  in  significant  numbers.  A 
y  released  on  Oct.  17  by  the  non- 
it  Catalyst  notes  that  just  1  in  10  of 
most  senior  jobs  at  the  500  largest 
companies  are  held  by  women, 
row  the  criteria  to  the  more  rar- 
1  ranks  of  chairman,  ceo,  president, 
executive  vice-president,  and  the 
ber  of  women  drops  to  2.4%. 
eptional.  Catalyst  welcomes  a  33% 
iase  in  female  representation  among 
orate  officers  between  1994  and  1995 
stops  short  of  calling  it  a  trend, 
ler,  it  says,  the  playing  field  in  busi- 
remains  far  from  level.  Indeed,  105 
panies  have  no  women  corporate  of- 
s.  "On  the  whole,  top  corporate  lead- 
ip  still  eludes  women,"  says  Catalyst 
;ident  Sheila  W.  Wellington. 
.ost  women  advance  through  tradi- 
ally  female  channels — human  re- 
ces,  corporate  affairs,  or  legal — that 
ly  lead  to  the  top.  Just  27%  of  fe- 
1  officers  have  revenue-generating 
onsibility.  So  women  aren't  taking 
3  the  biggest  paychecks.  Of  the  2,500 
earning  executives,  just  50  are 
len.  What  a  surprise. 

By  Linda  Himelstein 
in  Sun  Francisco 


THE  HOME  RUN 
BASEBALL  BADLY  NEEDS? 

A  World  Series  starring  the  Bronx  Bombers  may  be  just  the  ticket 


Along  players'  strike  had  fans  steam- 
ing. A  newfangled  playoff  scheme 
generated  distrust.  Baseball  was 
down.  Then  it  got  lucky:  The  much 
loved,  much  reviled  New  York  Yankees, 
the  biggest  media  draw  in  the  country, 
grabbed  a  spot  in  the  World  Series. 

Sound  familiar?  That  was  1981.  The 
Yankees-Dodgers  series  that  year  set  TV 
ratings  records  and  propelled  baseball 
toward  a  decade  of  prosperity.  Now,  big 
league  baseball,  still  without  a  commis- 
sioner or  a  labor  contract,  looks  once 
again  to  the  Bronx  Bombers.  The  ques- 
tion: Can  a  boffo  series  played  partly  in 
the  media  capital  of  the  world  deliver 
an  immediate  restorative  cash  injection 
to  Major  League  Baseball? 

Nope.  The  payoff  doesn't  come  in  Oc- 
tober. Sure,  Fox  jacked  up  its  rates  for 
unsold  spots  by  35%  after  the  Yankees 

clinched,    to  nearly   

$400,000  for  a  30-second 
ad.  But  most  of  the 
spots  were  already  sold 
in  post-season  bundles 
at  lower  rates.  While  a 
seven-game  series  could 
bring  in  $150  million 
more,  that's  a  modest 
return  on  Fox's  $565 
million  investment  in 
baseball. 

The  same  goes  for 
the  clubs,  which  have 
to  fork  over  to  their 
players  60%  of  gate  re- 
ceipts for  the  first  four 
games.  That  should  to- 
tal $6  million.  Major 
League  Baseball  skims 
an  additional  15%  off 
the  top.  Owners  don't 
get  then'  hands  on  real 
money  until  games  five, 
six,  and  seven — and 
even  then,  they  have  to 
split  the  take  with  their 
league.  "Our  expenses 
outstrip  our  income  in 
some  of  the  games," 
says  St.  Louis  Cardinals 
Chairman  Frederick  O. 
Hanser. 

Rather,  the  series  is 
about  generating  ex- 


JUBILANT  YANKS:  Fox  h  iked  ad 
rates  35%  after  they  clinched 


THE  BREAKDOWN 

How  World  Series  gate 
receipts  are  distributed 


►  15%  goes  to 
Baseball 


►  60%  of  the  first  four 
games  goes  to  the  players 

►  Proceeds  for  games  five  to 
seven  are  split  evenly  be- 
tween clubs  and  the  leagues 

DATA  MAJOR  LEAGUE  BASEBALL 


citement.  If  the  Fall  Classic  is  thrilling, 
fans  may  finally  return  to  stadiums  next 
year.  If  it  scores  with  TV  viewers,  the 
networks,  which  paid  $1.7  billion  for  a 
five-year  deal  in  1995,  likely  will  keep 
paying  top  dollar.  A  splashy  comeback, 
moreover,  might  lure  lucrative  sponsors, 
such  as  shoe  companies.  "The  trick  is  to 
get  Nike  and  Reebok  really  involved," 
says  Phillies  owner  Bill  Giles. 
YOUTH  APPEAL.  For  now,  baseball's  chal- 
lenge is  to  put  on  a  great  show.  This 
year,  espn,  nbc,  and  Fox  televised  all 
14  of  the  divisional  playoff  games,  helping 
to  drive  up  viewership  26%-  from  1995; 
last  year,  it  infuriated  fans  by  only  tele- 
vising games  regionally.  And  the  fans 
tuned  in  to  some  white-knuckled  drama, 
such  as  the  Yankees'  come-from-behind 
conquest  of  the  Texas  Rangers. 

Now  the  Series.  Rupert  Murdoch's 
-  Fox  Network  has 
primed  its  youthful  au- 
dience all  summer  for 
this  Fall  Classic,  the 
network's  first.  Fox 
reintroduced  a  Saturday 
game  of  the  week  this 
season — a  money-losing 
venture — and  led  into  it 
with  a  kids'  show.  In 
the  Zone.  Given  Fox's 
investment,  profits  are 
theoretical  at  best. 
More  important,  though, 
the  network  will  get  a 
showcase,  second  in  rat- 
ings only  to  the  Super 
Bowl,  to  promote  itself 
and  its  shows. 

The  teams  also  re- 
gard the  series  as  an 
investment.  They  will 
take  home  just  $10  mil- 
lion or  $15  million,  at 
most — barely  enough  to 
land  a  second-tier 
southpaw  in  the  free- 
agent  market.  Still,  if 
this  fall's  series  creates 
magic  memories,  base- 
ball can  market  them 
for  years  to  come. 

By  Stephen  Baker  in 
Pittsburgh  and  David 
Gri'isii/t/  in  Atlanta 


lajor  League 
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Life  discovered  on  Mars. 

(  got  work  to  do ) 


Already  busy  here  on  Earth. 
Plenty  more  to  do.  Half  of  world's 
population  has  never  made  a  phone  call. 
Most  have  never  used  cellular. 
Even  fewer  have  surfed  Internet. 
Now  this. 

Should  keep  us  canceling  vacations  into 
next  millennium. 


Lucent  Technologies 

Be"  Labs  Innovations 

600  Mountain  Avenue 
""nay  Hill.  NJo 7974-0636 

1-888-4-Lucem 


We  make  the  things  that  make  communications  work  " 


Business  This  Week 
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t  FRANCE  MAKES 
IERICAN  FRIENDS 

VAS  LATE  TO  THE  PARTY, 

ailing  Air  France  finally 

clinched  tentative  deals 
h  Continental  Airlines 

Delta  Air  Lines  to  create 
oal  airline  alliances.  If 
tlized,  the  agreements 
lid  allow  the  carriers  to 
rdinate  schedules  and 
•keting  efforts.  Continen- 
and  Delta  say  they  also 
it  to  "codeshare"  with  Air 
nee,  a  practice  that  allows 
nes  to  link  flights  in  reser- 
ions  systems.  But  such 

would  need  government 
roval — and  that  could  be 
v  in  coming,  since  the 
5.  and  France  have  no 
teral  aviation  agreement, 
itinental  ceo  Gordon 
hune  says  he  has  no  inten- 


CLOSING  BELL 


DRUG  STORY 

it  April,  the  Federal  Trade 
•nmission  squelched  Rite  Aid's 
n  to  acquire  Revco  D.S.,  a  big 
jtj.  But  Rite  Aid  CEO  Martin 
iss  argues  that  in  drugstores, 
survival  of  the  biggest.  So  on 
:.  14,  he  unveiled  a  $2.3  bil- 
l  deal  to  buy  Thrifty  PayLess, 
acquisition  that  would  nearly 
jble  Rite  Aid's  revenues,  to 
]  billion.  Investors  balked, 
rried  that  Rite  Aid  is  overpay- 
.  And  A.G.  Edwards  analyst 
k  Russo  frets  over  a  lack  of 
oarent  synergy.  Thrifty's  much 
ger  stores  are  on  the  West 
3St,  while  Rite  Aid's  bare- 
les  outlets  are  concentrated 
:he  East  and  Midwest. 


OCT.  15 
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tion  of  asking  for  antitrust 
immunity,  as  American  Air- 
lines and  British  Airways  are 
seeking  in  their  alliance. 

A  WILD  WEST 
UTILITIES  SHOOT-OUT? 

IN   1988,  SCECORP  TRIED  TO 

quash  a  merger  between  San 
Diego  Gas  &  Electric  and 
Tucson  Electric  by  making  a 
hostile  run  for  the  San  Diego 
utility — only  to  be  warned 
off  by  regulators.  On  Oct.  15, 
San  Diego  g&e,  since  renamed 
Enova,  agreed  to  a  $2.8  billion 
stock-swap  merger  with  nat- 
ural-gas distributor  Pacific 
Enterprises.  The  deal  would 
create  a  utility  with  5.9  mil- 
lion customers,  more  than 
SCE,  parent  of  Los  Angeles- 
based  Southern  California 
Edison.  Will  sce  try  a  new 
bid?  No  way,  it  says.  Instead, 
Edison  says  it  has  cut  rates 
and  can  better  compete  in  the 
soon  deregulated  market. 

SEARLE  MAY  GET 
A  SHOT  IN  THE  ARM 

DRUGMAKER   SEARLE,  LONG 

considered  comatose  on  Wall 
Street,  is  showing  signs  of 
life.  Monsanto's  pharmaceu- 
tical unit  said  on  Oct.  15 
that  celecoxib,  its  new  arthri- 
tis drug,  had  reduced  pain 
and  swelling  without  ulcer 
side  effects  in  initial  human 
tests.  The  results  could  save 
Searle,  for  months  rumored 
to  be  on  Monsanto  ceo 
Robert  Shapiro's  selling 
block.  Celecoxib,  tested  in 
623  arthritis  patients,  could 
inspire  a  new  class  of  drugs 
that  analysts  estimate  would 
be  worth  billions  of  dollars. 


LOTUS'  NEW  CHIEF: 
WEANED  ON  BIG  IRON 

THE    NEW  GUY  ATOP  IBM'S 

Lotus  Development  unit 
doesn't  exactly  have  person- 
al computers  in  his  blood: 
Jeff  Papows  arrived  at  Lotus 


HEADLINER:  JACK  SMITH 


HANDS  ACROSS  THE  BORDER 


A  day  after  reporting  huge 
third-quarter  earnings, 
General  Motors  Chairman 
John  Smith  personally  in- 
tervened to  resolve 
the  biggest  threat 
to  gm's  fourth 
quarter:  the 
two-week-old 
strike  by  Cana- 
dian workers.  In 
an  Oct.  16  Toron- 
to meeting  with 
Canadian  Auto  Work- 
ers President  Basil  "Buzz" 
Hargrove,  both  men  seem 
to  have  given  ground  to 
produce  what  Hargrove 
calls  a  "framework"  for  a 
settlement.  Serious  bar- 
gaining is  set  to  resume  on 
Oct.  18,  in  hopes  of  reach- 
ing a  deal  by  Oct.  21. 

The  strike  was  sparked 
by  gm's  refusal  to  accept 


outsourcing  restrictions 
contained  in  the  caw's 
agreement  with  Chrysler 
Canada.  GM  now  appears 
willing  to  accept 
this  pattern,  but 
only  at  Canadian 
assembly  plants. 
In  return,  says 
Hargrove, 
Smith  told  him 
the  caw  has  to 
"find  a  way  to  rec- 
ognize gm's  legiti- 
mate" competitiveness 
problems  at  its  component 
plants.  Smith  indicated 
that  he  was  "prepared  to 
continue  the  strike"  if  they 
could  not  hammer  out  an 
acceptable  deal,  Hargrove 
says.  But  Hargrove  feels 
confident  "we've  broken 
the  logjam." 

By  William  Symonds 


in  1993  after  a  career  rooted 
squarely  in  the  staid  world  of 
mainframe  software.  Still, 
his  ascension  to  the  top  job 
on  Oct.  11  was  no  surprise  to 
many  within  Lotus.  Michael 
Zisman,  who  stepped  clown 
as  ceo,  had  told  colleagues 
he  had  to  spend  more  time 
with  his  three  young  chil- 
dren, following  the  death  of 
his  ex-wife  on  Sept.  16.  And 
Papows  has  been  running 
most  of  Lotus'  day-to-day 
operations  since  last  autumn, 
when  Jim  Manzi  quit  the 
company.  Zisman  will 
become  executive  vice-pres- 
ident for  strategy. 

SHORT  SHRIFT  FOR 
MATH  AND  SCIENCE 

FIRST,  STUDENTS,  THE  GOOD 

news:  You  probably  are  cov- 
ering more  math  and  sci- 
ence topics  than  your  peers 
in  45  other  countries.  Now, 
the  problem:  Few  of  those 
subjects  appear  to  be  cov- 


ered comprehensively,  lead- 
ing to  an  education  that  "is  a 
mile  wide  and  an  inch  deep." 
That's  the  conclusion  of  a 
study  released  on  Oct.  15  by 
the  Education  Dept.  and  the 
National  Science  Founda- 
tion. The  first  in  a  series  of 
studies  that  will  chart  teach- 
ing and  performance  stan- 
dards around  the  world  for 
4th,  8th,  and  12th  graders, 
the  report  is  sure  to  touch  off 
renewed  debate  over 
whether  the  U.  S.  should 
impose  national  standards. 

ETCETERA... 

■  Berkshire  Hathaway  will 
pay  $1.5  billion  for  Flight- 
Safety  International. 

■  Economist  William  Vickrey 
died  at  age  82,  three  days 
after  winning  the  Nobel  prize, 
n  An  appeals  court's  suspen- 
sion of  parts  of  an  FCC  order 
may  stall  phone  competition. 

■  Kiwi  International  ground- 
ed its  airplanes  and  said  it 
may  soon  go  out  of  business. 


Five  for  a  Limited  Time. .  A  Guide  to 

The  Top  New 
Data  Warehousing 
Software 


U  hen  200.000  IS  managers  were  asked  to 
choose  the  top  software  for  data  warehousing, 
their  answer  had  a  familiar  ring: 

SASR  software  from  SAS  Institute. 

With  SAS  software,  you  can  integrate 
your  company's  vast  data  resources  with 
proven  data  discovery  capabilities  that 
can  be  custom  tailored  to 
you  and  your  business: 
multi-dimensional 
analysis,  data  mining, 
database  marketing,  '  "  ^ 

data  visualization,  data  query  and 
reporting,  and  much  more. 

It's  never  been  easier  to  access  your 
data... or  to  arrive  at  informed  decisions. 
No  wonder  more  than  3.5  million 
decision  makers  already  rely  on  SAS 
software.  Or  why  it's  now  at  work  in 
the  Fortune  100. 


DATAMATION 


PRODUCT 

OF  THE 

YEAR  1996 


|e  advantage 


ffif 


SAS  Institute 


Software  for  Successful  Decision  Making 

Phone  919.677.8200     Fax  919.677.4444 

Get  tlir  tacts  lor  yourself  in  our  free  data  warehous- 
ing guide.  Just  give  us  a  call  or  visit  SAS  Institute 
on  the  World  Wide  Wei)  at  htt|»://www. sas.com/ 


E-mail:  bw@sas.com 
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TED  BY  OWEN  ULLMANN 


AMPAIGN  FINANCE  96:  IT  DOESN'T 

ET  MUCH  SLEAZIER  THAN  THIS  

will  be  nearly  triple  the  '92  figures.  Abuses  are  so  common 
that  Common  Cause  on  Oct.  9  called  for  a  special  prosecutor. 

Some  blame  the  U.  S.  Supreme  Court.  On  June  26,  it  ruled 
that  parties  could  make  unlimited  "independent  expendi- 
tures" on  congressional  races  so  long  as  they  weren't  coordi- 
nated with  candidates.  That  prompted  National  Republican 
Senatorial  Committee  Chairman  Alfonse  M.  D'Amato  (N.  Y.) 
to  lay  out  $10  million  for  gop  pols  who'd  already  hit  then-  lim- 
it on  direct  party  donations.  The  Democrats,  after  losing  a 
court  challenge  to  D'Amato's  plan,  may  now  copy  him. 
Meanwhile,  U.  S.  courts  have  blocked  the  Federal  Election 
Commission  from  reining  in  an  explosion 
of  "issue"  campaigns  by  groups  such  as 
the  afl-cio.  This  year,  business,  labor, 
and  other  interests  are  spending  an  es- 
timated $60  million  of  unregulated  dol- 
lars on  efforts  like  issue-oriented  ads, 
voter  guides,  and  getting  out  the  vote. 
The  catch:  Ads  must  refrain  from  en- 
dorsements. But  they  can  still  attack 
candidates'  positions.  "Everyone  knows 
what  they  are  designed  to  do,"  scoffs  a 
GOP  insider. 

Big  Labor  has  spent  $17  million  in 
"  30  gop  House  districts  since  April.  The 
Republican  National  Committee  is  fighting  back  with  its  own 
$10  million  issue  campaign.  The  result:  Interest  groups  set  the 
agenda,  not  candidates.  In  Arizona,  a  House  race  between  gop 
Representative  J.  D.  Hayworth  and  Democrat  Steve  Owens 
has  become  a  slugfest  between  the  afl-cio  and  the  U.  S. 
Chamber  of  Commerce,  eclipsing  the  candidates'  efforts. 

As  the  parties  become  ever  more  emboldened  to  push  the 
envelope,  they  risk  a  return  to  the  kinds  of  Watergate-era 
abuses  that  forced  an  overhaul  of  campaign-finance  laws  in  the 
1970s.  But  until  voters  drain  the  campaign-finance  swamp,  the 


he  1996  election  is  still  two  weeks  away,  but  it's  already 
clear  who  has  won:  the  well-heeled  special  interests. 
Thanks  to  huge  campaign-finance  loopholes,  Republicans 
Democrats  are  in  an  "anything  goes"  spending  frenzy.  As 
suit,  the  price  tag  for  federal  races  is  expected  to  hit  a 
rd  $1.6  billion  for  the  first  time.  "The  system  used  to  be 
ering  out  of  control,"  says  former  Federal  Election  Com- 
iioner  Trevor  Potter.  "Now  it's  fallen  off  the  cliff." 
oth  parties  are  eagerly  bending  the  rules.  And  that's 
with  powerful  "independent"  interests  such  as  the  afl- 
which  is  spending  millions  on  behalf  of  Democrats,  and 
Christian  Coalition,  which  is  backing 
gop.  In  some  House  races,  these 
ips  are  usurping  control  of  local 
paigns.  "There's  complete  lawless- 
i  out  there,"  says  Donald  J.  Simon, 
;utive  vice-president  of  Common 
se,  a  citizen's  watchdog, 
xamples  of  anarchy  abound.  The  De- 
ratic  National  Committee  is  under 
from  the  GOP  for  taking  an  illegal 
),000  donation  from  Cheong  Am 
;rica  Inc.,  a  South  Korean  company, 
)ite  laws  barring  contributions  from 
ign  firms,  and  returning  it  only  after  ~ 
Los  Angeles  Times  blew  the  whistle.  The  gop  also  ques- 
\  $900,000  given  to  Democrats  since  1991  by  individuals  and 
panies  with  ties  to  Indonesian  conglomerate  Lippo  Group. 
T  MONEY.  Republicans,  not  to  be  outdone,  are  using  a  re- 
court  ruling  to  deliver  millions  beyond  the  legal  limits  to 
i  Senate  races.  Meanwhile,  Clinton  and  GOP  nominee  Bob 
i  have  accused  each  other  of  illegally  funneling  to  their 
paigns  some  of  their  parties'  $240  million  in  so-called 
t"  money.  Such  funds  are  to  go  only  for  party-building  but 
n  provide  back-door  campaign  financing.  While  candidate 
ributions  are  limited  to  $1,000  per  election,  there's  no  ceil- 
on  "soft"  money.  This  year,  the  parties'  soft  money  totals 


CLINTON:  Benefiting  from  big  donors 


pols  will  revel  in  the  muck. 


By  Mary  Beth  Regan 


CAPITAL  WRAPUP 


IE  GOP'S  DIRTY  ISSUE 

The  gop's  anti-environmental  image 
ly  cost  the  party  on  Election  Day. 
'listers  Celinda  Lake  and  the  Tar- 
ace  Group  found  that  questions 
out  the  environment  reminded  vot- 
3  that  73-year-old  Bob  Dole  repre- 
nts  a  generation  that  had  to  be  edu- 
ted  on  the  issue.  Respondents 
nded  to  attribute  the  gop's  anti-envi- 
nmentalism  to  its  links  with  special 
;erests.  And  the  pollsters  found  that 
ring  voters  who  normally  support 
?publicans  on  economics — young 


blue-collar  males,  non-college  women, 
and  Generation  X-ers — may  vote 
against  them  over  the  environment. 

BILL  DALEY  FOR  USTR? 

►  The  latest  contender  for  U.  S.  Trade 
Representative  in  a  second  Clinton 
term  is  power  lawyer  William  M. 
Daley,  brother  of  Chicago  Mayor 
Richard  M.  Daley.  Hardly  a  trade 
expert,  Bill  Daley  won  kudos  from 
Clintonites  in  '93  for  rallying  business 
behind  the  North  American  Free 
Trade  Agreement.  One  fan  is  Com- 
merce Secretary  Mickey  Kantor. 


NO  PENNY  PINCHERS  HERE 

►  Members  of  the  GOP-controlled 
104th  Congress  started  out  like 
refreshing  penny  pinchers,  but  they 
ended  up  traditional  pork  purveyors, 
finds  a  new  National  Taxpayers  Union 
study.  The  watchdog  group  says  309  of 
the  535  members  introduced  bills  to 
cut  net  spending.  But  as  Election  Day 
drew  nearer,  lawmakers  reverted  to 
form.  The  final  tally:  House  members 
voted  to  boost  net  spending  an  aver- 
age $26.8  billion;  senators  approved 
$38.2  billion  in  higher  spending. 


International  Business 


THE  PHILIPPINES 


THE  ROAD 
AFTER  RAMOS 

Progress  could  exit  with  the  President 


■  t  was  a  most  unusual  sermon.  At  a 
I  religious  service  held  in  Manila  on 
I  Oct.  6,  Eddie  Villanueva,  one  of  the 
I  Philippines'  most  popular  evangelical 
preachers,  spoke  earnestly  of  kings  and 
princes  chosen  by  the  hand  of  God.  "The 
terms  of  kings  and  presidents  is  deter- 
mined by  God  alone,"  he  proclaimed. 
Then,  in  a  dramatic  combination  of  the 
sacred  and  the  secular,  Villanueva  led 
President  Fidel  V.  Ramos  and  the  as- 
sembled flock  in  an  emotional  prayer 
for  the  extension  of 
Ramos'  six-year  term. 

Ramos  is  not  saying  if 
he  wall  go  quietly  in  1998 
or  seek  a  constitutional 
amendment  to  permit  his 
reelection.  Another  op- 
tion is  to  assume  the  un- 
elected  role  of  elder 
statesman,  much  like 
Lee  Kuan  Yew  in  Singa- 
pore. The  uncertainty  is 
so  great  that  already,  17 
months  before  his  term 
ends,  the  question  is  "the 
talk  of  the  town,"  says 
Alan  T.  Ortiz,  a  former 
government  official  who 
is  now  chairman  of  In- 
donesian-owned Dhar- 
mala  Philippines  Inc. 

It's  a  defining  moment 
for  this  island  nation, 
which  has  come  an  enor- 
mous distance  since  the 
dark  days  of  the  Marcos 
era.  But  much  remains 
to  be  done  before  the 
country  solidifies  its  po- 
sition as  an  Asian  Tiger. 
As  Ramos  told  business 
week,  "I  would  not  want 
the  policies,  the  momen- 
tum, the  tremendous 
progress  we  have 
achieved  wasted."  Yet  if 


The  Philippines: 
Asia's  Next  Tiger? 
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Ramos  bows  out,  it's  possible  no  suc- 
cessor will  have  the  skills  or  standing 
needed  to  keep  the  country  growing 
and  investment  flowing  in.  If  Ramos 
presses  for  a  second  term,  the  risk  of  a 
political  and  constitutional  crisis  is  great. 
That  could  mean  a  return  to  the  days  of 
disorder  and  economic  stagnation. 
TECHNO-BUFF.  Ramos,  a  68-year-old  for- 
mer general,  is  a  hero  to  millions  be- 
cause he  has  presided  over  unprece- 
dented economic  growth,  a  surge  in 
foreign  investment,  and 
reforms  ranging  from  ed- 
ucation and  housing  to 
Asia's  most  innovative 
privatization  program. 
His  initiatives  are  cred- 
ited with  shoring  up  the 
country's  democracy  and 
blunting  the  worst  ex- 
cesses of  corruption. 

But  Ramos  has  his  op- 
ponents. Some  see  the 
shadow  of  Ferdinand  E. 
Marcos,  who  kept  chang- 
ing the  law  to  solidify  his 
dictatorship.  Some  have 
their  own  ambitions  to 
rule.  Many  don't  want 
the  constitution  changed. 
As  a  result,  moves  in 
support  of  a  second 
Ramos  term  have 
prompted  a  firestorm  of 
opposition.  "It's  a  very 
sensitive  time  right 
now,"  says  a  Western 
diplomat  in  Manila. 

Indeed.  Ramos  is  try- 
ing to  keep  a  lid  on  the 
issue  so  that  the  Asia 
Pacific  Economic  Coop- 
eration (apec)  meeting 
in  Manila,  on  Nov.  22- 
25,  can  showcase  his 
progress.  Leaders  from 
U.  S.  President  Bill  Clin- 


ton to  Chinese  President  Jiang  Zen  Sicknara 
are  scheduled  to  attend.  Ramos  hopes  ss,  >; 
lure  additional  investment  and  disf  Sued 
the  lingering  notion  that  the  Philippine 
is  an  Asian  basket  case. 

But  Ramos'  opponents  want  the  pn  vilegi 
ident  to  declare  his  intentions  befci  iningtl 
apec,  hoping  Ramos  will  be  so  concern  oy ..■ 
with  presenting  an  upbeat  image  of  t  >r 
Philippines  that  he'll  unilaterally  disavc ; 
any  intentions  of  staying  in  power.  ferine; 

Ramos  couldn't  have  picked  a  bett  Hon 
time  for  the  Philippines  to  take  cent ; 
stage.  Alone  among  its  Asian  neighboi  ter  am 
growth  is  accelerating,  and  officials  s;! 
sustained  annual  gdp  growth  from  5 


now  to  8%  is  in  reach,  gnp  growth  is 
ready  7%,  fueled  by  money  sent  hon 
from  Filipinos  abroad  (charts).  "We'1!:; 
broken  the  boom-bust  pattern,"  boas 
Ramos,  a  graduate  of  the  U.  S.  Militai 
Academy  at  West  Point. 


Hi* 


60  BUSINESS  WEEK  /  OCTOBER  28,  1996 


'STEADY  EDDIE' 


The  President 
has  pursued  a 
reform  agenda, 
from  education 
to  privatization 


Nicknamed  "Steady  Eddie"  by  the 
iss,  Ramos  isn't  flashy,  but  he  has 
•sued  a  persistent  agenda  of  reform. 
>erals  applaud  his  concern  for  social 
aes  and  willingness  to  take  away  the 
vileges  that  the  cluster  of  families 
ining  the  country's  business  has  long 
oyed.  Before,  telecommunications  was 
setively  a  monopoly.  The  queue  for 
n  telephone  lines  stretched  for  years, 
Bering  both  consumers  and  business- 
Now  there  are  nine  more  eompa- 
s  fighting  for  the  market.  Service  is 
;ter  and  rates  are  falling.  In  addition, 
ilippine  Airlines  Inc.'s  stranglehold 
•3  ended,  and  upstart  carriers  have 
cen  to  the  skies. 

Business,  for  its  part,  has  embraced 
,mos'  go-for-growth  strategy,  even 
>ugh  it  means  more  competition,  and 
lcomes  the  political  stability  that  he 
5  brought  after  six  coup  attempts  dur- 


ing the  years  of  Cory  Aquino's  reign.  A 
techno-buff,  Ramos  uses  videoconfer- 
encing to  conduct  Cabinet  meetings 
when  abroad,  and  has  wired  Malacanang 
Palace,  the  presidential  residence,  with 
E-mail. 

"A  CASKET  CASE."  It's  hard  to  over- 
state how  far  the  Philippines  has  come 
since  Ramos  took  over.  "We  weren't  a 
basket  case,  we  were  the  casket  case  of 
Asia,"  says  Manuel  B.  Villar  Jr.,  a  con- 
gressman and  the  head  of  c&p  Homes 
Inc.,  a  large  developer.  Parts  of  the 
country  were  often  without  electricity 
for  6  to  10  hours  at  a  stretch.  Now, 
Honda  Cars  Philippines  Inc.,  which  has 
invested  $100  million  here  since  1991,  is 
so  certain  of  reliable  power  that  it  didn't 
bother  installing  a  backup  generator  at 
its  newest  assembly  plant. 

Although  the  Philippines  has  been  long 
ridiculed  for  a  chaotic  political  system, 


the  Ramos  ad- 
ministration is 
showing  that 
democracy  and 
development  can 
go  hand-in-hand. 
"We're  seeing  the 
Philippines  look- 
ing politically  sta- 
ble while  around  us  most  other  countries 
are  experiencing  instability,"  says  Robert 
M.  Seal's,  head  of  the  American  Chamber 
of  Commerce  of  the  Philippines. 

But  there's  a  long  list  of  reforms  that 
Ramos  still  needs  to  push  through,  par- 
ticularly tax  increases  to  stem  the  grow- 
ing budget  deficit.  In  addition,  the  slug- 
gish and  semifeudal  agricultural  sector, 
which  makes  up  one-quarter  of  the 
economy,  is  holding  back  growth.  The  le- 
gal system  is  a  mess.  Foreign  companies 
would  like  more  liberal  retail  laws,  bet- 
ter protection  for  intellectual  property 
rights,  and  looser  restrictions  on  prop- 
erty ownership. 

Despite  improvements,  inadequate  in- 
frastructure remains  a  drag  on  the  econ- 
omy. Traffic  in  Manila  is  starting  to  rival 
Bangkok  for  the  dubious  distinction  of 
being  the  worst  in  Asia.  Train  service  is 
a  shambles  and  the  country's  over- 
crowded ferries  are  death  traps.  Water 
and  sewage  facilities  are  inadequate. 
The  International  Monetary  Fund  esti- 
mates the  Philippines  will  need  to  dou- 
ble infrastructure  spending  to  $5  billion 
annually  for  the  next  decade  simply  to 
catch  up  with  Thailand. 

Ramos  is  playing  his  cards  close  to 
his  chest.  Asked  if  he  would  stay  in  of- 
fice, he  says  cryptically:  "My  paramount 
objective  is  to  make  sure  that  the 
growth  path,  the  social  equity  path,  un- 
der the  unique  Philippine  democratic 
system,  will  continue  beyond  1998." 

Ironically,  a  move  by  Ramos  to  re- 
main could  provoke  exactly  the  sort  of 
political  uncertainty  the  President  does 
not  want.  Ramos'  opponents  claim  they 
support  continued  economic  and  political 
reform,  but  there's  fear  that  some  can- 
didates might  take  a  more  populist  ap- 
proach and  endanger  the  country's  hard- 
won  economic  gains.  Business  leaders 
are  particularly  nervous  about  Joseph  E. 
Estrada,  who  tops  the  polls  but  whose 
panderings  to  popular  opinion  could  un- 
dercut reforms. 

So  what  comes  next?  "God  knows," 
says  Francisco  H.  Licuanan  III,  presi- 
dent of  powerful  Ayala  Land  Inc.  "But 
when  push  comes  to  shove,  we  will  pick 
a  good  president."  The  Philippines, 
which  has  time  and  again  squandered  its 
good  fortune,  had  better  hope  so. 

By  Mark  L.  Clifford  in  Mam  In 
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JAPAN 


JUMBO  PROBLEMS 
AT  JAPAN  AIRLINES 

Its  recovery  is  rocked  by  soaring  fuel  prices,  new  rivals 


Going  into  1996,  Japan  Airlines  Co. 
figured  its  nightmarish  run  had 
mercifully  ended.  A  crash  corpo- 
rate diet  of  job  buyouts,  hiring  freezes, 
and  shelved  investments  had  ended  the 
carrier's  huge  losses.  Gone  were  the 
chauffeur-driven  rides  home  from  Nari- 
ta  Airport  for  jal  pilots.  Instead,  a 
yen-pinching  mentality  produced  a  tiny 
profit  for  the  year  ended  in  March. 

Good  stuff.  Yet  now  it's  looking  like 
a  false  dawn  at  jal.  Soaring  fuel  prices, 
a  weakening  yen,  and  new  competition 
are  posing  a  threat  to  its  fragile  re- 
covery. That's  why  the  carrier  is  ready- 
ing more  cost  cuts  to  insure  that  de- 
cent profits  materialize. 
DOMESTIC  UPSTART.  The  biggest  im- 
mediate problem  is  the  spot  price  for  jet 
fuel,  up  45%  on  the  Singapore  exchange 
over  the  past  year,  to  $32  a  barrel.  Few 
see  prices  retreating  soon.  Worse,  the 
yen's  30%  depreciation  against  the 
greenback  since  April  has  undercut  jal's 
purchasing  power  in  the  dollar-denomi- 
nated oil  market.  From  April  to  Au- 
gust, jal's  fuel  bill  jumped  $90  million 
over  the  year-ago  period.  "Oil  prices 
are  clobbering  earnings,"  says  Douglas 
Hayashi,  who  tracks  jal  for  bzw  Re- 
search Ltd.  in  Tokyo.  Investors  have 


bid  the  stock  price  down  (chart)  in  an- 
ticipation of  a  bombshell  on  Oct.  30, 
when  jal  releases  its  half-year  num- 
bers. Many  analysts  expect  a  28%  drop 
in  jal's  operating  earnings,  to  $162  mil- 
lion on  revenues  of  $5.4  billion. 

There's  also  bad  news  on  the  do- 
mestic front,  where  jal  holds  a  27% 
share.  On  Oct.  14,  Japanese  airline  tick- 
et discounter  his  Co.  announced  plans 
to  launch  a  domestic  carrier  that  would 
offer  a  fare  50%>  lower  than  jal's  on 
the  high- volume  Tokyo-Sapporo  route. 
This  would  be  the  first  new  domestic 
airline  since  the  1950s.  In  a  deregulat- 
ing move,  the  Transport  Ministry  would 
probably  give  the  up- 
start the  best  landing 
slots  at  the  newly 
expanded  airport  at 
Haneda  in  Tokyo. 

The  job  of  getting 
the  flagship  carrier 
back  in  shape  has  fall- 
en to  Akira  Kondo, 
jal's  president  since 
1995.  The  62-year-old 
joined  the  airline  right 
out  of  Tokyo  Universi- 
ty and  even  married  a 
jal    secretary.  This 
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HEAVY  LOAD:  JAL  aims  to  c\  1NCE 
$1.8  billion  in  costs  by  1998 


company  lifer  must  attack  a 
bloated  cost  structure.  E 
now,  it's  not  uncommon  for  a 
nior  jal  flight  attendant  to 
clown  a  $100,000-plus  sal 
Overall,  jal's  operating  costs  IS 
one-third  higher  than  those 
United  or  Northwest  Airline 
and  far  higher  than  at  Singar. 
Airlines. 

Kondo  aims  to  slash  $1.8  bil  H 
in  costs  by  1998.  To  get  th 
jal  plans  to  cut  its  payroll  Jij 
5,000,  down  to  17,000,  thro 
buyouts  and  attrition.  Next 
it  will  also  use  a  facility 
Xiamen,  China,  to  revamp  j; 
of  its  fleet,  jal  figures  it  will  \ 
able  to  overhaul  six  Boeing 
there  for  what  it  costs  to  re 
bish  one  in  Japan.  To  do 
Japan's  price-gouging  oil  companie; 
is  buying  some  oil  directly  from  supj 
ers  in  Singapore,  at  a  10%  savings. 
FOREIGN  STAFF,  jal's  unions,  w 
have  already  agreed  to  cost-saving 
cessions,  are  now  worried  about 
presence  of  lower-paid  foreign  s| 
jal's  subsidiary  carrier,  Japan  I 
Charter  Co.,  recruits  its  pilots  froirlj 
nations  and  bases  them  in  Hawl 
while    cabin   crews   are   based  1 
Bangkok — all  at  a  much  lower  cl 
than  operations  in  Japan.  The  divisl 
is  handling  flights  from  Japan  I 
Hawaii,  Bangkok,  Guam,  and  Saipj 
By  1998,  it  will  account  for  17%  of  jl 
overseas  traffic.  Says  Hideo  Kato,  v:| 
chairman  of  the  Japan  Airlines  Workl 
Union:  "That's  the  limit."  He  warns 
trouble  if  jal  pushes  out  Japanese  e§ 
ployees  in  favor  of  foreigners. 

Still,  Kondo  has  no  choice  but  to  I 
the  stakes.  Although  jal  is  hauling  ml 
international  passengers,  its  profits  p 
under  pressure  from  overseas  carrier 
The  opening  of  Kansai  International  I\ 
port  outside  Osaka  in  1994  allowed  i! 


JAL'S  HARD  LANDING 
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eign  airlines  to  boost  t>. 
pacity  by  20%.  A 
despite  jal  discounti 
United  Airlines  Inc. 
Northwest  Airlines  It- 
still  are  undercutting 
by  10%  on  some  Pai 
Rim  fares.  In  a  c 
throat  business  thsl 
driven  by  cost,  JAj 
new  era  of  austerity 
only  beginning. 

By  Brian  Bremrf 
with  Tomoko  Takahai 
in  Tokyo 
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3  sale  of  Thomson  to  Lagardere  heralds  a  new  openness 


in  Oct.  17,  France  took  a  bold  step 
forward.  In  the  hotly  contested  pri- 
vatization of  defense  and  electronics 
t  Thomson,  President  Jacques  Chirac 
ly  favored  the  bid  of  defense  and 
ishing  group  Lagardere  over  its  rival, 
10m  giant  Alcatel  Alsthom. 
he  decision  was  a  triumph  of  market 
S  over  political  favoritism  and  the 
,)est  impulses  of  French  dirigisme. 
raying  "Oui"  to  Lagardere,  long 
ght  to  be  out  of  the  innning,  Chirac 


debt-laden  Thomson  for  a  symbolic  franc 
to  Lagardere  paves  the  way  for  a  new 
era  of  market  openness.  Lagardere's 
takeover  of  defense  subsidiary  Thomson 
csf  makes  sense  in  the  global  defense  in- 
dustry, where  contractors  are  rushing  to 
achieve  critical  mass.  And  by  approving 
the  involvement  of  Daewoo  Electronics 
— assumed  by  many  insiders  to  be  the 
kiss  of  death  for  Lagardere's  bid — 
Chirac's  government  signals  an  end  to 
xenophobic  industrial  attitudes.  The  sale 


finally  be  ushering  in  sweeping 
iges  to  French  industrial  policy.  For 
past  decade,  while  other  European 
itries  were  forced  to  embrace  open 
petition,  France  remained  staunchly 
ectionist  at  heart.  Even  when  com- 
es were  privatized,  the  government 
ed  to  play  kingmaker,  arranging  new 
ipings  lacking  in  market  logic, 
he  government's  initial  support  of 
Alcatel  bid  looked  like  one  more  il- 
al  choice.  Alcatel  lacks  the  defense 
;rtise  of  Lagardere's  Matra  unit,  but 
ould  have  created  a  national  champi- 
n  telecom,  defense,  and  television 
nology — the  kind  of  lumbering  be- 
oth  so  dear  to  French  policymakers, 
istead,  the  surprise  decision  to  sell 


of  television  maker  Thomson  Multime- 
dia to  Daewoo  is  a  step  back  from  the 
old  drive  to  suppoit  key  industries,  even 
when  the  companies  involved  needed  bil- 
lions in  subsidies.  "France  has  reached 
the  stage  where  it  sells  publicly  owned 
companies  that  are  ailing,"  says  Budget 
Minister  Alain  Lamassoure. 
REAL  JEWEL.  To  be  sure,  the  proponents 
of  protectionism  still  loom  large  in 
France.  And  in  typical  fashion,  the  gov- 
ernment will  pour  a  final  $2.2  billion  of 
taxpayers'  money  into  recapitalizing 
Thomson.  But  the  Thomson  sale  still 
shows  a  willingness  among  some  key  pol- 
icymakers to  embrace  new  thinking.  De- 
spite Chirac's  known  preference  for  Al- 
catel, a  skeptical  group  of  parliament 


members  responsible  for  defense  policy 
spoke  out  in  favor  of  Lagardere.  And 
the  press  vigorously  examined  the  sale, 
avidly  printing  leaks  that  undermined 
Alcatel's  bid. 

France  stands  to  gain  technology 
and  investment  by  selling  to  Daewoo, 
which  promises  to  invest  $1  billion  in 
state-of-the-art  production  facilities  in 
France  and  create  5,000  new  jobs — at  a 
time  when  unemployment  tops  12%. 
The  decision  is  also  good  news  for  los- 
er Alcatel,  whose  stock  rose  immedi- 
ately on  the  announcement.  Its  dream 
of  creating  a  global  electronics  empire 
could  have  sabotaged  the  turnaround  in 
progress,  following  losses  of  $5  billion 
in  1995.  "There  were  concerns  that  Al- 
catel was  trying  to  enter  a  market 
where  it  didn't  have  as  much  exper- 
tise as  Matra,"  says  Laurant  Truchi,  a 
fund  manager  at  gti  Finance.  Now  Al- 
mm  catel  can  concentrate 
I  on  telecom,  where  there 
I  are  more  than  enough 
I  challenges. 

But  the  real  jewel  for 
I  France  is  the  Lagardere 
I  Group's  new  defense  eom- 
I  pany,  to  be  called  Thom- 
I  son-Matra.  It  will  rank  high 
I  in  global  markets  behind 
I  Lockheed  Martin  Loral, 
I  and  wield  enough  weight 
I  to  become  the  focal  point 
I  of  rationalizing  the  Euro- 
pean defense  industry.  And 
Thomson-Matra,  unlike  the 
old  Thomson  CSF,  will  no 
longer  be  an  appendage  of 
the  government  but  a  com- 
pany that  has  to  make 
profits.  "France  will  have 
to  give  up  the  old  cozy  re- 
lationships" between  con- 
tractors and  government, 
says  Robbin  F.  Laird,  a 
Washington  defense  indus- 
try consultant. 

Finally,  winning  Thomson  is  bound  to 
stimulate  change  at  Lagardere.  Analysts 
already  speculate  that  Lagardere  will 
hold  onto  its  defense  company  and  sell  off 
its  publishing  holdings.  "I  think  it's  a 
good  thing  for  all  the  parties  involved," 
said  Philippe  Schmitt,  an  analyst  at  abn 
Amro  Hoare  Govett  in  Paris. 

A  cynic  might  point  out  that  Chirac 
had  no  choice.  After  all,  France  can  no 
longer  afford  to  prop  up  beleaguered 
state-owned  companies — and  a  foundering 
Alcatel  would  have  been  a  huge  political 
liability  in  the  years  to  come.  Neverthe- 
less, it  is  a  courageous  about-face.  And 
about  time. 

By  Gail  Edmondson  in  Paris 
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You  know  the  feeling.  Your  boss  appears  in 
the  doorway,  asking  for  information  that 
your  current  HR  software  just  can't  pro- 
duce on  demand. 

Fortunately,  with  a  Human  Resource 
Management  System  from  ADP,  everything 
from  benefits  projections  to  staffing  analy- 
ses is  just  moments  away.  Because  our 
systems  are  so  flexible,  they  allow  you  to 
access  the  information  you  want,  the  way 
you  want  it. 

And  with  over  20  years  of  HR  experi- 
ence, ADP  will  be  there  to  guide  you  every 
step  of  the  way.  From  current  system 
analysis  to  new  system  implementation 
to  ongoing  maintenance,  we'll  provide  a 
support  team  dedicated  to  your  needs. 

No  wonder  over  5,000  companies 
rely  on  ADP  for  HR  solutions.  Whether 
your  company  is  LAN-  or  WAN-based, 
requires  single-user  or  client-server  plat- 
forms, we  provide  solutions  that  seam- 
lessly integrate  your  HR,  benefits  and 
payroll  information. 

So  the  next  time  your  CEO  asks  for 
information,  you'll  be  able  to  deliver  it 
e  spot.  To  find  out  more,  visit  us  at 
dp.com  or  call  for  a  free  demo  disk. 
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PERCY  BARNEVIK 
PASSES  THE  BATON 

Goran  Lindahl  must  push  ABB  faster  into  emerging  markets 


NEW  ERA:  Barnevik  and  new  CEO  Lindahl  at  a  Stockholm  news  conference 


Jetting  around  the  globe  assembling 
and  fine-tuning  a  vast  business  em- 
pire, Percy  Barnevik  has  long 
seemed  like  "a  human  perpetual  motion 
machine,"  as  one  observer  put  it.  But 
even  the  chief  of  Zurich-based  giant  abb 
Asea  Brown  Boveri  Ltd.  seems  to  have 
his  limits.  On  Oct.  10,  the  55-year-old 
Barnevik  said  he  would  step  down  after 
eight  years  as  president  and  ceo,  turn- 
ing over  the  reins  to  longtime  sidekick 
Goran  Lindahl.  Bamevik  will  remain  as 
nonexecutive  chairman  of  the  maker  of 
power  and  other  heavy  equipment.  "All 
the  big  acquisitions,  the  70-to-80  hour 
weeks,  have  been  a  tremendous  strain," 
Barnevik  says. 

The  new  candidate  is  no  clone  of  the 
boss.  Barnevik,  an  economist  by  train- 
ing, was  brought  in  from  the  outside  to 
revamp  Sweden's  Asea  in  1980.  Lindahl, 
51,  is  an  electrical  engineer  who  started 
out  at  Asea,  which  Barnevik  merged 
with  the  Swiss  Brown  Boveri  to  create 
abb  in  1988.  Lindahl  probably  knows 
the  ins-and-outs  of  the  business  better 
than  Barnevik,  but  he  faces  a  big  chal- 
lenge. He  needs  to  push  abb  faster  into 
emerging  markets  and  cut  back  the 
company's  dependence  on  slower-grow- 
ing European  and  U.  S.  businesses. 

Lindahl  has  a  good  track  record.  He 
has  been  on  abb's  seven-member  exec- 
utive committee  since  1988,  has  trav- 
eled widely  overseas,  and  has  pumped 
up  earnings  in  the  $9  billion  power 


transmission  and  distribution  business 
from  $28  million  in  1988  to  $675  million 
in  1995.  A  good  listener  and  strong 
backer  of  research  and  development,  he 
lacks  Bamevik's  outsize  personality  and 
cult  following  among  management 
mavens.  This  may  please  some  in  the 
Swedish  and  European  business  Estab- 
lishments, who  have  found  Barnevik's 
flamboyance  and  outspokenness  grating. 
Both  executives  are  Swedish. 

Outsiders  may  be 
forgiven  for  thinking 
that  abb  under 
Barnevik  has  been  a 
one-man  band.  But 
Lindahl  says  the  exec- 
utive committee  oper- 


A  LOOK  AT  LINDAHL 

BORN  1945,  Umea,  Sweden 


EDUCATION  Chalmers 
University  of  Technology, 
Gothenburg,  Sweden,  MS 


ates  in  a  collegial  fash 

ion,  so  he  has  long     m_  _decJ_ricaLengJneenn_g_   worlds. 

CAREER  Joined  Asea  in 
1971.  Since  1988  has  been 
an  executive  vice-president 
and  member  of  the  elite 
Group  Executive  Committee. 
Ran  Asia-Pacific  region  from 
1988-93  and  Middle 
East/North  Africa  1993-96. 


helped  shape  the  com- 
pany. "I  see  no  reason 
to  change  strategy  just 
because  we  are  chang- 
ing the  ceo,"  he  says. 

Lindahl  says  his  ap- 
proach will  be  to 
"adapt"  to  slow  growth 
in  the  industrialized  na- 
tions by  specializing  in 
refurbishing  existing 
facilities.  Nearly  all 
new  investment  in  ca- 
pacity will  go  to  the 
emerging  markets. 
Years  of  drastic  re- 


structuring under  Barnevik  are  paj 
off  in  steady  growth.  Operating  earnj 
for  the  first  six  months  of  1996] 
creased  4%,  to  $1.4  billion,  over 
same  period  in  1995  on  revenues  of 
billion.  Despite  abb's  emerging-man 
push,  almost  60%  of  business  is  in 
rope,  causing  growth  to  drag. 

Any  doubts  about  Lindahl  centei 
whether  he  can  penetrate  emerg] 
markets  as  effectively: 
Barnevik.  Lindahl  answ 
that  he  has  plenty  of  exp 
ence  pounding  the  paveir. 
in  such  markets,  lead 
abb's  push  into  Asia  fi 
1988-93.  Since  then  he 
been  responsible  for  the  J 
die  East  and  North  Afri<Mj 
easing  off.  Bamevik  is  \H 
ing  to  step  aside  becauseH 
thinks  abb  is  stable  enow..: 
i"  weather  his  exit.  Indfl 
the  stock  hardly  moved  ail 
the  announcement.  "FoH 
moment,  I  was  afraid  thaU 
would  go  up,"  Barnevik  joH 
In  Barnevik's  view,  mm 
of  the  transformation  he  H 
visioned  at  abb  has  bam 
achieved.  European  operations  hjH 
been  rationalized,  abb  has  establish 
a  major  presence  in  North  America,  im 
the  drive  into  Asia,  the  former  Sow 
bloc,  and  other  emerging  markets  is  U 
der  way.  He  says  that  Lindahl's  ijm 
will  be  to  maintain  the  pace:  "If  jfl 
want  to  keep  momentum  and  continuv 
it  is  best  to  get  an  internal  candidate 
What  will  Barnevik  do  next?  Pail 
out  seeking  another  ceo  slot,  he  says 1 
will  be  a  "discuss 
partner  and  coach"  i 
senior  manageme. 
His  easing  off  at  Pt 
may  let  him  play  8 
even  bigger  role  in  lie 
Swedish  and  Europe 
business  and  politi  1 
He  chairsa 
group  advising  Eu 
pean  Union  Presidtt 
Jacques  Santer 
competitiveness  ai 
also  holds  the  cha- 
manships  of  steelmah 
Sandvik  and  constr- 
tion  giant  Skanskap 
well  as  that  of  All 
Will  he  shake  up  ti 
still-stodgy  world  1 
Swedish  enterprit? 
Europe  is  watching. 
By  Stanley  Reedlfi 
with  Aria] 


KEY  TASKS  Cope  with  slow 
growth  in  Europe,  where 
ABB  has  nearly  60%  of  its 
business.  Push  hard  into 
emerging  markets. 
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If  your  mainframe -based  enterprise  has  expanded  to  include  thousands  of  PCs  and  servers, 
while  your  internal  resources  haven't,  call  Vanstar,  the  distributed  computing  experts. 


Vanstar  offers  the  network  management  and  life  cycle  services  you  need  to  manage  growth: 
consulting  and  design,  network  planning,  integration,  procurement,  financing,  installation,  and 
deskside  support.  Everything  you  need  to  break  free  of  your  internal  constraints. 

With  Vanstar,  you  choose  as  much,  or  as  little,  of  our  expertise  as  you  need  to  master 
your  distributed  computing  environment.  That  flexibility  is  why  hundreds  of  Fortune 
1000  companies  have  selected  Vanstar. 

To  learn  how  you  can  stay  ahead,  please  visit  us  at  www.vanstar.com/8ball  or  call  us 
at  1-800-994-2345.  We'll  help  you  make  a  clean  break. 


znstar  Corporation.  Visit  our  web  site:  www.vanstar.com/8ball 


The  good  news  about  our 
Web-deployable  software  is  that  you  can 
set  up  an  office  anywhere. 


( The  bad  news  is,  we  mean  anywhere. )         SuddenU.  iki  potential  busin 
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plan  too  ambitious.  By  offering  instantane 


information  from  virtually  anywhere,  LAWSON  INSIGHT™  B 


no  matter  where  thev  are.  New  sites,  large  or  small,  c  an  be  hooked  up  in  r 


information,  functional  barriers  crumble,  smoothing  the  way  for  Activity-Based  Management 
fact  is.  our  Financials,  human  resources,  procurement  and  supply  chain  process  suites  can  help  your  busine 


Visit  us  di 
www.lawson.com/insight 

or  call 
1-800-477-1357. 
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access  to  critical  financial 


lent  System  enables  people  to  work  faster  and  smarter 


;ed  to  months  or  even  years).  And  because  everyone  has  access  to  the  same 


il  teams  can  work  together  more  efficiently  and  react  swiftly  to  changing  market  conditions. 


action  of  the  cost  of  expanding  your  current  network.  LAWSON  INSIGHT.  Because  the  future  can't  wait. 
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WASHINGTON  AND  SEOUL 
SWITCH  TO  SNARLING 


Anti-Americanism  is  on  the  rise  in  a  key  Asian  ally.  Re- 
gional tensions,  misdeeds  by  U.  S.  servicemen,  and  trade 
tiffs  over  everything  from  autos  to  telecommunications 
are  damaging  relations.  America  and  Japan?  No,  this  time 
sparks  are  flying  between  the  U.  S.  and  South  Korea. 

Indeed,  ties  between  Washington  and  Seoul  are  even  more 
strained  than  U.  S.-Japan  relations  have  been  in  recent  years. 
U.  S.  prosecutors  earlier  this  month  charged  a  Korean- Amer- 
ican intelligence  analyst  with  spying  for  Seoul.  And  the  U.  S. 
may  soon  file  three  complaints  against  South  Korea  at  the 
World  Trade  Organization.  Washington  tried  to  dispel  suspi- 
cions of  a  rift  by  sending  a  top  State 
Dept.  official  to  Seoul  in  October.  But 
that  didn't  fool  anyone.  "It's  a  very, 
very  troubled  relationship,"  says  a 
U.  S.  government  Asia  expert. 
SEEDS  OF  MISTRUST.  Behind  all  the 
friction  is  a  change  in  attitude  on  the 
part  of  both  countries.  With  China's 
influence  growing,  U.  S.  interests  in 
the  region  go  beyond  protecting 
South  Korea  from  the  North.  The 
U.  S.  long-term  goal:  to  reunify  the 
countries.  But  South  Korea  disagrees 
with  the  U.  S.  over  timing  and  terms 
of  reunification.  On  trade,  after  sup- 
porting the  South  militarily  for  45 
years,  the  U.  S.  wants  access  to  its  middle  class.  South  Ko- 
reans, emboldened  by  their  economic  might,  are  staking  out 
positions  at  odds  with  those  of  the  U.  S. 

The  seeds  of  mistrust  were  sown  in  1994,  when  the  U.  S. 
struck  a  deal  with  North  Korea  in  which  Pyongyang  pledged 
to  freeze  its  nuclear-weapons  program  in  return  for  fuel  oil 
and  two  nuclear  reactors,  to  be  financed  by  South  Korea.  But 
Seoul  is  fearful  that  the  U.  S.  may  be  cozying  up  to  the 
North  at  its  expense.  Seoul's  suspicions  were  renewed  by  Sec- 
retary of  State  Warren  M.  Christopher's  response  when  a 


AT  THE  DMZ:  Diverging  policies  toward  North 
Korea  strain  U.S. -South  Korea  relations 


North  Korean  submarine  ran  aground  off  the  South's  coa 
mid-September.  Christopher's  admonition  that  "all 
ties . . .  avoid  taking  any  further  provocative  actions"  was| 
sented  by  Seoul  for  implying  that  it  was  at  fault. 

Administration  trade  warriors,  meanwhile,  are  turning 
the  heat  on  Seoul.  Two  1995  wro  cases  charge  South  Kc| 
with  discriminatory  treatment  of  imports.  Now,  the  U.  I 
mulling  three  more  cases.  The  Clintonites  fume,  for  exar 
over  the  higher  taxes  Seoul  imposes  on  big  cars  and  its 
ure  to  adopt  global  copyright  protections. 

Such  hurdles,  however,  aren't  apparent  from  trade 
ures.  After  years  of  deficits,  the  l| 
last  year  ran  a  $1.2  billion  trade 
plus  with  South  Korea.  U.  S.  offic 
expect  it  to  grow  modestly  this  y| 
Still,  argues  Acting  U.  S.  Trade 
Charlene  Barshefsky,  South  Korel 
"an  extremely  difficult  market  [ 
U.  S.  business  to  penetrate."  DetrJ 
Big  Three,  for  example,  must  ba| 
an  8%  import  tariff  and  excise  ta 
of  up  to  20%  on  large  cars.  Thank! 
surging  demand,  imported  car  si 
have  jumped  in  the  past  18  moil 
but  still  account  for  just  0.7%  off 
domestic  auto  market.  Notes  Cll 
V.  Prestowitz  Jr.,  president  of 
Economic  Strategy  Institute:  "Korea  is  following  the  sa 
pattern  as  Japan.  If  they  make  it,  they  don't  import  it." 

Seoul  maintains  that  it  has  lowered  tariffs  and  excise  t 
es.  But  the  Clintonites  brush  aside  such  arguments.  1 
South's  lament  that  the  U.  S.  appears  to  be  abandoning! 
ally  "verges  on  paranoia,"  says  one  senior  U.  S.  official.  3 
Seoul  knows  it  depends  on  the  U.  S.  militarily.  So  the  two 
be  uneasy  allies — at  least  until  reunification  is  resolved. 

By  Amy  Borrus  in  Washingi 
with  Catherine  Keumhyun  Lee  in  Se] 


GLOBAL  WRAPUP 


MEXICO  CANCELS  SELL-OFF 

►  After  four  years  of  trying,  Mexico's 
government  is  giving  up  on  plans  to 
sell  61  state-owned  petrochemical 
plants.  The  proposed  sale  had  caused 
an  uproar  among  labor,  the  leftist 
opposition,  and  ruling  party  members, 
who  charged  that  it  was  the  first  step 
in  privatizing  Mexico's  oil  industry,  a 
symbol  of  national  pride.  The  contro- 
versy forced  President  Ernesto  Zedil- 
lo Ponce  de  Leon  to  admit  that  the 
legal  basis  for  the  sale  was  murky. 
Officials  now  plan  legislation  to  clar- 


ify the  private  sector's  role  in  petro- 
chemicals. Energy  Secretary  Jesus 
Reyes  Heroles  hopes  that  will  encour- 
age the  private  sector  to  build  new 
plants  or  buy  minority  shares  to  be 
sold  in  the  state-owned  plants.  Private 
investment  had  been  paralyzed  as 
companies  awaited  the  sell-off. 

NOBEL  STIRS  UP  EAST  TIMOR 

►  The  award  of  the  Nobel  Peace  Prize 
to  a  Roman  Catholic  bishop  and  a 
political  activist  from  East  Timor 
could  stir  up  trouble  for  Indonesia, 
whose  occupation  of  the  former  Por- 


tuguese colony  has  never  been 
accepted  by  the  population.  Within 
days  of  winning  the  prize,  Bishop 
Ximenes  Belo  repeated  his  call  for  a 
referendum  on  autonomy  for  the  90*; 
Catholic  territory.  The  other  laureat 
Jose  Ramos-Horta,  lives  in  exile  in 
Australia  and  campaigns  for  East 
Timor's  independence.  Rather  than 
nudge  Jakarta  into  allowing  a  refer- 
endum on  self-rule,  however,  the 
actions  might  result  in  even  harsher 
measures  by  an  occupation  force 
already  blamed  for  torture  and  mass 
murder. 


in  diicimtcc  u/rri/  /  r\nr\DCD  oo    i  nnc 


[  Warning:  Side  effects  include 
acute  feelings  of  euphoria.] 


[ Riviera  by  Buick] 


by  Buick:  No  other  luxury  coupe  provides  such  a  personal  expression  of  power,  confidence  and  control.  With  its  head-turning  design  and  supercharged 
a  engine,  Riviera  can  do  wonders  for  your  state  of  mind.  For  all  the  details  of  this  limited-time  lease,  see  your  local  Buick  dealer.  Visit  our  Web  site  at 
vww.buick.com  or  call  1-800-4-RIVIERA  for  personalized  information. 


per  month  for  30  months  $1,995.00  DOWN  PAYMENT.  $2,844  00  due  at  lease  signing  (first  month's  payment  of  $399.00,  plus  $450.00  refundable  security  deposit,  plus  down  payment)  Taxes,  license,  title  fees,  and  insurance  extra 
st  approve  lease.  Special  lease  program  available  only  on  a  '97  Buick  Riviera  equipped  with  option  package  SE,  3800  Series  II  Supercharged  engine,  leather  trimmed  bucket  and  heated  memory  seats,  and  Astroroof  (in  CA,  OR,  WA,  and 
equipped  with  option  package  SG  and  Astroroof).  Monthly  payments  total  $1 1 ,970.00.  Payments  may  be  higher  in  Alabama,  Connecticut,  Hawaii,  New  York,  Rhode  Island,  Texas  and  Virginia.  Option  to  buy  at  lease  end  for  price 
1  at  lease  signing.  Mileage  charge  of  $  15  per  mile  over  30.000  miles  Lessee  pays  for  excess  wear  You  must  take  retail  delivery  out  of  dealer  stock  by  December  31,  1996.  This  is  a  special  GMAC  lease  program.  See  your 
ig  dealer  for  qualification  details. 
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BEVERAGES 


COKE  POURS 
INTO  ASIA 

It's  promising  huge  growth  in  China,  India,  and  Indonesia 


1 


Among  the  stacks  of  cookies,  chj$ 
and  cigarettes  crammed  into  e 
dingy  kiosk  at  the  northern  C& 
nese  beach  resort  of  Beidaihe® 
shiny  new  Coca-Cola  refrigerator  I 
cupies  a  place  of  pride.  Inside  the  cqB 
er,  Coke  cans  are  stacked  nextm 
Tsingtao  beer,  Kesai  mineral  water,  ajf 
Jianlibao  soda.  The  store  ownertt 
cheerful  woman  in  her  30s,  admits  tlfc 
by  including  the  other  drinks,  shps. 
breaking  a  promise  she  made  to  O 
when  the  Atlanta  giant  gave  her 
refrigerator.  No  matter.  Lots  of  ot 
store  owners  do  the  same  thing 
Coke.  "They'll  never  have  a  chance 
find  out,"  she  says  with  a  laugh. 

It's  in  shops  such  as  this  that  Co' 
Cola  Co.'s  grand  Asian  ambitions  fa 
the  reality  test.  Chairman  and  Chf  j 
Executive  Roberto  C.  Goizueta  arguii 
that  his  company  has  virtually  unlirrl-i 
ed  opportunities  in  big  developing  m- 
kets  such  as  China,  India,  and  Indo: 
sia,  which  together  boast  2.4  bill: 
people,  almost  half  the  world's  to' 
The  promise  of  sales  gains  there 
helped  Coke's  shares  remain  near 
all-time  high,  after  soaring  a  stagge: 
44%  in  1995.  While  its  soft-drink  sa 
in  the  U.  S.  have  grown  a  paltry  4.: 
annually  over  the  past  decade,  G 
predicts  that  each  of  the  Big  Th 
Asian  markets  should  double  sa 
roughly  every  three  years  for  the 
definite  future. 

"ONE-STOP  SHOPPING."  Coke  cou 
Wall  Street  by  presenting  itself  as 
best  investment  vehicle  for  reachi 
the  world's  most  dynamic  region.  "G 
tells  investors,  'Why  bother  [investiV 
in]  all  these  different  [Asian]  compare 
when  you  can  have  one-stop  shoppU 
with  us?' "  says  Jennifer  Solomon,  btJ' 
erage-industry  analyst  at  Salom 
Brothers  Inc.  Many  analysts  are  cc 
vinced  that  Coke  can  achieve  its  Asiji "!" 
dreams  almost  effortlessly.  "The  p 
capita  consumption  is  so  low  and  t 
population  is  so  high,  the  opportunity: 
incredible,"  says  Roy  D.  Burry,  a  be 
erage-industry  analyst  at  Oppenheim* 
&  Co. 

Yet  as  Coke  charges  into  places  suj 
as  Beidaihe,  it  is  finding  that  continu 
rapid  growth  won't  be  as  easy  as  a 
vertised.  Unlike  in  more  develop 
countries,  Coke  often  doesn't  have  t 
control  it  needs  to  make  merchants  f 
low  the  rules.  The  company  also  t 
bumping  up  against  intense  difficult]^ 
in  expanding  the  distribution  of  f 
products  because  of  primitive  infi 
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tan  jei  > 
tantsai 


FIZZ  FIGHT:  Coke  is  trying  to  wean 
Indians  from  tea  and  mineral  watet 
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ANOTHER   INVESTOR'S  ADVANTAGE: 


Our  own 
growth  funds. 

Our  best 
performers. 


Strategist  Growth  Trends  Fund  and  the  Strategist  Growth  Fund 
jl|I^M9HflHHIj  from  American  ^press  I  inancial  Direct 
■MnSnAaMaM  have  delivered  the  same  important  advan- 
$  long-term  performance.  Of  course,  past  performance  is  no 

antee  of  future  results. 


1 '  c 


an  get  started  with  as  little  as  $2,000.  Ficensed  financial 
iultants  are  ready  to  discuss  the  Strategist  Funds,  plus  no-load 
ds  from  other  well-known  families,  money  market  funds, 
ount  brokerage,  and  more.  Whatever  you  request,  you'll  receive 
exceptional  service  you  expect  from  American  Express. 


Financial 
Direct 


For  a  prospectus  on  American  Express 
growth  mutual  funds  with  no  loads  or 
transaction  fees,  call 

1800AXP-7002 

2   9  7  -  7  0  0  2 


19.2%,  and  14.1%  are  the  /-,  5-,  and  1 0-year  average  annual  total  returns for the  periods  ending  6/30/96  for  the  Strategist  Grouih  Fund.  27.7%,  17.7%:,  and  15.4% 
werage  annual  total  returns  for  the  Strategist  ( drouth  Trends  Fund  for  the  same  periods  these  returns  include  changes  in  principal  value,  reinvested  dividends  and  capi- 
;  distributions.  Investment  return  and  principal  value  will  van  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  Strategist  Growth  Fund  invests 
I  in  Grouih  Portfolio,  of  Growth  Trust  Growth  Portfolio's  predecessor  fund,  IDS  Growth  Fund,  has  been  in  existence  since  March,  1972.  Strategist  Growth  Trends  Fund 
ts  assets  in  Grouih  Trends  Portfolio  oj  Growth  Trust.  Growth  Trends  Portfolios  predecessor  fund.  IDS  New  Dimensions  Fund,  lias  been  in  existence  since  July,  1968.  All 
ancc  shown  is  based  in  part  on  the  historical  performance  oj  each  predecessor  fund,  which  invest  its  assets  in  ( Irmvth  Portfolio  or  Grouih  Trends  Portfolio.  All  performance 
evresents  performance  of  each  predecessor  find  prior  to  3/20/95  and  oj  each  predecessor  fund's  Class  A  shares  from  3/20/95  through  6/30/96,  adjusted  to  reflect  the  absence 
marges.  The  historical  performance  has  not  been  adjusted  fir  any  difference  between  the  estimated  jees  and  expenses  oj  the  lands  and  the  historical  fees  and  expenses  of  the 
for  funds.  *Chart  represents  grouih  oj  a  hypothetical  S  /  0.000  investment  in  the  medecessor  funds,  IDS  Grouth  and  IDS  New  Dimensions.  Assumes  reinvestment  of  cap- 
's uiui  income.  Stock  that  make  up  the  Si?P  500  Index  may  not  necessarily  be  the  same  as  those  in  which  the  funds'  portfolio  invest.  The  S&P  500  is  not  an  investment 
Standard  and  Pwr's  and  SE?P  are  registered  trademarks  oj  the  McGraw-Hill  (  'ompanies.  Inc.  For  nmre  complete  information,  including  charges  arid  expenses,  please  call 
xpectus.  Raul  it  carefully  before  you  invest  or  send  money.  American  Express  Service  Corporation,  Distributor 
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structure.  It  faces  extensive  re- 
quirements on  transfer  of  food- 
processing  technology  as  a  price 
for  entry.  Quirky  regulations  limit 
its  ability  to  control  distribution. 
Picking  business  partners  and  hir- 
ing enough  local  employees  are  se- 
rious challenges.  And  as  one  of 
the  premier  symbols  of  American 
consumer  culture.  Coke  is  vulner- 
able to  political  backlash. 

Coke  is  convinced  that  the  re- 
wards outweigh  the  risks.  The  pop- 
ulations of  these  countries  are 
young,  incomes  are  exploding,  and 
the  drink  market  is  undeveloped. 
Indonesia,  with  200  million  people, 
nearly  all  of  them  Muslims  forbid- 
den to  consume  alcohol,  is  "soft- 
drink  paradise."  says  Goizueta  Chi- 
na and  India  are  even  larger.  In 
China,  sales  have  grown  at  a  49*^ 
compound  annual  rate  for  the  past 
decade,  but  per  capita  consumption 
is  still  only  five  servings  per  year, 
compared  with  343  in  the  U.  S. 
Coke  sees  a  one-time-only  chance  to 
establish  dominance  in  these  markets, 
where  hundreds  of  millions  of  con- 
sumers are  reaching  for  their  first  colas. 

So  Coke  is  pumping  up  its  marketing 


GOIZUETA:  He  and  manufacturing  mus- 
sees  a  "soft-drink  cle.  teaming  with  a  hand- 
paradise"  in  Asia  ful  of  cash-rich,  political- 

  ly  savvy  partners  who 

will  put  up  much  of  the  money  to 
steamroll  the  competition.  Coke  and  its 
partners  will  spend  at  least  82  billion 
by  2002  to  build  state-of-the-art  bot- 
tling plants  and  distribution  systems — 


iALLI 


even  though  many  shopkeepe 
don't  have  enough  electricity 
run  soft-drink  coolers.  Coke 
splashing  out  training  progran 
for  everyone  from  senior  exec 
tives  to  route  drivers.  It's  buyii 
refrigerators  and  trucks.  It's  u]  r  "  ' 
grading  wiring  so  that  more  ston  . 
can  install  coolers.  And  it's  offerir  ' ' 
millions  of  samples  of  Coke  a  ye;  | 
to  consumers  who  have  never  tas 
ed  the  sugary  stuff. 
wide  ACCESS.  As  it  charges  ahea 
Coke  has  already  outmaneuvert  n 
archrival  PepsiCo  Inc.,  whose  i 
temational  sales  push  has  fallen  b  ■ 
hind  as  a  result  of  internal  corp  :'- 
rate  turmoil  and  troubled  loe  - 
bottlers.  What  Coke  is  really  nn  : 
ning  up  against  is  the  need  t  r-  - 
change  the  drinking  habits  an  ;~ 
lifestyles  of  millions  of  new 
tomers  while  living  up  to  the  expect!  c  yf- 
tions  it  has  set  on  Wall  Street. 

The  biggest  prize,  and  challenge,  : 
China.  To  woo  its  more  than  1.2  bi  I_: 
lion  citizens,  the  company  has  mad 
unprecedented  compromises.  In  199! 
it  entered  into  a  marriage  of  conv(  - 
nience  with  the  Chinese  governmen  ;: 
gaining  wide  access  to  the  markets  tv--'-:" 


CHINA 


INVESTMENT*:  $550  MILLION 

POLITICAL  RISK  Beijing  has 
said  it  will  curb  Coke's 
expansion  in  the  future 

WORKERS  Coke  makes  over 
100  new  hires  weekly  and 
is  having  a  difficult  time 
finding  fresh  recruits 

DISTRIBUTION  Because  it 
relies  on  independent 
wholesalers,  it  can't 
control  coolers,  product 
display,  and  pricing 


INDIA 


INVESTMENT:  $820  MILLION 

POLITICAL  RISK  Some 
political  factions  continue 
to  pledge  to  run  foreign 
consumer  goods  out  of 
India 

FRICTION  Coke  suffered  a 
dispute  with  its  Indian 
partner,  Parle 

DISTRIBUTION  Coke  uses 
large  tricycles  to  carry  car- 
tons of  Coke  down  winding 
narrow  streets 


JOKE'S  ASIAN 
CHALLENGES 

ne  soft-drink  maker 
'  5  discovering  that 

ontinued  rapid 

rowth  in  Asia 
.  leans  confronting 

olitical,  cultural, 

nd  other  obstacles 

!  TA:  COCA-COLA  CO.,  BUSINESS  WEEK 
)  IVESTMENT  ESTIMATES  THROUGH  2002 

j  ,  at  a  cost.  Coke  promised  to  provide 
i  )ertise  on  plant  hygiene,  packaging, 
j  1  distribution  as  well  as  provide  in- 
j  ne  to  farmers  by  starting  a  new  line 
,  fruit  drinks.  In  return,  the  Chinese 
I  re  allowed  Coke  and  its  partners  to 
est  $300  million  to  build  10  bottling 
nts,  giving  it  a  total  of  23  by  the 
I  I  of  1997. 

j  The  first  fruits  of  the  company's  in- 
I  tment  are  in  sight.  Coke  says  it  has 
j  .bbed  23%  of  the  soft-drink  volume 
j  Dhina  and  figures  on  eventually  top- 
j  g  40%.  A  new  study  by  McKinsey  & 
says  Coca-Cola  is  one  of  a  handful 
j  :onsumer-goods  companies  that  has  a 


chance  to  hit  $1  billion  in  sales  in  Chi- 
na by  2000,  thanks  to  its  large,  sys- 
tematic investment. 

To  help  make  sure  that  that  pays  off, 
Coke  is  tailoring  ads  for  China  and  its 
other  key  Asia  markets.  Its  Chinese 
New  Year  television  spot  featured  a 
dragon  adorned  from  head  to  tail  with 
red  Coke  cans  in  a  holiday  parade.  At 
the  end  of  the  spot,  the  announcer  says: 
"For  many  centuries,  the  color  red  has 
been  the  color  for  good  luck  and  pros- 
perity. Who  are  we  to  argue  with  an- 
cient wisdom?"  The  ad,  created  by  W.  B. 
Doner  in  Detroit,  ran  in  Hong  Kong, 
China,  Taiwan,  Vietnam,  and  Thailand. 


INDONESIA 


INVESTMENT:  $630  MILLION 

POLITICAL  RISK  Foreign 
investors  face  tricky 
transition  when  President 
Suharto  passes  from  the 
scene 

CULTURE  Mostly  a  tea-drink- 
ing population 

DISTRIBUTION  Coke  uses  a 
small  army  of  100  bicycle- 
riding  delivery  people  to 
get  the  soft  drink  to  more 
remote  areas 

Local  agencies  on  the  ground  created 
promotional  tie-ins  for  each  country. 

The  problem  is,  China  is  so  large 
that  Coke  can't  control  its  distribution 
there  as  easily  as  it  controls  its  adver- 
tising. In  more  developed  markets, 
Coca-Cola  bottlers  distribute  all  of  the 
product  directly.  That's  not  feasible  in 
China,  where  some  75%  of  Coke  prod- 
ucts go  through  independent  whole- 
salers. That  means  it's  nearly  impossible 
for  the  company  to  police  such  things  as 
coolers,  product  display,  and  pricing. 
All  Coke  can  do  in  most  cases  is  ship 
its  product  out  and  hope  for  the  best. 

Moreover,  Coke  doesn't  always  sue- 


POWERED    BY  MOTOROLA! 


I  With  the  First  Union  VISA®  Cash  smart  card  by  Schlumberger,  people  in  Atlanta  can  cash  in  on  real  convenience -without 

B  \ 

p  carrying  any  cash  at  all.  Thanks  to  the  Motorola  68HC05-based  smart  card  microcontroller,  card  users  can  make  purchases, 
monitor  spending,  even  increase  the  card's  value  when  needed.  So  Schlumberger  smart  card  users  never  have  to  worry  about  getting  caught 
short  of  cash.  From  reloadable  stored-value  cards  to  network  routing  systems,  Motorola  powers  innovative  solutions  that  enable  your  success. 
Visit  us  at  http://www.motorola-powered.com/  or  call  1-800-521-6274  (Ref.  #596). 

M)  MOTOROLA 

Semiconductor  Products  Sector 

What  you  tiever  thought  possible.™ 
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ceed  in  staying  out  of  the  way  of  na- 
tionalist crosscurrents.  In  1995,  a  group 
of  National  People's  Congress  legisla- 
tors called  for  Beijing  to  restrict  the 
expansion  of  Coke  and  Pepsi  to  pro- 
tect local  manufacturers.  This  legisla- 
tive motion  spurred  an  announcement 
last  May  that  further  approvals  of  soft- 
drink  plants  for  joint  ventures  would 
be  put  on  hold. 

BILLIONAIRE    PARTNER.    The   key  to 

Coke's  success  has  been  finding  region- 
al partners  with  the  capital,  manageri- 
al depth,  and  local  knowhow  to  get 
Coke  into  the  marketplace.  In  1988, 
(''ike  brmiehi  tn  China  its  Hung  Kong 
bottler,  the  Swire  Pacific  group,  one  of 
the  British  colony's  most  powerful 
hongs,  or  conglomerates.  In  1993,  Coke 
stepped  up  the  pace  by  bringing  in  bil- 
lionaire Robert  Kuok,  an  overseas  Chi- 
nese from  Malaysia.  While  a  newcomer 
to  the  bottling  business,  Kuok  could 
boast  unparalleled  contacts  throughout 
Southeast  Asia.  He  has  used  his  rela- 
tions with  local  Chinese  officials  to  cut 
through  red  tape  and  get  bottling 
plants  built  in  record  time. 

The  alliance  with  Kuok  went  a  step 
further  last  summer.  Kuok,  who  con- 
trols the  privately  held  Hong  Kong- 


SLOW  GOING 

Distribution  is  a 
headache  for  Coke 
in  China,  where 
infrastructure  is 
primitive.  Still,  due 
to  Coke's  systemat- 
ic investment,  sales 
there  may  hit 
$1  billion  bv  2000 


based  Kerry  group, 
put  up  $530  million  to 
buy  an  8.4%  share  of 
Australia-based  Coca-Cola  Amatil  Ltd. 
It  is  one  of  Coke's  "anchor  bottlers," 
one  of  the  handful  of  companies  spread 
around  the  world  that  Coke  relies  on  to 
help  enter  markets. 

Thanks  to  Kuok's  investment,  Amatil 
is  in  the  middle  of  a  §635  million  spend- 
ing program  that  includes  everything 
from  one  of  the  world's  most  modern 
bottling  factories  to  fleets  of  delivery 
bicycles.  The  goal  is  to  revamp  what 
had  been  an  anemic  Indonesian  opera- 
tion. "Indonesia  is  well  behind  the 


curve,"  admits  Norb  Cole,  Amatil.  I 
chief  executive  officer.  The  Australia 
company  recently  took  over  most  A 
Coke's  Indonesian  bottling  plants  aftt 
Coke  jettisoned  all  but  one  of  its  1 
local  bottlers,  believing  that  they  didn 
have  the  capital  or  expertise  to  can  | 
out  the  company's  ambitious  growt 
plans. 

Finding  the  right  partner  has  als 
proved  troublesome  in  India.  In  199: 
Coke  ended  a  rocky  relationship  wit 
its  original  partner,  a  Singapore-baseir: 
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^WAOTTOfTTRESERVED  THE  POWERED  BY  MOTOROLA  fJAME  AND  LOGO  ARE  TRADEMARKS  AND  MOTOROLA  AND  "  ARE  REGISTERED  TRADEMARKS  OF  MOTOROU 
/ISA  REGISTERED  TRADEMARK  Of  LUCASfltM.  LTD  DOLBY,  DOLBY  PRO  LOGIC  AND  00L8Y  DIGITAL  AC  3  ARE  TRADEMARKS  Of  DOLBY  LABORATORIES  LICENSING  CORP. 


dian  businessman  who  later  was  con- 
cted  of  unrelated  fraud  charges  and 
ed  in  jail.  Coke  then  acquired  India's 
p  soft-drink  company,  Parle  Exports, 
r  an  estimated  $40  million.  That  gave 
the  top  local  soft-drink  brands  and 
cess  to  Parle's  54  bottling  plants.  The 
quisition  has  been  far  from  smooth, 
th  Parle  executives  clashing  with  the 
:al  Coke  brass.  Coke  says  the  prob- 
ns  have  been  smoothed  out.  And 
inks  to  the  deal,  Coke-owned  brands 
ve  58%  of  the  market,  far  eclipsing 
■psi. 

SSIONARY  ZEAL.  Now  Coke  is  try- 
l  to  make  up  for  lost  time  in  India. 
rer  the  summer,  it  won  permission 

inject  $700  million  into  its  Indian 
erations.  That  would  make  it  one  of 
;  country's  largest  foreign  investors. 

a  first  step,  Coke  plans  to  build  20 
25  bottling  plants  in  India  over  the 
Et  several  years,  says  Andrew  P.  An- 

who  runs  the  company's  southwest 
ia  unit.  Just  as  it  brought  Swire  and 
10k  into  China,  Coke  is  likely  to 
ng  another  anchor  bottler  into  India, 
igapore-based  f&n  Coca-Cola  (Pte.) 
i,  as  its  partner. 

To  win  Indian  hearts  and  palates, 
ke  aggressively  cultivates  a  local  im- 
}.  It  was  the  official  soft  drink  of 
rid  Cup  Cricket,  linking  it  to  a  fa- 
*ite  national  sport.  Television  com- 


mercials did  away  with  actors  and  used 
Indian  cricket  fans  to  promote  Coke 
products.  "We'll  determine  what  the 
local  fashion  is  and  then  find  a  way  to 
connect  with  it,"  says  Vinita  Bali,  an 
Indian-born  global  brand  manager  of 
Coke  in  Atlanta. 

Wherever  it  goes,  Coca-Cola  brings  a 
missionary  zeal  to  selling  its  sugary 
fizz  and  to  weaning  the  locals  from  such 
traditional  drinks  as  tea  and  mineral 
water,  which  have  dominated  in  Asia's 
three  big  markets.  Coke's  teams  around 
India  spruce  up  shops,  trying  to  spread 
the  gospel  that  good  retail  presenta- 
tions will  increase  sales.  The  company 
hosts  massive  gatherings  of  up  to 
15,000  retailers  to  showcase  everything 
from  the  latest  coolers  and  refrigera- 
tors, which  Coke  has  for  loan,  to  ad- 
vertising displays.  And  its  salespeople 
go  house  to  house  in  their  quest  for 
new  customers.  In  New  Delhi  alone, 
workers  handed  out  more  than  100,000 
free  bottles  of  Coke  and  Fanta  last 
year. 

One  of  the  hardest  problems  that 
Coke  faces  in  Asia  is  the  need  to  hire 
tens  of  thousands  of  people.  In  China, 
Coke  adds  more  than  100  new  hires 
weekly.  It  is  sending  60  executives  to  a 
short-term  course  in  Shanghai,  where 
students  are  drilled  in  the  basics  of  fi- 
nance, labor  relations,  and  even  as- 


sertiveness  training.  The  training  bill  in 
China  alone  will  top  $2  million  for  the 
more  than  1,800  people  whom  Coke 
will  put  through  the  paces  in  various 
programs  this  year. 

Obstacles  aside,  most  observers  are 
betting  that  Coke's  juggernaut  will  con- 
tinue. In  markets  characterized  by  long 
distances,  huge  populations,  and  diffi- 
cult politics,  quick  jabs  alone  won't  be 
enough.  The  big  capital  commitments 
that  Coke  and  its  bottlers  are  making 
around  the  region  are  evidence  that 
the  company  knows  it's  just  starting  a 
marathon  run. 

Even  where  Coke  does  not  have  all 
the  control  it  wants,  it's  still  doing  well. 
At  the  Beidaihe  kiosk  along  the  Chi- 
nese seashore,  the  proprietress  isn't 
obeying  Coke's  strict  instructions  about 
the  exclusive  use  of  its  coolers.  But 
she's  still  selling  far  more  cans  of  Coke 
than  she  did  in  years  past.  If  Coke  has 
its  way,  she'll  be  selling  a  lot  more  a 
few  years  from  now.  Given  the  amount 
of  money  and  marketing  muscle  that 
Coke  is  putting  into  countries  such  as 
China,  the  U.  S.  company  just  might 
be  able  to  live  up  to  its  Wall  Street 
hype. 

By  Mark  L.  Clifford  in  Hong  Kong 
and  Nicole  Harris  in  Atlanta,  with 
Dexter  Roberts  in  Beidaihe  and  Man- 
jeet  Kripalani  in  Bombay 


POWERED 


Motorola!" 


Ihe  Ix'st  wa\  to  furcate  \  mow  theater  experience  at  home  isn't  |ust  with  popcorn.  It's  with  sound.  And  t  tnkyo's  SO  years  of  designing  the  finest 


home  entertainment  components  enables  them  to  deliver  great  theater  sound.  The  Onkyo  ED  -90 1  Decoder  and  TX-  SV828  A/  V  receiver,  along  with  \  1<  >t<  >r< (la's 


t  DSP56004  and  DSP56009  digital  signal  processors,  assure  you  a  THX ,  Dolby  Pro  Logic  and  Dolby  Digital  AC -3  surround  sound  performance  unlike  any  other.  So  get  the 
3tn  ready,  crank  up  the  volume,  and  enjoy  the  show.  From  home  theater  audio  systems  to  stored-value  cards,  Motorola  powers  innovative  solutions  that  enable  your  success. 


us  at  http://www.motorola-povvered.com/  or  call  1-800-521-6274  (Ref.  #696). 


M)  MOTOROLA 

Semiconductor  Products  Sector 


What  you  never  thought  possible." 


Think  of  it  as  the  most  important 
part  of  your  PC,  to  go. 


Presenting  Pilot,  the  easy  way  to  take  the 
important  personal  info  that's  on  your  PC 
with  you  wherever  you  go. 

Enter  addresses,  phone  numbers,  and 
appointments  just  once  — on  your  Pilot  or 
your  PC.  Then  drop  Pilot  into  its  cradle  and  press  the  HotSync"  button. 
That's  all  it  takes  to  keep  your  Pilot  and  PC  in  sync 

Pilot  comes  complete  with  its  own  desktop  personal  information 
manager,  plus  everything  you  need  to  be  up  and  running  in  minutes. 
It's  also  compatible  with  the  Windows  software  you're  currently  using 
for  personal  information  management,  including  Lotus  Organizer, 
Scheduled  Now  Up-to-Date,  and  Sidekick  *  And  at  only  4.5"  tall,  5  5  oz, 
and  $299,  it  fits  any  pocket  and  pocketbook. 

To  learn  where  to  get  one,  call  1-800-881-7256.  To  arrange  a 
demo,  go  to  our  web  site,  http://www.usr.com/palm. 


pilot 


llcconntrli'il  nr»';ini/,tT. 


Now  available  at  Circuit  City,  CompUSA,  Computer  City,  Egghead,  Office  Depot,  OfficeMax  and  Staples 


rial  links  (or  third  party  desktop  PIM  software  must  he  purchased  separately  The  average  U  S  street  price  for  Pilot  1000,  complete  with  all  desktop  and  organiier  software,  docking  cradle  and  accessories  ©  1996  U  S  Robotics 
lobotics  and  the  U  S  Robotics  logo  are  registered  trademarks  and  Pilot,  the  Pilot  fogo  and  HotSync  are  trademarks  of  U  S  Robotics  and  its  subsidiaries  All  other  product  names  are  registered  trademarks  ol  their  respective  owners 
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ADVERTISING 


LEO  BURNETT  S 
SLOW-MO'  MAKEOVER 

The  big  ad  shop  is  changing-but  fast  enough  for  the  times? 


For  the  first  mile  or  so  of  his  Sun- 
day morning  jogs,  Leo  Burnett 
Chief  Executive  William  T.  Lynch 
barely  hangs  on  as  Kelsey,  his  yellow 
labrador,  drags  him  along  by  the  leash. 
By  mile  three,  though,  Kelsey's  tongue 
is  hanging  out  and  her  brown  eyes  are 
pleading  for  mercy  while  her  master 

pulls    ahead.    "I    look  mmmmmmmmmmmmm 

over  and  say,  'I  got 
you  again.'  She  just 
can't  pace  herself,"  the 
lanky  ad  man  explains. 

Lynch  relies  on  the 
same  kind  of  long-dis- 
tance thinking  at  the  of- 
fice, where  he  runs  the 
nation's  largest  indepen- 
dent ad  agency.  The  pri- 
vately held  Chicago 
shop,  where  Lynch  has 
spent  his  entire  career, 
has  become  an  icon  by 
maintaining  a  folksy 
Midwestern  image  that 
would  embarrass  nipper 
agencies.  In  a  business 
where  loyalties  shift  as 
fast  as  the  latest  con- 
sumer craze,  30%  of 
Leo  Burnett  Co.'s 
heavyweight  clients 
have  been  on  the  ros- 
ter for  30  years  or 


more.  Same  goes  for  its  employees: 
"Burnetters"  often  stay  for  life.  Fads 
such  as  adland's  merger  mania  of  the 
late  1980s  never  seem  to  interest  the 
folks  at  35  West  Wacker  Drive,  the  50- 
story  office  tower  where  Burnett  con- 
centrates all  its  U.  S.  operations.  And 
the  campaigns  endure — from  Tony  the 


Client  Worries 

Key  Leo  Burnett  accounts  that  are  under  pressure 


ACCOUNT 

OLDSMOBILE 


KELLOGG 


PHILIP  MORRIS 


MCDONALD'S 


MILLER  BREWING 


REEBOK 
INTERNATIONAL 


YEAR  WON  PROBLEM 


1934 


1949 


1954 


1982 


1982 


1993 


Barely  retained  in  1993; 
sales  remain  sluggish 

Longtime  client  in 
grueling  price  war 

U.S.  tobacco-ad  regulation 
could  lasso  Marlboro  Man 

Tapped  rival  agency  for 
"Arch  Deluxe"  rollout 

Wants  new  ads  to  boost 
crucial  Lite  brand 


Demanding  a  new  campaign 
— and  better  results 


DATA  COMPANY  REPORTS,  BUSINESS  WEEK 


LYNCH  IN  CHICAGO:  "It  wouldn't  be 
Burnett"  to  make  an  acquisition 


Tiger  and  the  Marlboro  Man,  both 
which  first  appeared  more  than  40  ye; 
ago,  to  the  lonely  Maytag  repairman  anj 
the  friendly  skies  of  United. 

Just  one  problem:  Old  formulas  doh 
fit  the  ad  game  these  days.  Clien 
pushing  for  instant  results  are  demam 
ing  more,  paying  less,  and  dumpin] 
agencies  more  quickly  than  ever.  Sui 
denly,  Burnett,  which  has  prided  itse 
on  the  strength  of  its  client  relatio: 
ships,  finds  some  of  its  most  importa 
accounts  in  turmoil:  Reebok  and  Milli 
are  second-guessing  Burnett's  work;  Mi 
Donald's  has  carved  off  key  assignment 
for  rival  agencies;  and  tobacco  ads  ft! 
Philip  Morris  are  in  jeopardy  from  gov 
ernment  regulation.  Worst  of  all,  its  3(j 
year  relationship  with  United  Air  Lint 
Inc.  hangs  by  a  thread,  with  the  carru-; 
expected  to  reassign  the  $100  millio 
account  any  day. 

A  RIGID  CULTURE.  That  has  forced  til 
soft-spoken  Lynch  to  become  an  unliki 
ly  agent  of  change  at  a  61 -year-old  she 
known  for  its  entrenched  bureaucrac 
With  a  grim  portrait  of  legendai 
founder  Leo  Burnett  scowling  dowi: 
from  his  office  wall,  the  53-year-oll 
Lynch  has  accelerated  international  e  l 
pansion,  stepped  up  a  once  ploddil  I 
new-business  effort,  and  retooled  hs 
staff's  creative  approach.  "The  environ 
ment  is  tough,"  Lynch  says.  "It's  nil 
going  back  to  the  way  it  was.  You  ha^  \ 
to  adjust  and  try  to  get  ahead." 
Even  so,  some  rivals  and  former  Bu 
nett  execs  say  the  r 
forms  aren't  coming  fa 
enough.  For  too  Ion 
they  say,  fat  times  ar 
a  rigid  culture  maskt 
the  need  for  assertn 
management  at  Bu;  4j' 
nett.  Lynch  may  1 
moving  in  the  rig 
direction,   but  tl 
methodical  pace  he 
setting  could  rel  , 
gate  his  agency  to 
future    of  playii 
catch-up  with  mo 
aggressive  shops.  Wh 
p  it  remains  a  powt 
5  house — global  bi 
f  ings  approach  $6  bf 
I  lion — Burnett    w  ; 
pay  a  price  in  high: 
costs  and  client  wo  - 
I  for   its  legacy 
"comfortable  an 
gance,"  sugge; 
Alan  Pilkington,  cha 


80  r  


And  they're  aiming  to  us  by  the  thousands. 


]  [f  it's  true  that  there's  safety  in  numbers,  then 
ti  new  MAS  90®  for  Windows'"  must  be  bulletproof. 
\fter  all,  it's  selling  at  six  times  the  rate  of  its 


est  competition.  And  its  the  leading  choice  of 

^s,  accountants  and  finance  professionals. 

The  reasons  are  simple. 

7lexibility,  for  one.  The  built-in  customization, 
ir  gration  and  report-writing  capabilities  are 
dj  gned  to  fit  most  any  kind  of  company  today, 
Wle  adapting  to  tomorrow's  changing  needs. 
J  t's  also  amazingly  intuitive  —  a  smooth, 


3K  Of  The  Art.  Inc.  MAS  lH)  and  MAS 'in  for  Windows  are  trademarks  ol 
lite  An.  Inc..  ana1  Windows  is  .1  registered  trademark  of  the  Microsoft  (  brpoi 


comfortable  program  that's  designed  to  work  the  way 
accountants  think. 

Plus,  migrating  from  the  original  MAS  90  is  quick 
and  easy.  And  the  Windows  and  DOS  versions  can  even 
be  used  simultaneously 

For  more  information,  or  a  complimentary  demo 
disk,  just  call  State  Of  The  Art  at  1-800-390-3646. 
Or  you  could  just  ask  a  few  colleagues. 
A  few  thousand, 

GSEE190 


For  Windows' 


Strength  in  numbers. 


SOON,   PEOPLE  WILL  BE 


USING  THEIR 


WIRELESS  PHONES  FOR  SURFING 


Using  a  wireless  phone  to  surf  the  Internet       documentation  whether  they  are  travel- 


might  not  be  as  far-out  as  it  sounds.  It's 
possible  right  now. 

You  can  get  an  update  on  the  latest 


ling  in  Shreveport  or  Sri  Lanka. 

The  ability  to  transmit  high-speed  data 
is  a  major  reason  why  operators  prefer  gsm 


stock  prices.  Or  the  low-down  on  the  to  certain  newer  wireless  standards  that  are 
weather.  Check  the  news  headlines.  Or       as  yet  struggling  to  transmit  voice. 


catch  up  on  business  news  that  could 
really    afreet    the  company's 
bottom  line. 

gsm,  the  global  standard  for 
mobile  communication,  and  the 
basis  for  new  and  exciting 
personal  communication  ser- 
vices, is  poised  to  go  wide-band 
(64  kb/s  and  more).  So  you'll  also 
be  able  to  conveniently  access  graphics 
and  moving  images. 


GSM  900.  DCS  1800 


ARE  IMPLEMENTATIONS 
OF  THE  GSM  STANDARD 


FREQUENCY  BANDS 


Whether  the  data  is  continuous  (as 
with  video),  or  forwarded  in 
bursts  (as  with  E-mail),  gsm 
will  enable  the  millions  of 
subscribers  to  use  their  wire- 
less phones  as  electronic 
couriers,  delivering  messages, 
documents  and  even  complex 
graphic  fdes  at  incredibly  high  rates. 

And  because  it's  digital,  it  allows  opera- 
tors to  squeeze  many  more  users  into  the 


Simultaneously,  users  who  wish  to  same  radio  spectrum, 
access  their  internal  business  informa-  All  this  makes  gsm  the  perfect  way  to 

tion  and  office  lan  will  be  able  to  use  receive  and  send  information.  Whether 

their  own  Intranet.  This  will  help  them  you  are  working  in  a  car  or  relaxing  on  a 

easily  access  presentation  material,  and  beach,  enjoying  the  sun,  sand  and  surf. 

GSM.  The  standard  that  sets  the  standard. 


ERICSSON 


Marketing 


Helen  Keller 
speaks 
through 

Miss  America 


The  Helen  Keller 
National  Center  Salutes 
Heather  Whitestone 

Like  her  role  model  Helen  Keller, 
Heather  Whitestone  reminds 
us  that  nothing  can  prevent 
the  realization  of  a  dream. 
Now  Heathers  message  inspires 

all  who  can  see  and  hear 
her — and  it's  even  reaching 
those  who  can't. 

If  you  know  someone 
who  is  deaf-blind  and  who 
could  benefit  from  programs 

that  build  self-reliance 
through  dedicated  support 
teams,  call  1-800-255-0411. 

Share  Helen  Keller's  Vision 


Helen  Keller  National  Center 

for  Deaf-Blind  Youths  and  Adults* 

1 1 1  Middle  Neck  Road.  Sands  Point.  \Y  1 1050 

Regional  Offices:  \tlanta;  Chicago;  Denver; 
l.os  Angeles;  New  York;  Boston;  Dallas; 
Kansas  City,  KS;  Seattle;  Washington,  DC, 

'Operated  h\  Helen  Keller  Services  for  the  Blind 
Design:  GTFH,  1 14  Fifth  Avenue,  New  York  NY  1001 1 


man  of  Burnett, rival  ddb  Needham  in 
Chicago.  "It's  not  a  lean  fighting  ma- 
chine," he  contends. 

Partly,  that's  because  it  doesn't  have 
to  be — at  least  not  yet.  As  a  private 
company  it  doesn't  have  to  answer  to 
outside  investors.  Most  of  Burnett's 
biggest  competitors  have  long  since  for- 
saken that  luxury.  Seeking  funds  for 
growth,  many  have  organized  into  glob- 
al networks  within  publicly  traded  hold- 
ing companies.  Even  independent-mind- 
ed Young  &  Rubicam  took  a  step  in 
that  direction  this  summer,  selling  a  mi- 
nority stake  to  San  Francisco  buyout 
firm  Hellman  &  Friedman. 

Writh  top  agency  stocks  trading  at  rich 
price-earnings  multiples,  a  stock  offer- 
ing by  Burnett,  with  its  blue-chip  clients 
and  strong  track  record,  would  "truly 
be  a  gold  mine,"  says  Donald  E.  Rutz,  a 
senior  partner  at  competing  agency 
Bozell  Worldwide  Inc. 
"There  would  be  a 
run  on  that  stock." 
The  ability  to  issue 
shares  would  also  give 
Burnett  a  strong  cur- 
rency for  buying  other 
agencies.  But  don't 
look  for  Burnett  to 
cash  in  anytime  soon. 
Lynch  believes  that 
meeting  Wall  Street's  demands  for  dou- 
ble-digit annual  growth  would  distract 
senior  management  from  client  service. 
There  would  be  pressure  to  acquire  an- 
other big  U.S.  agency — and  that's  not 
in  the  cards.  "It  wouldn't  be  Burnett," 
Lynch  sniffs. 

BUYING  PIECEMEAL.  He  has  shown  he 
can  make  some  structural  changes, 
though.  Burnett's  online  advertising  unit 
is  about  to  be  spun  off  as  a  separate 
profit  center,  and  other  services,  such  as 
specialized  research  and  ethnic  market- 
ing, may  follow.  Although  common  else- 
where, forcing  clients  to  buy  such  ser- 
vices piecemeal  would  have  been  heresy 
at  Burnett  just  a  few  years  ago. 

Some  of  Lynch's  measured  changes 
are  beginning  to  pay  off.  Although  it 
was  slow  to  expand  globally,  Burnett 
now  serves  67  countries,  up  40%  in 
three  years.  As  client  loyalties  have 
eroded,  its  once  sluggish  efforts  to  win 
new  business  have  picked  up  momen- 
tum. Since  Lynch  became  ceo  in  1993, 
Burnett  has  attracted  11  major  new 
accounts,  including  Amoco,  Coca-Cola, 
and  the  New  York  Stock  Exchange. 
The  agency  won  over  Walt  Disney  Co. 
two  years  ago  in  part  by  completing  a 
six-month  research  project  in  90  days. 
Soon,  the  firm  could  be  shopping  for 
another  major  airline  to  make  United 


Burnett  has  been 
snagging  some  major 
new  clients,  such  as 
Coke  and  Disney 


sorry  if  it  ends  up  dumping  Burn 
The  agency  had  better  get  used 
the  faster  pace.  Miller,  Reebok, 
Oldsmobile  are  all  demanding  fresh 
proaches  in  the  face  of  lackluster  sa 
Even  secure  clients  have  problems:  I 
logg  Co.  is  fighting  a  penny-pinch 
price  war  in  the  U.  S.  breakfast-cei 
market  that's  pressuring  ad  budgi 
And  Burnett's  crown  jewel,  Philip  M 
ris  Cos.,  faces  legislation  aimed  at 
but  eliminating  U.  S.  tobacco  ads. 
BITING  ITS  TONGUE.  Other  long-te 
clients  have  started  slicing  up  their 
counts — shifting  ad  dollars  to  other  ag 
cies  and  pitting  Burnett  against  riv 
McDonald's  Corp.,  for  instance,  wl 
added  Needham  to  its  agency  rostei 
1991,  this  spring  picked  Minneapo 
based  Fallon  McElligott  Inc.,  known  i 
hot  creative  shop,  for  its  rollout  of  A 
Deluxe  sandwiches.  Burnett  has  m 

  aged  to  hang  tougl 

McDonald's  in  p 
because  of  a  stn 
tradition  of  sublin> 
ing  the  agency's  <| 
to  that  of  the  cli 
When  press  accou 
this  summer  madu 
Burnett  error  in  r 
dia-spending  proj 
tions  sound  as  thoi 
$20  million  in  cash  had  disappeared, 
agency  bit  its  tongue  as  McDonal 
made  the  agency  squirm.  Exceptio 
ads  have  cemented  the  relationship,  t 
including  one  TV  spot  showing  a  bat 
expression  change  from  happy  to  sad 
its  windup  swing  brings  the  Golc 
Arches  in  and  out  of  view.  The  upsh? 
McDonald's  executives  say  Burnetts 
still  part  of  the  family.  "The  relatij- 
ship  is  quite  good,"  says  McDonald's  W  - 
Chairman  Jack  M.  Greenberg. 

At  heart,  the  future  of  Burnett,  whb  Free  Intt 
has  been  criticized  for  lacking  cutti 
edge  ideas,  depends  on  making  grit 
ads.  And  naturally.  Lynch  has  a  p 
aimed  at  just  that.  After  a  nine-moi 
internal  review  dubbed  Global  20 
Lynch  reorganized  his  staff  from  sejl^i 
rate  departments  into  cross-functio 
teams  for  each  brand.  And  he  put  c- 
ative  under  the  leadership  of  Mich  i 
Conrad,  who  is  reworking  an  onerous 
ternal  ad-review  process  to  encoun 
imaginative  efforts.  Lynch's  measui 
changes  are  meant  to  shore  up 
agency  for  the  long  haul.  But  as  the 
industry  evolves — and  as  clients  derm 
faster  results — Lynch  could  find  tl 
while  he  has  trained  a  first-cla>s  i 
durance  runner,  the  race  is  turning  if 
a  100-yard  dash. 

By  Greg  Burns  in  Chic< 
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Take  charge 

of  your  investments 


Get  empowered 
with  E*TRADE 
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Now  key  to  economic  survival:  Coping  with  uncertainty 


By  Michael  J.  Mandel 

For  must  Americans,  economic  secu- 
rity no  longer  exists.  In  an  adapta- 
tion from  Ins  forthcoming  book, 
The  High-Risk  Society,  Economics 
Editor  Michael  J.  'Mandel  ex- 
plains lion-  individuals  and  cor- 
porations must  cope  with  an 
economy  in  which  both  risks 
and  rewards  are  escalating: 

To  listen  to  Presiden- 
tial candidates  Bill 
Clinton  and  Bob  Dole, 
you  would  think  the 
U.  S.  economy  is  either  in  great 
shape,  or  fraught  with  danger. 

The  problem  is,  they're  both 
right.  Unemployment  is  low,  real 
wages  are  near  an  all-time  high, 
and  corporations  are  earning  record 
profits  after  years  of  stagnation.  But 
business  executives  are  running  scared 
from  intense  competition  at  home  and 
abroad,  and  workers  still  justifiably  fear 
layoffs.  The  latest  numbers  show  that  12%  of 
college-educated  male  workers  lost  their  jobs  be- 
tween 1993  and  1995,  a  higher  rate  than  in  the  1980s  or 
even  the  early  1990s.  Since  the  beginning  of  October,  thou- 
sands of  job  cuts  have  been  announced  at  companies  including 
Aetna  Inc.  and  TWR. 

Americans  are  living  with  a  combination  of  growth  and  un- 
certainty that  they've  never  seen  before.  The  most  vibrant 
areas  of. the  economy — such  as  high  tech,  small  business, 
and  global  trade — are  precisely  those  with  the  most  turmoil. 
The  software  industry  is  growing  at  a  10%  annual  rate — yet 
technological  change  can  wipe  out  a  software  company 
overnight.  Small  business  has  created  nearly  all  the  net  new 
jobs  since  1991,  reports  Cognetics,  an  economics  film  based  in 
Cambridge,  Mass., — but  owning  a  small  business  or  working 
for  one  is  a  risky  way  of  life.  Exports  are  growing  three 
times  as  fast  as  the  overall  economy — yet  cracking  a  foreign 
market  is  an  expensive  and  uncertain  venture. 
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Welcome  to  the  high-risk  society.  1 
not  the  society  our  parents  grewl 
with,  stable  and  secure.  Instead, 
economy  is  becoming  much  m« 
like  the  financial  markets.  Cfe 
sider:  Ordinary  investors  in  j| 
financial  markets  would  lqe| 
safety — but  they  are  drivenB 
higher-risk  investments  sufl 
as  stocks,  which  offer  betH 
long-run  returns. 
MORE  PAIN.  Now,  this  sal 
risk-retum  trade-off  pervaiM 
the  whole  economy.  Indiviim 
als  and  companies  would  lffl 
to  run  from  uncertainty.  BW 
they  cannot.  In  the  1990s  aB'i 
beyond,  many  of  the  bU 
routes  to  success  require  e\m 
greater  risk:  taking  a  job  um 
high-tech  industry,  accumulat  e 
big  debts  to  get  a  graduate  (M 
gree,  putting  retirement  money  ii  M 
tocks  to  get  higher  returns.  Comf- 
nies  are  forced  to  attempt  radi  I 
reengineering  and  work  reform  to  si 
competitive,  or  pursue  cutting-edge  techi 
logical  innovations  that  have  a  good  chance  f 
failing  (table,  page  94). 
The  shift  to  a  high-risk  society  has  been  accelerated  by  t- 
past  20  years  of  government  action.  Free  trade,  deregulati 
and  open  immigration,  supported  by  Republican  and  Din 
cratic  Administrations,  yield  faster  growth  and  higher  livir 
standards  but  add  to  economic  uncertainty. 

Pain  and  prosperity  now  go  togethf. 
That's  not  comforting  news,  especially  r 
those  people  who  don't  have  the  educati 
or  skills  to  compete  in  the  high-risk  si 
ety — though  this  group  is  slowly  shrinkij 
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From  The  High-Risk  Society:  Peril  al 
Promise  in  the  New  Economy  by  Michael'- 
Mandel.  ©  1996  Michael  J.  Mandel.  Publish 
by  Times  Business  Bunks 
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as  some  two-thirds  of  high  school  graduates  go  to  college. 

But  the  government  cannot  protect  Americans  from  this  in- 
security. In  an  economy  where  the  forces  of  growth  are  also 
the  forces  of  uncertainty,  that  would  be  like  protecting  a 
tree  from  the  sun.  Instead,  Americans  need  new  ways  to 
manage  risk,  just  as  investors  can  diversify  their  portfolios. 

For  much  of  the  postwar  period,  it  was  not  necessary  to 
choose  between  growth  and  security.  In  the  1950s  and  1960s, 
companies  such  as  General  Motors  Corp.  could  make  high 
profits  year  after  year.  Blue-collar  workers  could  aspire  to  a 
unionized  job  offering  both  decent  wages  and  security.  A 
generation  of  white-collar  workers  could  come  out  out  of 
college  and  expect  to  make  their  career  with  a  big  company. 

In  Wall  Street  parlance,  such  markets  and  jobs  offered  high 
returns  with  little  risk.  The  equivalent  would  be  an  invest- 
ment with  a  guaranteed  15%  annual  yield.  Such  high-return, 
low-risk  opportunities  exist  only  fleetingly  in  financial  markets. 

Instead,  high-risk  securities  tend  to  have  higher  returns, 


opportunities  in  today's  economy  come  from  taking  chancl 
Consider  the  career  choices  for  new  graduates.  The  his- 
tech  sector — computers,  software,  communications — is  hi 
It's  growing,  wages  are  rising  much  faster  than  elsewhejj 
and  the  industry  offers  a  chance  to  become  rich  young. 

But  today,  growth  does  not  buy  security.  As  employe!: 
high-tech  businesses  cannot  offer  stability.  A  startup  or  smi 
company  may  create  thousands  of  jobs,  and  then  beconi 
obsolete  or  lose  out  to  competitors. 

Nothing  epitomizes  the  risk-return  trade-off  more  th| 
Netscape  Communications  Corp.  The  Internet  company  si 
leads  the  browser  market,  but  it's  facing  brutal  competitil 
from  Microsoft  Corp.  Five  years  from  now,  Netscape  could  [ 
an  economic  giant,  or  it  could  fade  away. 
BIG  DEBTS.  Getting  more  education  offers  limited  proteetiil 
from  uncertainty.  As  an  investment,  a  college  degree  sjl 
earns  an  11%  return — but  it's  more  akin  to  putting  mon 
into  stocks  than  buying  a  meal  ticket.  Many  college  gradual 
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while  lower-risk  investments  have  lower  returns.  Savings 
accounts  are  safe  but  pay  only  3%  a  year,  no  more  than  in- 
flation. But  the  stock  market — which  can  fall  25%  in  a  week — 
averages  about  a  7%  return  over  inflation.  "You  can't  expect 
to  get  a  greater  return  without  having  to  pay  for  it,"  says 
Stephen  Ross,  a  Yale  University  economist. 
NEW  rivals.  The  risk-return  trade-off  in  financial  markets  is 
driven  by  two  key  forces:  intense  competition  and  wide- 
spread availability  of  information.  This  combination  means  that 
an  investment  strategy  that  produces  high  returns  with  little 
risk  will  quickly  attract  new  investors  who  hope  to  cash  in  on 
the  success.  The  result:  Returns  drop,  and  risks  rise. 

Now,  competition  and  information  drive  the  real  economy 
as  well.  Open  markets  force  workers  and  companies  to  con- 
tend with  more  foreign  rivals.  Technology  creates  new  alter- 
natives, as  efficient  database  programs  replace  managers 
who  once  filed  reports.  Deregulation  removes  limits  on  com- 
petition in  telecommunications  and  other  industries. 

The  fury  of  competition  is  fueled  by  a  torrent  of  informa- 
tion. Knowledge  about  profit  opportunities  diffuses  much 
faster  throughout  the  global  economy  than  ever  before.  Alert 
companies  know  what  rivals  are  doing,  not  just  across  the 
street  but' around  the  world.  Any  worthwhile  feature  in  a  new 
car  or  software  program  is  rapidly  matched  by  competitors. 

The  analogy  between  the  financial  markets  and  the  real 
economy  is  not  perfect.  Money  can  be  switched  between 
stocks  in  moments.  By  contrast,  it  may  take  years  to  renovate 
a  factory  or  leam  a  new  skill.  But  businesses  and  workers  re- 
act far  faster  than  in  the  past. 

This  creates  a  sort  of  schizophrenia.  Sure,  workers  and 
businesses  prefer  security  to  uncertainty.  But  most  of  the  best 


borrow  heavily  and  face  higher  odds  of  layoffs  than  10  yea* 
ago.  Getting  an  advanced  degree  just  ups  the  ante.  Holders 
law,  business,  medicine,  and  other  graduate  degrees  ea 
much  more  than  mere  college  graduates  but  often  lea' 
school  with  large  debts.  This  exposes  them  to  big  risks  if  I 
demand  for  mbas  or  doctors  should  sag. 

With  exports  booming,  workers  can  play  in  the  high-ri 
society  by  looking  for  a  company  in  the  global  market.  A  fa 
tory  producing  for  export  pays  12%  more  on  average  than. 
nonexporter,  say  economists  Andrew  B.  Bernard  of  Mass 
chusetts  Institute  of  Technology  and  J.  Bradford  Jensen  of  tl 
Census  Bureau.  One  example:  The  global  strength  of  U. 
semiconductor  companies  helped  boost  wages  for  semico 
ductor  workers  by  almost  30%  since  1990. 

But  looking  for  a  hot  exporter  is  a  gamble  as  well.  Jobs 
semiconductors  and  software  are  booming.  But  employment 
a  related  industry,  computer  manufacturing,  has  dropped  1 
one-third  since  1988  because  key  components  such  as  dis 
drives  and  laptop  screens  are  made  overseas. 

The  pressure  to  make  high-risk,  high-return  choices  har 
ly  abates  as  workers  get  older.  According  to  a  recent  surv< 
by  the  Employee  Benefit  Research  Institute  and  the  Amei 
can  Savings  Education  Council,  only  26%  of  nonretired  Ame 
icans  believe  Social  Security  will  be  an  important  source  of  i 
tirement  income.  Instead,  experts  tell  them  to  invest  thei 
retirement  money  in  stocks  and  other  high-yield,  risky  asset 

Corporate  America  does  not  escape  the  pressure  to  tal 
risks.  Many  companies  tried  "reengineering" — rethinkii 
their  processes  from  scratch.  When  reengineering  works, 
can  cut  costs  and  boost  productivity  and  profits.  But  mo 
than  two-thirds  of  reengineering  attempts  fail,  estimati 
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G7W  drivers  are 


ALIKE 


Or  are  they? 


They're  as  different  as  the  fifty  states  they  live  in.  And  they  drive 
a  lot  of  different  kinds  of  cars  and  trucks  for  a  lot  of  different 
reasons.  But  when  J.  D.  Power  and  Associates  asked  new  vehicle 
drivers  about  the  quality,  sales  experience,  and  delivery  of  their 
vehicle,  the  GM  owners  were  remarkably  alike  in  their  point 
of  view.  Together,  they  formed  the  very  picture  of  satisfaction. 
And,  in  turn,  consecutive  top-ranked  performance  has  earned 
General  Motors  a  J.  D.  Power  and  Associates  Chairman's  Award. 


General  Motors 
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General  Motors 
is  rated  highest 
in  satisfaction 
right  from 
the  start* 

-  J.  D.  Power  and  Associates 
1996  Chairman's  Award 

http://www.gm.com 


''Based  on  performance 
among  corporations  Kit- 
ing more  than  500,000 
vehk  les  annually,  includ- 
ing General  Motors 
<  orporation,  American 
Honda  Motor  Company 
hk .,  ( 7»rs/<7  (  orporation, 
I  ord  Motor  Company, 
Nissan  Motor  Corporation 
USA,  and  Toyota  Motor 
Sales  USA  Inc.,  in 
J.l  >.  Power  iiihI  Associates 
1992-1996  New  Vehicle 
Sales  Satisfaction 
Studies™  measuring 
owner  satisfaction  with 
the  sales  experience, 
delivery  and  initial 
condition  after  the  first 
90  days  of  ownership. 
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help  them  lead  the  w  ay  in 
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Bank  One 


First  Union 
National  Bank 


Time  Warner's 
Pathfinder 


Tribune  Company 
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Why  is  Open  Market  the  only  company  that  has  paved  the  way  to  Internet  commerce?  Our  goal  from  day  one 
\s  to  develop  commerce  software  for  the  Internet.  And  unlike  other  companies,  our  software  is  available  today, 
'fact,  some  of  the  world's  most  successful  companies  are  already  using  our  secure,  scalable  internet  commerce 

solutions  to  do  business 
with  other  companies  and 
consumers.  With  these 
solutions,  larger  companies 
can  manage  not  only  payment 
processing  but  every  aspect  of 
Internet  business  transactions. 
And  smaller  companies  can 
reap  the  benefits  of  Internet 
commerce  while  outsourcing 
the  complexity,  allowing 
them  to  focus  on  what  they 
do  best.  in  short,  open 
Market  fits  your  needs  no 
matter  what  size  you  are. 

to  find  a  smooth  road  to 
your  own  Internet  commerce 
solution,  visit  our  website  at 
www.openmarket.com/road  OR 

CALL  I-888-OPEN-MKT. 
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Cambridge,  MA  02142 
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Eric  ( 'lemons,  a  Wharton  School  professor.  "The  payoff  for  be- 
ing right  is  enormous,"  says  demons.  "But  it's  very  high-risk 
to  throw  out  your  expertise." 

Other  management  strategies  are  also  high-risk,  high-return 
gambles.  Take  work  reform,  which  gives  workers  more  flex- 
ibility and  greater  participation  in  decisions.  Businesses  using 
the  best  work  practices  can  boost  sales  per  em- 
ployee by  as  much  as  $100,000.  But  to  get 
such  benefits,  companies  must  take  the 
dangerous  leap  of  trying  several  dif- 
ferent workplace  reforms  at  once, 
including  a  new  pay  system  and 
added  training.  "Incremental 
changes  don't  have  much  of 
an    effect,"    says  Thomas 
Kochan,  an  mit  labor  expert. 
HURDLES.  Any  company  that 
reaches  for  high  profits  in 
global  markets  faces  more 
uncertainties.  Currency  gy- 
rations are  felt  in  the  bottom 
line  of  companies,  such  as  the 
ones  that  invested  in  Mexico 
and  were  hit  hard  by  the  sharp 
decline  in  the  peso  in  late  1994  and 
1995.  Moreover,  the  bets  with  the 
biggest  potential  payoffs — emerging  mar 
kets  -aich  as  Russia,  China,  and  India — expose 
companies  to  political  and  economic  turmoil. 

Being  a  technological  leader  also  means  taking  risks.  For 
example,  the  coming  generation  of  low  Earth-orbit  satellites 
will,  if  successful,  connect  subscribers  to  a  global  information 
network.  But  pioneers  such  as  Motorola  Inc.  and  Orbital 
Sciences  Coip.  face  major  technological,  financial,  and  com- 
petitive hurdles.  To  name  one:  Sending  signals  to  the  right 
spot  on  the  globe  requires  that  the  new  satellites  become 
massive  computers  in  the  sky.  "It's  really  never  been  done  be- 
fore," says  David  W.  Thompson,  CEO  of  Orbital  Sciences. 

For  the  most  part,  government  is  encouraging,  not  fighting, 
the  uncertainty.  Policymakers  have  stressed  growth  at  the 
expense  of  security.  Take  the  push  for  deregulation.  Airline 
deregulation  lowered  average  fares,  while  creating  more  un- 
certainty for  travelers  and  airlines.  Telecom  deregulation  will 
likely  yield  a  similar  mix  of  lower  prices  and  more  confusion. 

Free  trade,  too,  is  a  high-stakes,  high-return  policy.  Pro- 
ducers gain  from  access  to  fast-growing  foreign  markets. 


while  consumers  can  buy  lower-price  imports.  At  the 
time,  however,  foreign  competition  leaves  a  trail  of  deva1 
ed  industries  and  workers. 

The  coming  battle  over  Social  Security  also  raises  risk 
reward  issues.  Social  Security  succeeded  in  reducing 
nomic  insecurity  for  older  Americans.  Now,  support  is  bj 
ing  for  a  partial  privatization  of  Social  Seci 
which  would  let  workers  invest  some  of 
contributions  in  stocks.  The  gain  w 
be  higher  expected  retiremen 
come — but  at  the  cost  of  mor< 
posure  to  the  volatility  of  tl 
nancial  markets. 

Can  anything  be  donj 
make  Americans  feel  rj 
secure?  The  damage  don 
economic  uncertainty  is 
But  the  clock  cannot! 
turned  back  to  the  ecoiJ 
of  the  1950s  and  1960s] 
stead,  new  institutions 
needed  to  cushion  the  r] 
while  letting  Americans 
advantage  of  the  growth. 
LONG  FIGHT.  The  governmer] 
slowly  moving  in  the  right  direcj 
A  bill  signed  this  summer,  for  exanj 
helps  workers  who  are  laid  off  or  who  chJ 
employers  retain  their  health  insurance  and  re] 
ment  benefits. 

But  more  can  be  done.  Any  future  tax  reform  projj 
should  permit  people  to  average  their  incomes  for  tax 
poses  across  good  years  and  bad.  This  would  protect  agd 
uncertainty  by  giving  big  tax  refunds  to  workers  who  | 
their  jobs  or  see  their  incomes  suddenly  drop. 

In  the  long  run,  the  U.  S.  will  have  to  develop  ways' 
Americans  to  buy  insurance  against  economic  uncertaj 
just  as  they  buy  fire  insurance  for  their  homes.  This  is  n<J 
far-fetched  as  it  sounds.  Financial  markets  already  offej 
vestors  the  chance  to  buy  complicated  futures  and  option! 
interest  and  exchange  rates.  The  same  expertise,  with  s 
assistance  from  the  government,  can  create  insurance  poll 
that  provide  some  protection  for  workers,  say,  concei 
that  their  industry  will  be  overrun  by  foreign  competitij 
Adjusting  to  the  high-risk  society  will  not  be  easy.  AiJ 
icans  need  security,  but  they  need  growth  as  well. 


FOR  WORKERS... 

►  A  career  in  a  high-tech  industry  offers 
the  most  growth  in  the  economy — and  the 
most  turmoil 

►  A  job  at  a  company  actively  competing 
in  global  markets  can  benefit  from  fast- 
growing  but  highly  competitive  foreign 
markets 

►  Spending  $100,000  or  more  on  a 
graduate  degree  in  law,  medicine,  or  busi- 
ness is  a  lucrative  but  potentially  risky 
investment 

►  Self-employment  can  mean  higher  earn- 
ings at  the  expense  of  higher  insecurity 


High-Risk,  High-Return  Strategies 

...for  policymakers 


...FOR  COMPANIES... 

►  Reengineering,  work  reform,  or  other 
major  restructuring  can  boost  productivity 
and  cut  costs  but  have  high  failure  rates 

►  Expansion  into  fast-growing  developing 
countries  offers  the  most  lucrative  oppor- 
tunities and  the  biggest  risks 

►  Technological  innovation  can  pay  off 
big  for  the  relatively  few  innovations  that 
take  hold 

►  Investment  in  a  deregulated  industry 
offers  chances  for  good  profits  along  with 
the  certainty  of  intense  competition 


►  Free  trade  boosts  growth  while 
exposing  workers  and  businesses  to  for-j 
eign  competition 

►  Immigration  brings  skilled  and  ener-1 
getic  workers  into  the  country,  while  raj 
ing  insecurity  for  current  residents 

►  Deregulation  leads  to  lower  average 
prices  for  consumers  and  greater  uncertai 
ty  for  workers  and  companies 

►  Privatization  of  Social  Security  increi 
es  the  income  of  future  retirees,  while 
exposing  them  to  the  fluctuations  of  the! 
financial  markets 
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1891.  That  was  then 


A  century  ago  Siemens  pioneered  a  unique  approach  to  apprentice  training 
programs.  It  set  new  standards  for  helping  workers  develop  the  skills  to 
master  state-of-the-art  technology. 


©  Siemens  Corporation  1996 


1996.  This  is  now. 


Today  Siemens'  apprentice  and  training  programs  in  the  USA  are  laying  the 
foundation  for  a  highly  skilled  workforce  that's  essential  for  technological 
leadership.  Now,  more  than  ever,  education  is  the  key  to  maintaining  global 
competitiveness.  For  more  than  a  century  Siemens  has  been  preeminent  in 
the  kind  of  training  programs  that  assure  a  leading  position  in  a  wide  variety 
of  technologies.  Like  automation  systems  that  are  helping  American  industry 
be  increasingly  productive  in  the  years  ahead.  Siemens.  Precision  Thinking. 


For  more  information,  write  for  Siemens  '96.  Box  8003,  Trenton,  New  Jersey  08650 


Automation      Automotive  Electronics      Electronic  Components      Energy      Information  Systems 
Lighting  Systems       Medical  Systems       Power  Generation       Telecommunications  Transportation 

Visit  our  web  site  at  www.siemens.com  on  the  Internet 
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The  Changing  Workplace 
is  Changing  Our  View  of  Education 


litfcurtii 


HdjP 


WBt     N  III!  SPACE  OE  A  SINGLE  GENERATION, 

MB    work  and  the  workforce  have 
B|    changed  dramatically'.  If  we  could 
put  a  typical  1966  worker  into  a 
1996  factors  or  organization,  he  or 
she  would  likely  begin  to  suffer  a  kind 
of  occupational  vertigo  —  a  sense  of 
disorientation  in  virtually  every 
dimension  of  the  workplace. 

It's  not  just  new  machines  and 
management  philosophies,  or  that 
services  have  replaced  ^mmmmmb 
manufacturing  as  the 
dominant  sector  of  the 
American  economy.  It's 
that  the  character  of 
work  itself  has  been 
transformed,  largely 
through  the  application 
of  information-based 
technologies  and  sys- 
tems thinking  to  almost 
everything  American 
business  does.  The 
express  train  to  the  21st 
century  has  left  the  station,  and  the 
typical  workers  of  just  a  few  years  ago 
are  standing  on  the  platform — waving 
good-bye  from  the  rapidly  receding 
200-year  history  of  industrialism. 

Today's  —  and  tomorrow's  — 
workers  have  to  be  multi-skilled  and 
multi-dimensional,  flexible  and  intel- 
lectually supple.  Even  the  physical 
office  is  being  relocated  to  accommo- 
date new  work  styles,  as  cell-phones, 
faxes,  and  telecommunications  soft- 
ware stimulate  the  growing  edge  of  the 
workforce  as  it  migrates  down  the 
information  highway  to  homes,  cars, 
airport  lounges,  and  telework  centers. 

But  the  changes  go  far  beyond  new 
technologies  and  the  shifting  venues 
for  work.  Richard  Gurin,  president 
and  CEO  of  Binney  &  Smith,  Inc.,  and 
a  member  of  the  National  Alliance 
of  Business,  expresses  a  growing 
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An  arts  education 


consensus  among  business  leaders: 

"After  a  long  business  career,  I  have 
become  increasingly  concerned  that 
the  basic  problem  gripping  the 
American  workplace  is  not  interest 
rates  or  inflation;  those  come  and  go 
with  the  business  cycle.  More  deeply 
rooted  is  . . .  the  crisis  of  creativity. 
Ideas  . . .  are  what  built  American  busi- 
ness. And  it  is  the  arts  that  build  ideas 
and  nurture  a  place  in  the  mind  for 
■■■■■■■■"""m  them  to  grow  . . .  Arts 
education  programs 
can  help  repair  weak- 


developS  collaborative     nesses  in  American 

education  and  better 


and  teamwork 
skills,  technological 
competencies, 
flexible  thinking, 
and  an  appreciation 
for  diversity. 


.alii* 


prepare  workers  for  the 
twenty-first  century." 

Knowledge  is  the 
New  Wealth  The 

connection  Gurin  makes 
between  the  needs  of 
the  marketplace  and 


workforce  on  the  one  hand,  and  the  Uj 
abilities  fostered  by  an  arts  educations 
on  the  other,  is  based  on  a  straight-  |! 
forward  argument: 

1 Management  gurus  such  as  Peter 
Drucker,  W.  Edwards  Deming,  ai 
Peter  Senge  have  been  saying  for  year 
that  the  basic  economic  resource  of 
today's  economies  is  no  longer  labor 
or  capital,  but  knowledge  itself  - 
information  at  work  in  the  learning  1 
organization.  As  information  and  the 
technologies  derived  from  it  expand  ; 
warp  speed,  businesses  find  that  wha 
creates  value  and  spawns  change  is  tr 
ability  to  add  knowledge  to  work. 
Today,  that  need  is  so  great  that 
companies  are  adding  CKOs,  "chief 
knowledge  officers"  to  help  them 
maintain  a  competitive  edge. 


Since  the  turn  of  the  century, 
CRAYOLA®  brand  products  have 
inspired  hands-on  learning  and 
t:  creativity  in  the  classroom. 

•V 
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jftimpb 
Bblyba 
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|  The  cutting-edge  worker  in  the 
■  Information  Age  Economy  is  thus 
:  "knowledge  worker,"  a  continuous 
i  highly-adaptable  learner  who  pos- 
ses a  wide  range  of  "higher  order 
nking  skills."  This  employee  is  an 
iginative  thinker  with  high-level 
nmunication  and  interpersonal  skills. 

)  An  education  in  the  arts  addresses 
J I  and  delivers  precisely  these  kinds 
skills.  The  potential  contribution  of 
5  education  extends  across  the 
ird.  It  builds  such  thinking  skills  as 
ilysis,  synthesis,  evaluation,  and 
ical  judgment.  It  nourishes  imagi- 
ion  and  creativity.  While  recognizing 
importance  of  process,  it  focuses 
berately  on  content  and  end-product, 
evelops  collaborative  and  teamwork 
Is,  technological  competencies, 
ible  thinking,  and  an  appreciation 
diversity.  An  arts  education  also 
ers  such  valued  personal  attitudes 
elf-discipline. 

The  implications  of  this  argument 
s  slowly  been  working  their  way 
i  the  decade-and-a-half  struggle  to 
■mi  the  nation's  schools,  even  as  the 
^h-performance  workplace"  remains 
ire  driver  for  education  reform, 
public's  preoccupation  with 
:ting  back  to  the  basics"  is  being 
forced  by  a  new  commitment  to 
>ol  restructuring,  school-based 
sion-making,  and  standards.  Most 
cators,  indeed  most  Americans, 
ainely  welcome  the  renewed  inter- 
n  stronger  fundamentals  and  high- 
:andards  for  performance  and 
ning.  Too  few  Americans  recog- 
,  however,  the  breadth  and  depth 
he  contribution  arts  education  can 
:e,  both  to  education  reform  and 
le  quality  of  the  workforce.  But 
gs  are  changing. 

Creation  of  a  New  Alliance 

need  for  imagination  and 
tivity  in  the  workforce  is  creating 
w  alliance  between  arts  education 
business.  One  high-visibility 
ession  of  shared  interest  was  the 
I  Louisville  conference  on  "Arts 
cation  for  the  21st  Century 


American  Economy."  The  American 
Council  for  the  Arts  (ACA)  invited 
more  than  300  business  leaders  and 
arts  educators  to  explore  an  unusual 
proposition:  that  the  arts  make  a  sig- 
nificant contribution  to  business  (see 
sidebar  page  5).  Participants  shared 
common  concerns  and  mapped  out 
strategies  for  mutually  beneficial 
collaboration.  Similar  events,  such  as 
a  December  1996 
conference  of  the 
Connecticut  Alliance 
for  Arts  Education 
on  how  arts  prepare 
students  for  the 
workforce,  are 
springing  up  locally 
and  regionally 
around  the  country. 

National  and 
state-level  forums, 
such  as  South 
Carolina's  "Arts  in 
the  Basic  Curriculum" 
project,  the  Pittsburgh 
Cultural  Trust,  and 
the  Bronx  Develop- 
ment Council  —  as 
well  as  hundreds  of 
energetic  arts-business 


Atlanta  students  find  the  graphical 
interface  of  IBM's  SchoolVista 
easy,  and  fun,  to  use.  Students 
are  encouraged  to  collaborate  on 
projects  which  promote  peer-to- 
peer  interaction  that  teachers 
find  beneficial  to  learning. 


MUSIC  EDUCATORS  NATIONAL 
CONFERENCE  New  research  shows 
music  develops  not  only  creativity 
but  also  spatial  intelligence  - 
the  ability  to  perceive  the  world 
accurately  and  form  mental  images. 


partnerships  in  communities  around 
the  country  —  are  bringing  business 
leaders,  arts  organizations,  and  arts 
educators  together  around  the  same 
fundamental  messages: 

•  Arts  education 
helps  the  nation 
produce  citizens  and 
workers  who  are 
comfortable  using 
many  different  sym- 
bol systems  (verbal, 
mathematical, 
visual,  auditory); 

•  An  arts  education 
is  part  of  the  defini- 
tion of  what  it  means 
to  be  an  "educated 
person,"  i.e.,  a  criti- 
cal and  analytical 
learner;  a  confident 
decision-maker;  a 
problem  poser  and 
problem  solver; 
and  an  imaginative, 
creative  thinker; 
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•  All  education  in  the  arts  opens  the 
door  to  skills  and  abilities  that  equip 
learners  for  a  host  of  learning  contexts, 
including  the  workplace,  where 
"know  ledge  is  wealth";  and 

•  Arts  education  projects  can  be  a 
significant  catalyst  for  community 
development,  support  for  cultural 
institutions,  and  economic  health 
(see  sidebar  page  6}  —  all  important 
business  goals. 

The  upshot  for  many  in  business 
is  that  experiences  and  instruction  in 
the  arts  build  a  floor  under  innovation 
in  the  workforce  and  workplace. 
Illustrating  how  these  messages  come 
together.  Will  Tait,  the  creative  director 
for  software  developer  Intuit's  multi- 
media group,  says  he  looks  for  a  skill 
set  in  job  candidates  that  is  increasingly 
typical  of  companies  today:  team- 
work and  communication  skills,  an 
understanding  of  quality  concepts, 
and  a  background  in  the  arts.  "When 
an  Intuit  marketing  manager  puts 
together  a  team  around  a  multi-media 
enhanced  product,"  he  says,  "the  team 
includes  an  artist.  My  ow  n  view  is  that 
the  ability  to  use  color,  shape,  music, 
rhythm,  and  movement  is  essential  to 

the  finished 
Singer,  songwriter,  product, 
dancer,  and  storyteller  primarily 
Marc  Bailey  Llewellyn,      because  ol 
one  of  over  100  artists     the  sense 
on  the  MUSIC  CENTER  artists 
EDUCATION  DIVISION  develop 
roster,  works  with  a 
student  from  Chavez 
Elementary  School 
near  Los  Angeles. 


THE  NEW  ARTS  EDUCATION 

Over  the  past  decade,  a  new  way  of  thinking  about  arts  education  has  taken 
hold,  which  differs  significantly  from  the  limited  activity  that  most  adults 
remember  from  their  own  schooling.  Based  on  substantive  and  rigorous  content, 
the  new  arts  education  develops  the  very  capacities  that  business  leaders,  educators 
and  parents  want  the  schools  to  provide  our  children:  creative  problem  solving, 
analytical  thinking,  collaborative  skills,  and  judgment. 

In  the  new  arts  education,  children  learn  to  convey  ideas,  feelings,  and  emotion 
by  creating  their  own  images  and  performing  dance,  music,  and  drama.  They  lear 
to  decode  and  understand  the  historical  and  cultural  messages  wrapped  up  in 
works  of  art.  They  also  learn  to  analyze,  critique,  and  draw  reasoned  conclusions 
from  what  they  see  and  hear;  i.e.,  to  reflect  on  the  meaning  of  their  perceptions 
and  experiences.  The  demonstrated  achievements  of  the  new  arts  education 
have  brought  it  recognition  in  areas  that  are  today  defining  education  for  both 
students  and  teachers.  National  voluntary  standards  for  the  arts,  state  curriculum 
frameworks,  certification  for  arts  teachers,  student  assessments,  and  texts  and 
instructional  materials  increasingly  call  for  substantive  arts  education.  The  results 
can  be  seen  in  the  pages  of  this  special  section. 


sequencing  —  a  crucial  thinking  skill." 

In  short,  arts  education  is  basic 
education.  This  assertion  becomes  all 
the  more  clear  when  we  begin  to  define 
"basic  education"  by  asking  some 
important  but  seldom  asked  questions: 

•  "What  do  we  mean  by  "an  educated 
person?'" 

•  "What  kind  of  education  supports 
the  new  skills  needed  for  jobs  in  the 
Information  Age? 

•  Or  perhaps  most  important:  "What 
do  our  children  need  to  know  and  be 
able  to  do  to  become  the  best  possible 
human  beings?" 

In  every  civilization,  the  arts  have 
always  been  inseparable  from  the  very 
meaning  of  the  term 
"education,"  and  today, 
no  one  can  claim  to  be 
truly  educated  who  lacks 
basic  know  ledge  and 
skills  in  the  fourth  R  — 
the  arts  disciplines. 

Coming  in  from  the 
Curricular  Cold  For  chil- 
dren, the  good  news  is 
that  after  a  long  exile  on 
the  curricular  fringe  of 
public  education,  arts 
education  has  achieved 
some  success  in  claiming 


its  rightful  place.  The  possibilities  h 
accelerated  since  1989-90,  when  the 
contemporary  advocacy  movement 
arts  education  caught  the  sustained 
wave  of  school  reform,  launched  in 
public  mind  in  1983  by  the  publicati 
of  A  Nation  at  Risk  and  its  warnin 
a  "rising  tide  of  mediocrity"  in  the 
schools.  In  the  wake  of  a  monumen 
effort  by  business  leaders,  arts  educ 
tors,  community  arts  organizations, 
and  others,  arts  education  has  now 
become  a  visible,  viable,  and  vocal  p 
of  the  national  strategy  for  improvii 
the  nation's  schools,  and  a  compreh 
sive  approach  to  arts  education  is 
becoming  more  and  more  widespreac 

Credit  is  due  to  educators  who 
have  created  new,  substantive  approacl 
to  learning  in  and  through  the  arts, 
advancing  the  goals  of  education  refo 
while  increasing  student  knowledge 
the  arts.  These  new  directions  help 
students  to:  understand  the  histories 
and  cultural  contexts  for  works  of  a 
develop  their  skills  in  producing  art, 
enrich  their  understanding  of  the 
nature  of  art,  and  develop  the  ability 
critique,  analyze,  and  make  informec 
judgments  about  art.  These  teaching 


innovations  meet  new  educational 
needs  as  they  solidify  the  place  of 
art  in  the  curriculum.  The  growing 
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Creating  a  more  competitive  work  force 
starts  with  the  simplest  tools. 


In  schools  across  the  country,  tomorrow's  work  force  is  being  shaped  today.  Shaped  by  tools 
that  teach  children  to  use  their  imagination,  that  encourage  them  to  create,  to  perform.  And  to 
dream.  At  GE,  we  know  that  an  education  including  the  arts  is  vital.  Because  students  who  appreciate 
the  conceptual  as  well  as  the  analytical  are  the  ones  who'll  create  the  innovations  of  tomorrow. 

That's  why  we're  one  of  the  largest  corporate  supporters  of  arts-in-education  programs.  In 
fact,  through  The  GE  Fund  we  support  all  kinds  of  educational  programs. 

In  our  College  Bound  program,  GE  employees  volunteer  as  mentors  to  high  school  students 
to  boost  college  enrollment  rates.  Faculty  for  the  Future  is  growing  the  number  of  minority 
professors  through  grants  and  scholarships.  Still  other  GE  Fund  programs  are  changing  schools 
nationwide  to  develop  well-rounded  students  with  winning  ideas, 
v      So  while  crayons  and  chalk  may  be  simple  things,  at  GE  they  mean  the  world  to  us. 


We  bring  good  things  to  life. 
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HOW  THE  ARTS  STRENGTHEN  THE  WORKFORCE 

T  ohn  Brademas,  former  Congressman  and  president  emeritus  of  New  York 
Jf  University,  provided  the  ACA  Louisville  Conference  with  a  three-point  rationale 
for  why  and  how  arts  education  strengthens  the  workforce. 

1.  The  arts  enhance  qualities  business  needs.  The  indispensable  qualities  and  char- 
acteristics for  developing  the  kind  of  workforce  America  needs  are,  in  Brademas's 
words,  "exactly  the  competencies  that  are  animated  and  enhanced  through  study 
and  practice  of  the  arts."  They  are  also  generic,  i.e.,  transferable  to  other  topics 
and  other  areas  of  life. 

2.  The  arts  invigorate  the  process  of  learning.  Arts  education  is  education  that 
focuses  on  "doing;"  all  the  arts  are  related  to  either  product  or  performance,  and 
often  both.  The  arts  are  also  strongly  linked  to  positive  academic  performance. 
Citing  a  four-year  study  conducted  by  the  Arts  Education  Research  Center  at  New 
York  University,  Brademas  noted  that  achievement  test  scores  in  academic  subjects 
improve  when  the  arts  are  used  to  assist  learning  in  mathematics,  creative  writing, 
and  communication  skills. 

3.  The  arts  embrace  and  encourage  school  participation,  especially  for  youngsters 
who  are  at  risk.  Brademas  pointed  to  the  "Fighting  Back"  project  sponsored  by 
the  Robert  Wood  Johnson  Foundation,  which  targets  drug  and  alcohol  use  among 
the  young.  He  noted  that  "participation  in  arts  programs  can  be  a  powerful  mag- 
net to  keep  children  in  school." 

Source:  John  Brademas,  Remarks,  American  Council  on  the  Arts  Conference  on  "Arts  Education  for  the 
21st  Century  American  Economy,  Louisville,  Kentucky,  September  16,  1994. 


recognition  of  the  importance  of  the 
arts  is  attested  by  their  inclusion  in  the 
National  Education  Goals,  as  set  forth 
in  the  Goals  2000:  Educate  America 
Act  of  1994  —  a  major  step  forward. 

In  Goals  2000,  arts  education 
received  its  first  endorsement  in  feder- 
al legislation  since  the  1960s.  (Most 
Americans  are  unaware  that  President 
Clinton  signed  the  legislation  creating 
( ioals  2000  from  a  magnet  school  for  the 
arts.)  The  arts  are  now  recognized  as  a 
core  subject  area  in  which  American 
children  are  expected  to  become 


competent.  Also  in  1994,  the  National 
Consortium  of  Arts  Organizations 
published  its  National  Standards  for 
Arts  Education,  a  thoroughly  rigorous 
presentation  of  "What  Every  Young 
American  Should  Know  and  Be  Able 
to  Do  in  the  Arts,"  in  grades  K-12. 
As  deputy  secretary  of  education 
Madeleine  Kunin  noted  at  the  time, 
"the  inclusion  of  the  arts  in  Goals 
2000  and  the  voluntary  national  arts 
education  standards  establish 
the  aits  as  serious  and  substantive 
academic  subjects." 


ARTS  CONNECTION 
High  school  students 
at  New  York's 
Jacqueline  Kennedy 
Onassis  High  School 
paint  a  mural  as  the 
final  project  of  a 
program  exploring 
nature  and  the 
environment. 


NATIONAL  FOUNDATION  FOR 
ADVANCEMENT  IN  THE  ARTS 
Master  class  is  the  final  phase  of 
Arts  Recognition  and  Talent  Search 
(ARTS),  which  makes  available  cash 
awards,  scholarships,  and  the 
chance  to  be  named  a  Presidential 
Scholar  in  the  Arts. 


WHY  ARTS  EDUCATION  IS  BASK 

Aside  from  specific  disciplinary  coni 
tent  (e.g.,  how  to  play  the  clarinet  oi 
execute  basic  dance  sequences),  an 
education  is  valuable  to  our  childre 
in  three  important  senses: 

Ian  arts  education  contributes  to 
the  quality  of  education  overall 
and  builds  critical  thinking  skills; 

2 an  arts  education  builds  specific 
workforce  skills  that  business 
values;  and 

3 an  education  in  the  arts  builds 
values  that  connect  children  to 
themselves  and  to  their  own  culture 
and  civilization. 

These  elements  form  the  core  of 
argument  for  why  an  arts  education 
basic  and  vital  to  education  and  to  t 
needs  of  businesses. 

An  Arts  Education  Contributes  to 
the  Quality  of  Education  and  Builds 
Critical  Thinking  Skills 

IAn  arts  education  engages  stude 
and  invigorates  the  process  of 
learning.  Educational  researchers  ha 
shown  that  people  use  many  routes 
to  learning —  including  kinesthetic, 
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No  Other  Art  Teacher 
In  America  Has  Worked 
So  Hard  For  FAME. 


In  1987,  art  teacher  Michael  Schmid 
began  his  quest  for  FAME  -  the  Foundation 
for  Art  and  Music  in  Elementary  Education.  He  and 
music  teacher  Dorothy  Kittaka  envisioned  FAME  as  an 
innovative  series  of  programs  which  would  bring  the  joy  of 
fine  arts  to  kids  from  all  social,  ethnic  and  economic  backgrounds. 

Today,  Michael  Schmid's  FAME  is  greater  than  he  ever  dreamed.  Last  year  alone,  over 
50,000  elementary  students  enjoyed  FAME  events  which  included  a  nationally  renowned 
visiting  artists  program,  three  student  art  festivals,  teacher  workshops,  joint  philharmonic 
and  art  museum  programs,  and  Camp  Potawotami  -  a  week-long  fine  arts  camp  where  kids 
come  together  to  learn  a  healthy  appreciation  of  the  arts  amid  the 
healthy  atmosphere  of  summer  camp. 

For  his  tireless  efforts  to  bring  the  wonder  of  fine 
arts  to  all  kids,  State  Farm  is  proud  to  present 
Michael  Schmid  of  Haverhill  Elementary 
School  with  our  Good  Neighbor  Award, 
and  to  donate  $5,000  to  further  his 
FAME  in  Fort  Wayne,  Indiana. 


STATE  FARM 


INSURANCE 


Good 

Neighbor 

Award 


STATE  FARM  INSURANCE  COMPANIES 
Home  Offices:  Bioomington,  Illinois 


The  Good  Neighbor  Award  was  developed  in  cooperation 
with  the  National  Art  Education  Association. 


http://v 


statefarm.com 


"Kids  can  always 
say  the  dog  ate  my 

norm 


when  they  don't  get  everything  done. 


Teachers  cant. 


Boy,  school  sure  seems  to  be  getting  harder  and 
harder  these  days.  For  teachers,  that  is. 

I  low  do  you  find  the  lime  to  plan  your  curriculum, 
return  e-mail,  gel  funding  lor  eight  new  clarinets  and. 
oh  yeah,  teach?  Easy,  hog  onto  IBM's  School  Vista"  \  2.0, 
education  management  software  yon  use  right  in  the 
classroom.  Use  it  to  prepare  classes,  distribute  home- 
work assignments,  confer  with  other  faculty  members. 
Even  track  an  individual  students  progress. 

Then,  use  SchoolVista  to  firing  exciting  new 
learning  opportunities  to  the  classroom.  Working  w  ith 
friendly  "classroom  graphics,  you'll  have  a  whole  new 
world  ol  resources  and  instructional  software  at  your 


fingertips.  Maybe  Johnny  needs  extra  help  in  history 
Or  Lucy  s  bored  in  advanced  calculus.  Click.  They  ca 
retrieve  lessons  tailored  specifically  for  them.  Or  hoi 
about  encouraging  classmates  to  collaborate  with  on< 
another  on  writing  projects?  Or  take  a  class  trip  throu| 
cyberspace  on  the  Internet? 

Sound  like  something  youd  like  to  learn  more  abou 
Call  us  at  I  800  1  BM-  l_EI  H  or  stop  by  ww  u.solution 


ibm.com/k  12.  Your  students  will  always  have  excuse 
but  at  least  now  they  can  e-mail  them  to  you. 


Solutions  for  a  small  planet "  = 


IBM  is  a  registered  trademark  and  SchoolVista  and  Solutions  fcr  a  small  planet  are  trademarks  of  International  Business  Machines  Corporation  $  1996  IBM  Corp 
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visual,  auditory,  synthetic  (putting 
ideas  together),  analytic  (taking  ideas 
apart),  and  other  means.  An  education 
that  uses  the  arts  readily  engages 
a  wider  variety  of  learning  styles 
and  increases  learning  potential  for 
the  student.  At  the  Guggenheim 
Elementary  School  in  inner-city 
Chicago,  for  example,  after  the  arts 
were  integrated  into  the  curriculum, 
daily  attendance  increased  to  94%, 
and  83%  of  the  students  achieved  at 
or  above  national  norms  in  reading 
and  math. 

Keeping  young  people  in  school 
is  not  j ust  an  educational  or  social 
issue,  it's  an  economic  one,  too.  In 
Los  Angeles,  for  example,  85%  of 
all  daytime  crime  is  committed  by 
truant  youth.  The  annual  cost  of 
truancy  to  the  nation  is  S228  billion. 
Later  on  in  the  lives  of  young  people, 
it  costs  the  business  community  about 
S30  billion  annually  to  train  unskilled 
employees  in  reading,  writing,  and 
mathematics. 

2 An  arts  education  sets  many 
"hooks"  to  capture  a  student's 
attention,  appealing  to  many  levels 
of  experience  at  the  same  time. 


GETTY  EDUCATION  INSTITUTE  FOR 
THE  ARTS  Arts  education  engages 
children  in  learning.  Through  teacher/ 
^  -     £  student  interaction,  youngsters  learn 
to  inquire,  reason  and  assess,  in 
addition  to  creating  works  of  art. 


For  example: 

•  The  arts  disciplines  reach  out  to  the 
mind  because  each  is  rooted  in  specific 
content.  They  all  offer  rigorous  intel- 
lectual challenges.  The  cognitive  prob- 
lems of  representing  a  particular  light 
in  a  painting  can  be  as  formidable  as 
those  involved  in  constructing  any  sci- 
entific experiment. 

•  In  every  art  form,  an  arts  education 
also  engages  a  child  across  a  broad 
spectrum  of  emotions;  that  is,  after 
all,  part  of  what  any  work  of  art  is 
designed  to  do. 

•  At  the  same  time,  an  education  in 
the  arts  brings  many  other  faculties 
into  play:  curiosity,  wonder,  delight,  a 
sense  of  mystery,  satisfaction,  unease 
when  quality  is  neglected,  and  even 
frustration. 

•  The  various  art  forms  have  special 
forms  of  engagement:  a  dance  engages 
the  body  and  delivers  exhilaration;  a 
drama  invites  the  willing  suspension 
of  disbelief,  creating  the  context  for  a 
deeper  message;  a  painting  summons 
reflection;  a  song  can  open  a  new 


THE  ARTS  ARE  A  FORCE  FOR  THE 
NATION'S  ECONOMIC  HEALTH 

A recent  study  by  the  National 
Assembly  of  Local  Arts 
Agencies  (NALAA)  on  the  economic 
impact  of  nonprofit  arts  organiza- 
tions provides  some  eye-opening 
data.  Nearly  800  arts  organizations 
in  33  communities  in  22  states  were 
studied  over  three  years.  The  study 
concluded  that  the  arts  are,  in  fact, 
an  industry  in  their  own  right;  that 
the  arts  are  "an  economically  sound 
investment  for  communities  of  all 
sizes";  and  that  they  are  a  net  con- 
tributor to  the  nation's  economy. 
And,  it  is  arts  education  that  builds 
audiences  for  arts  organizatons. 

The  NALAA  report  estimated  that 
nonprofit  arts  organizations  generate 
these  levels  of  economic  activity: 

•  Annual  contribution  of  the  arts  to 
the  national  economy:  $36.8  billion 

•  Number  of  jobs  supported  by  the 
arts  nationally:  1.3  million 

•  Annual  value  of  paychecks: 
$25.2  billion 

•  Percentage  of  GNP  attributable  to 
nonprofit  arts  activity:  6% 

Source:  Jobs,  the  Arts,  and  the  Economy, 
Washington,  DC:  National  Assembly  of  Local 
Arts  Agencies,  1994. 


window  onto  events,  ideas,  and 
historical  eras. 

•  Altogether,  what  an  arts  education 
does  is  build  connections  between  the 
content  of  the  art  form  and  the  total 
experience  of  the  student. 

3 An  arts  education  teaches  studenti 
to  draw  on  new  resources  to 
empower  their  lives.  Dr.  Ramon  C. 
Cortines,  former  Chancellor  of  the 
New  York  City  Schools,  who  has 
directed  some  of  the  most  innovative 
school  restructuring  initiatives  in 
California  and  New  York,  has  this  to 
say  about  the  power  of  the  arts  for  I 
individual  students: 

"The  arts,  or  the  'Fourth  R,'  offer  a 
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"A  CAPACITY  AND  TASTE 


OR  READING  GIVES  ACCESS  TO 


HATEVER  HAS  ALREADY  BEEN 


VS  ALREAD 


DISCOVERED  BY  OTHERS:.." 


—  A.  LINCOLN 


We  make  sure  everything  you  read  from  us 
is  simple  and  clear. 


Lincoln  National  Lile  Insurance  Co.,  Fort  Wayne,  IN  46802 
ore  information,  call  1-800-4-LINCOLN. 
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Richard  Curin 

Chief  Executive  Officer 

Binney  &  Smith 


ARTS  EDUCATION  FOR 
WORKPLACE  SUCCESS 

At  Binney  &  Smith,  our  commit- 
ment to  supporting  the  arts  in 
education  dates  back  nearly  a 
hundred  years  with  the  introduction 
of  Crayola  brand  products  as  the 
creative  tool  of  choice  in  the 
nation's  classrooms. 

Today,  the  company  is  synony- 
mous with  arts  education  leader- 
ship providing  quality  products, 
instructional  resource  materials, 
workshops,  and  curricular 
resource  programs  like  Crayola 
Dream-Makers.  In  addition, 
we  work  with  the  educational 
community  and  our  valued  retailer 
and  wholesaler  customers  to  advo- 
cate the  value  of  arts  in  education 
to  national  opinion  leaders. 

We  believe  the  skills  the  arts 
teach  —  creative  thinking,  problem- 
solving  and  risk-taking,  and  team 
work  and  communications  —  are 
precisely  the  tools  the  workforce  of 
tomorrow  will  need. 

If  we  don't  encourage  students 
to  master  these  skills  through 
quality  arts  instruction  today, 
how  can  we  ever  expect  them  to 
succeed  in  their  highly  competitive 
business  careers  tomorrow? 


powerful  tool  for  meeting  the  challenges 
of  reform.  Teachers  want  materials 
and  activities  that  are  hands-on, 
challenging  students  to  move  from  the 
concrete  to  the  abstract  .  .  .  [Everyone]  . 
has  seen  the  life  of  at  least  one  child 
changed  by  the  power  of  a  brush 
stroke,  the  discipline  of  a  dance  step, 
the  expressive  opportunities  of  music, 
and  the  searing  courage  and  vitality  of 
the  theater.  We  know  that  to  live  full 
lives,  all  children,  indeed  all  people, 
need  opportunities  to  experience, 
appreciate,  create,  and  reflect  upon  art." 

4 Perhaps  most  valuable  of  all,  an 
arts  education  teaches  critical 
thinking  skills.  This  important  point 
requires  a  full  explanation.  Because 
an  education  in  the  arts  appeals  to  the 
great  variety  of  human  intelligences 
and  contributes  to  the  development 
of  the  "higher  order  thinking  skills" 
in  Benjamin  Bloom's  Taxonomy  of 
Learning  —  analysis,  synthesis,  and 
evaluation  —  it  helps  lay  the  ground- 
work students  need  to  be  successful  in 
a  world  where  the  ability  to  produce 
knowledge  is  at  a  greater  premium 
than  ever  before. 

Professor  Howard  Gardner  of 
Harvard  University  is  widely  known  for 
his  studies  on  the  nature  of  human 
intelligence.  He  theorizes  that  far 
from  being  a  single  quality,  intelligence 
comprises  seven  distinct  areas  of 
competence:  linguistic,  logical/ 


!ii 


mathematical,  musical,  spatial,  bodil 
kinesthetic,  interpersonal,  and  intrapj 
ersonal.  His  work  demonstrates  that 
by  making  use  of  all  seven  areas  lear 
ing  can  be  deeply  enriched.  Arts-base! 
instruction  is  one  of  the  best  ways  to 
engage  all  seven  forms  of  intelligenc 
The  thinking  skills  inherent  in  the  ar 
disciplines  teach  students  how  the  par 
of  a  work  of  art  fit  together,  how  to 
create  works  of  art  using  disparate 
materials  and  ideas,  and  how  to  judg 
the  quality  of  the  finished  product  — 
their  own  and  those  of  others. 

Other  key  intellectual  skills,  such 
problem  posing,  problem  solving,  an 
decision  making,  are  integral  to  arts 
education  as  well.  Professor  Lauren  B 
Resnick,  of  the  University  of  Pittsburg 
has  drawn  up  a  helpful  list  of  the 
thinking  skills  nurtured  by  an  arts 
curriculum  (see  sidebar  page  9). 

Researchers  have  found  not  just  a 
correlation  but  evidence  of  a  solid, 
statistically  based,  causal  connection 
between  at  least  one  art  form  —  musi 
—  and  improved  reasoning  abilities. 
In  1994,  Drs. 

CINCINATTI  OPERA 
provides  more  than 
200  educational 
performances 
annually,  reaching 
more  than  63,000 
students.  The 
program,  supported 
by  Procter  & 
Gamble  since  1988, 
makes  opera  an 
accessible  art  form. 


Gordon  Shaw 
and  Frances 
Rauscher  of 
the  University 
of  California 
(Irvine) 
showed  that 
music  lessons 
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SOURCE 


rhere's  a  source  of  energy.  A  source  of  information.  And  one  simple,  powerful  source  for  all  of  your  words  to  travel 
hrough.  BellSouth.  Now  more  than  ever,  we're  bringing  together  every  kind  of  technology.  From  local  and  long 
iistance  service,  to  Internet  access,  wireless,  yellow  pages,  interactive  video  and  beyond.  So  you  can  pick  and 
:hoose  what  you  need,  when  you  need  it.  All  from  a  single  source  that  connects  you  and  your  words  in  every  way. 

because  a  word  can  have  many  meanings.  But  it  means  nothing  until  it's  shared. 


BELLSOUTH 

It's  All  Here: 


www.bellsouth.com/words 


Heart  take  Th 
Wheel. 

Your  heart  is  telling  you  something. 
To  unleash  your  spirit. 


To  get  behind  the  wheel  of  an 
Eldorado  Touring  Coupe  with  the 
Northstar  System. 

•"^ll^ej^e  300-horsepower  V8 
'^^*^3S*''to  the  leather  of  the  seat. 


To  take  control  of  the  only 
luxury  coupe  with  the  astonishing 
handling  advantages  of  StabiliTrak. 

To  explore  all  of  life's  possibilities. 

Your  heart  is  telling  you  something. 


Are  you  listening? 


Eldorado 


Live  Without  Limits 
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among  preschoolers  produced  a  statis- 
tically significant  correlation  with  gains 
in  spatial  reasoning,  i.e.,  the  ability  to 
perceive  the  visual  world  accurately,  to 
form  mental  images  of  physical  objects, 
and  to  recognize  vana-  m—m^^^^^^ 
tions  in  objects. 

Other  research  sug- 
gests that  the  arts  can 
be  a  valuable  tool  for 
integrating  knowledge 
across  other  academic 
disciplines,  and  that  the 
arts  can  be  effectively 
used  to  create  cross- 
disciplinary  curricula. 
An  education  in  the  arts  can  make  this 
contribution  because  it  develops  the 
ability  of  students  to  see  and  think  in 
wholes.  As  one  of  America's  foremost 
experts  on  the  "learning  organization," 
Peter  Senge,  puts  it: 

"From  a  very  early  age,  we  are  taught 
to  break  problems  apart,  to  fragment 
the  world.  This  apparently  makes 
complex  tasks  and  subjects  more 
manageable,  but  we  pay  an  enormous 
price.  We  can  no  longer  see  the  conse- 
quences of  our  actions;  we  lose  our 
intrinsic  sense  of  connection  to  a 
larger  whole  .  .  .  After  a  while,  we  give 
up  trying  to  see  the  whole  altogether." 

An  Arts  Education  Builds  Specific 
Workforce  Skills  that  Business  Values 

An  arts  education  teaches  directly  life 
attitudes  and  skills  that  businesses  are 
looking  for.  More  and  more  executives 
are  beginning  to  discover  not  only  that 
the  arts  make  for  a  more  stimulating 
and  rewarding  work  environment, 
but  that  they  can  also  have  a  direct, 
positive  impact  on  the  bottom  line.  In 
business  lingo,  the  study  of  the  arts 
provides  "value  added." 

IAn  education  in  the  arts 
encourages  high  achievement . 
Arts  instruction  pushes  students  to 
perform  —  and  to  produce  —  by 
offering  models  of  excellence,  and  by 
clearly  defining  the  paths  for  achieving 
it.  Schools  that  incorporate  music,  art, 
dance,  drama,  and  creative  writing 


When  the  analytical 
mind  is  developed 
at  the  expense  of 
synthetic  intelligence, 
serious  consequencs 
can  follow. 


into  their  curricula  discover  they  can 
make  a  significant  impact  on  overall 
school  success.  Students  who  take  arts 
courses  in  high  school,  for  example, 
out-perform  students  who  don't  on  the 
mmm—mmm—^  Scholastic  Aptitude  Test 
(SAT),  according  to  the 
College  Entrance 
Examination  Board.  In 
1995,  SAT  scores  for 
students  who  studied  the 
arts  for  four  years  scored 
59  points  higher  on  the 
Verbal  portion  and  44 
points  higher  on  the 
Mathematics  portion 
than  students  with  no  arts  coursework. 

2 Study  of  the  arts  encourages  a 
suppleness  of  mind,  a  toleration 
for  ambiguity,  a  taste  for  nuance,  and 
the  ability  to  make  trade-offs  among 
alternative  courses  of  action.  The 


THINKING  SKILLS  IN  THE  ARTS  CURRICULUM 


truth  that  there  are  many  ways  of 
seeing  the  world  and  interpreting  it  i 
fundamental  to  an  education  in  the 
arts.  The  vision  of  van  Gogh  is  not  t 
vision  of  Jasper  Johns.  Young  people 
who  create  a  dance  to  express  the 
"meaning  of  independence"  learn  th 
there  is  no  "right"  way  to  present  th; 
idea,  only  movements  that  are  faithfi 
to  the  idea  itself.  Says  former  ARCO 
president  and  CEO  William  F. 
Kieschnick,  "those  at  home  with  the 
nuances  and  ambiguities  of  art  forms 
are  far  more  likely  to  persist  in  the 
quest  to  resolve  ambiguity  in  the  pra 
deal  world."  Knowing  how  to  shift 


Its  aluai 
pities  foi 


intellectual  gears  beats  rigid  thinking  - 
every  time  (see  sidebar  page  11). 

Study  of  the  arts  helps  students 
think  and  work  across  traditional1'" 
disciplines.  They  learn  both  to  inte 
grate  knowledge  and  to  "think  outsi<  t'a 

ItJ  Si 

explored  in 

ta  their  a 
use  ecoaoi 
Pic,  ami  | 
relate  to  the 
El  ami  cool 
Bark  lead 


•  Arts  education  encourages  nonalgorithmic  reasoning,  i.e.,  a  path  of  thinking  and 
action  that  is  not  specified  in  advance,  a  characteristic  that  often  leads  to  novel 
solutions. 

•  Arts  education  trains  students  in  complex  thinking,  i.e.,  thinking  in  which  the 
path  from  beginning  to  end  is  not  always  visible  from  the  outset  or  from  any 
specific  vantage  point  —  as,  for  instance,  when  a  student  learns  a  piece  of  music, 
or  has  to  solve  unforeseen  problems  with  the  use  of  materials. 

•  Arts  education  encourages  thinking  that  yields  multiple  rather  than  unique 
solutions,  as  when  an  actor  tries  different  ways  of  portraying  a  character,  each 
with  its  own  costs  and  benefits. 

•  An  arts  education  asks  students  to  use  multiple  criteria  in  creating  a  work  of  art, 
which  sometimes  conflict  with  each  other,  as  when  artistic  goals  fight  with  clarity 
of  communication. 

•  Arts  education  involves  thinking  that  is  laced  with  uncertainty.  Not  everything 
that  bears  on  the  task  is  known,  for  example,  whether  a  particular  kind  of  paint 
will  achieve  the  desired  artistic  effect. 

•  Arts  education  requires  self-regulation  of  the  thinking  process  itself,  as  when 
students  are  forced  to  make  interim  assessments  of  their  work,  self-correct,  or 
apply  external  standards. 

•  Arts  education  involves  learning  how  to  impose  meaning,  finding  structure  in 
apparent  disorder,  as  when  purpose  emerges  from  seemingly  random  movements 
in  a  modern  dance. 

•  Arts  education  also  involves  nuanced  judgment  and  interpretation,  as  when 
playwrights  work  to  find  exactly  the  right  words  to  establish  a  character,  signal  a 
turn  of  plot,  or  achieve  an  emotional  effect. 

Source:  Lauren  B  Resnick,  Education  and  Learning  to  Think,  Washington,  DC:  National  Academy  Press,  1987 
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boxes."  With  some  exceptions, 
tendency  in  American  public 
;ation  is  to  pay  scant  attention  to 
ntegration  of  learning.  Today's 
iol  curricula  still  mirror  the  19th 
ury  German  university  system  of 
lemic  "disciplines."  Forty-five - 
ite  class  periods  are  parcelled  out 
iglish,  physics,  and  civics  with 
esult  that  students  seldom  see 
studies  as  a  whole.  Nor  are  they 
ht  how  to  breach  subject-area 
to  enhance  learning  in  more  than 
discipline,  or  how  to  create 
ixts  for  new  knowledge  that  do 
lecessarily  fit  into  the  traditional 
plinary  boxes. 

rts  education  affords  excellent 
irtunities  for  breaking  down  such 
ers.  At  New  Dorp  High  School 
:aten  Island,  for  example,  the  art 
ry  and  aesthetic  components  of 
red  arts  classes  tie  into  the  cul- 
explored  in  the  school's  Global 
es  curriculum.  Art  teachers 
ruct  their  own  curriculum  units, 
i  use  economic,  historical, 
"aphic,  and  political  factors  as 
relate  to  the  art  of  each  culture, 
try,  and  continent, 
nilarly,  leading-edge  companies, 
1  now  spend  millions  annually  to 

imagination  throughout  their 
lizations,  find  that  the  most 
ve  ideas  come  from  people  who 
3t  bound  by  conventional  modes 

nking.  Says  A.  Thomas  Young, 

.T  executive  vice-  wmmmmmmmmmmmm 

lent  of  Lockheed 
in,  "many  great 
come  from  people 
ig  around 
niliar  disciplines 
en  the  arts  — 
ipply  what  they 

0  their  own  field." 
:  Rockne,  he 
8  out,  patterned 

ield  formations  for  Notre  Dame's 

1  "Four  Horsemen"  after 

ing  a  dance  performance,  and 
ry  designers  borrowed  Picasso's 
art  to  create  more  effective 
jflage  patterns. 


The  idea  of  quality 
also  enters  arts 
education  as  students 
strive  to  make  their 
next  work  better  than 
the  last. 


4 An  educa- 
tion in  the 
arts  teaches 
students  how  to 
work  coopera- 
tively, and  how 
to  work  out 
conflicting  points 
of  view.  Both 
skills  are  critical 
in  the  workplace. 
Playing  in  a 
school  orchestra, 
singing  in  a  choir, 
and  putting  on 
a  dramatic 
production  are 
all  cooperative 
activities;  they 
require  and  create 
well-developed 
communication 
and  interpersonal 
skills.  In  a  1992  Wall  Street  Journal 
article,  John  Kelsch,  director  of 
quality  at  Xerox,  put  it  this  way:  "We 
want  to  hire  students  who  are  better 
prepared  ...  to  work  in  team  environ- 
ments, and  we  want  them  to  understand 
work  as  a  result  of  processes." 

5 An  education  m  the  arts  builds 
an  understanding  of  diversity  and 
the  multi-cultural  dimensions  of 
our  world.  Every  art  object  (play, 
composition,  painting,  sculpture,  dance, 
poem)  invites  the  student  who  encoun- 

mmmammmmmmmmm    ters  It  to  See  the  world 

from  someone  else's 
vantage  point.  All  the 
arts  naturally  draw  on 
other  cultures  —  their 
tales,  songs,  histories, 
myths,  and  values  — 
to  create  meanings. 
Sometime  before  2050 
the  United  States  will 
become  a  "majority- 
minority"  nation.  Those  demographics 
make  these  capabilities  crucial  to 
education  and  the  future  of  our  chil- 
dren. An  arts  education  can  lay  the 
foundation  for  a  deeper  understanding 
of  the  global  marketplace  as  well. 


Musical  instrument  "petting  zoos" 
are  a  popular  prelude  to  concerts 
for  young  people  at  THE  KENNEDY 
CENTER  and  a  delightful  way  to 
introduce  children  to  the  instru- 
ments of  the  orchestra. 

6 An  arts  education  insists  on  the 
value  of  content,  which  helps  stu- 
dents understand  "quality"  as  a  key 
value.  Real  arts  education  goes  well 
beyond  mere  "appreciation"  for  the 
arts.  It  also  includes  performance,  cre- 
ating products,  and  the  mastery  of  the 
knowledge,  skills,  and  persistence 
required  to  do  both.  The  idea  of  quality 
also  enters  arts  education  as  students 
strive  to  make  their  next  work  better 
than  the  last.  If  that  sounds  like 
W.  Edwards  Deming  and  "continuous 
improvement,"  it  is. 

Arts  education  students  also  experi- 
ence the  strong  connection  between 
personal  (or  group)  effort  and  quality 
of  result.  They  also  come  to  under- 
stand and  value  what  makes  a  work  of 
art  "good"  and  what  it  means  to  work 
to  a  standard.  That  kind  of  education 
is  not  just  education  about  art,  it  is 
education  about  life. 

Not  incidentally,  this  engagement 
with  content,  quality,  and  standards 
is  why  "exposure  programs"  (e.g., 
periodic  trips  to  the  art  museum  or 


BUSINESS  WEEK/OCTOBER  28,  1996  9 


SPECIAL    ADVERTISING  SECTION 


VALUE  ADDED:  HOW  ARTS 
EDUCATION  BUILDS  THE  SKILLS 
THAT  BUSINESS  VALUES 

1.  An  education  in  the  arts  encour- 
ages high  achievement. 

2.  Study  of  the  arts  encourages  a 
suppleness  of  mind,  a  toleration 
for  ambiguity,  a  taste  for  nuance, 
and  the  ability  to  make  trade-offs 
among  alternative  courses  of 
action. 

3.  Study  of  the  arts  helps  students 
to  think  and  work  across  tradi- 
tional disciplines.  They  learn  both 
to  integrate  knowledge  and  to 
"think  outside  the  boxes." 

4.  An  education  in  the  arts 
teaches  students  how  to  work 
cooperatively. 

5.  An  education  in  the  arts  builds  an 
understanding  of  diversity  and 
the  multi-cultural  dimensions  of 
our  world. 

6.  An  arts  education  insists  on  the 
value  of  content,  which  helps 
students  understand  "quality" 
as  a  key  value. 

7.  An  arts  education  contributes  to 
technological  competence. 

visits  by  a  string  quartet  from  the 
local  symphony)  are  insufficient 
compared  to  a  basic  education  in  the 
arts.  The  arts  are 
not  a  kind  of 
cultural  vaccine  a 
student  can  take 
with  a  simple  injec- 
tion. Real  engage- 
ment with  content 
in  the  arts  takes 
hard  work  —  prac- 
tice, study,  and 
repeated  assessment 
—  just-as  learning 
English  composition 
and  French  take  hard 
work.  Without 
rigor,  students  never 
get  to  quality;  in  an 
arts  education,  they 
get  rigor. 


The  TUCSON-PIAAA  ARTS  COUNCIL 
asked  local  artists  to  teach 
students  techniques  of  ceramic 
tile  work,  used  to  beautify  public 
benches.  The  skill  is  highly 
marketable  in  Southern  Arizona. 


7 An  arts 
education  eon- 
tributes  to  techno- 
logical competence. 
Technology  has 
always  been  inte- 
gral to  the  arts, 
from  ancient  times 
when  sculptors  in 
marble  used  metal- 
lurgy to  hone  their 
chisels,  to  the 
studios  of  today, 
where  metals  are 
shaped  using 
acetylene  torches. 
Similarly,  the 
dramatists  of 
ancient  Greek  the- 
ater had  a  profound 
knowledge  of 
acoustics,  while 
their  modern  counterparts  are  masters 
of  such  technologies  as  electronic 
sound,  lighting,  film,  and  television.  In 
all  the  arts  disciplines,  a  wide  variety 
of  technologies  offer  students  ways  to 
accomplish  artistic,  scholarly,  produc- 
tion, and  performance  goals.  New 
technologies  also  make  it  possible  for 
students  to  try  out  a  vast  array  of 
solutions  to  artistic  problems.  Well 
used,  interactive  media  —  which  are  a 
combination  of  artistic  and  technolog- 
ical resources  —  spark  creative  thinking 
skills,  as  any  parent 
can  testify  whose 
10-year-old  has  repro- 
grammed  the  VCR! 

Used  appropriate- 
ly, technology 
extends  the  reach  of 
the  learner.  Not  only 
can  interesting  and 
innovative  technolo- 
gies attract  students 
to  the  arts,  the  arts 
also  attract  students 
to  technology  and 
encourage  techno- 
logical competence. 
Employing  comput- 
ers to  create  media 
animations  calls  on 


INTERLOCHEN  ARTS  ACADEMY 
dancers  perform  in  concert.  This 
world-renowned  center  for  arts 
education  received  over  5900,000 
in  corporate  and  foundation 
support  last  year. 

the  same  competencies  business  nee 
to  strengthen  the  workforce. 

Sharon  Morgan,  executive  direct 
of  the  Oregon  Coastal  Council  for 
Arts,  insists  that  arts-in-technology 
programs  impart  a  special  kind  of 
academic  discipline.  She  reports  tha 
"the  kids  in  our  Animation  Project 
find  that  while  the  software  may  giv 
them  quick  access  to  working  tools, 
the  work  is  hard.  When  they  find  oi 
how  difficult  it  is,  some  naturally  fa 
by  the  wayside.  But  it  turns  others 
around.  Animation  arts  have  intro- 
duced them  to  why  they  need  a  bro 
and  content-rich  education." 

An  Arts  Education  Connects  Young 
People  to  Themselves,  their  Culture, 
and  their  Civilization 

IAn  arts  education  speaks  to  ant 
helps  children  build  the  capabili 
that  help  them  grow  as  unique 
individuals: 

•  the  imagination  to  see  something 
wholly  new  in  the  most  ordinary 
materials  and  events; 
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/    There  is  an  airport  14,000  feet  up  in  the  Tibetan; Himalayas. 
It*  served  on  a  regular  basis  by  a  Boeing 757.  On  the  other 


side  of  the  world,  Boeing  747s  take  off  and  laud  at  Heathnnv 


Airport  over  a  hundred  times  a  day.  And  from  Algiers  to 


With  a  family  of  jetliners 
to  choose  from,  airlines 
can  serve  just  about  any 
market  in  the  world. 


Zimbabwe,  a  Boeing  737  is  by  for  the  most  popular-way  to  gt 


In  an  industry  that  is  increasingly  global,  Boeing  is  the 
undisputed  leader.  Fact  is,  Boeing  airplanes  are  flown  by  airli 


rly  BO  countries  around  the  world.  Last  year,  70%  of  a 


diner  orders  went  to  Boeing.  That's  not  only  good  news 


the  trade  balance,  it's  good  news  for  the  two  million  workers 


states  who  help  make  Boeing  an  international  success  stor 


http://www.boeing.cor 
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•  the  daring  to  challenge  tired  modes 
of  expression; 

•  the  eye  of  critical  discernment  that 
can  separate  the  good  from  the 
mediocre,  and  the  truly  beautiful  from 
the  merely  good; 

•  the  self-knowledge  that  comes  from 
exploring  the  emotional  side  of  life 
that  the  arts  evoke;  and 

•  a  sense  of  responsibility  for  advancing 
civilization  itself. 

2 An  education  in  the  arts  helps 
children  experience  and  under- 
stand their  cultural  heritage.  It  enables 
them  to  make  new  connections  to  the 
past  that  continue  to  nourish  them, 
and  to  the  world  of  beauty  —  in  all 
art  forms  —  that  surrounds  and 
inspires  Americans  today.  An  educa- 
tion in  the  arts  provides  children  with 
unique  ways  of  understanding  the 
broad  range  of  human  experience,  and 
how  to  find  personal  fulfillment, 
whether  vocational  or  avocational. 

3 An  arts  education  teaches  children 
how  to  navigate  the  broad  river  of 
meaning  which  bears  all  of  us  — 
individuals,  society,  and  nation  —  in 
the  present,  and  which  carries  us  into 


the  future.  Through  an  education  in 
the  arts,  childrep  can  learn  to  present 
ideas  and  issues  in  new  ways;  to  teach 
and  persuade;  to  entertain;  to  design, 
plan,  and  make  things  beautiful. 
With  an  arts  education,  children  can 
learn  how  our  culture  is  grounded. 
More  important,  they 
can  figure  out  where 
they  are  headed. 


4 An  arts  education 
provides  children 
with  an  avenue  to  the 
incomparable.  As  one 
recent  essay  puts  it: 
"To  read  Schiller's 
poem  Ode  to  Joy  .  .  . 
is  to  know  one  kind  of 
beauty,  yet  to  hear  it 
sung  by  a  great 
chorus  as  the  majestic 
conclusion  to 

Beethoven's  Ninth  Symphony  is  to 
experience  beauty  of  an  entirely  dif- 
ferent kind,  one  that  for  many  is  sub 
lime."  The  arts  and  arts  education, 
in  the  end,  are  about  making  that 
kind  of  experience  —  and  difference 
—  available.  It  is  one  of  the  greatest 
gifts  education  can  bestow  on 
any  child. 


BUSINESSES  SUPPORT  ARTS 
EDUCATION:  Three  Examples 

Forces  for  the  Future  Education 
in  the  United  States  has  always  been 
basically  an  enterprise  of  the  local 
community,  the  local  school,  and  the 
■ individual  classroom. 

Those  at  home  with      Today' that  perspecti 

dominates  education 
reform,  as  principals, 


the  nuances  and  ambi 
guities  of  art  forms 
are  far  more  likely  to 
persist  in  the  quest  to 
resolve  ambiguity  in 
the  practical  world." 


(to  Sate 
Ml 


WILLIAM  F.  KIESCHNICK, 
FORMER  PRESIDENT  AND  CEO 
ARCO 


ARTS  EDUCATION  IS  CHANGING  EDUCATION 

A multi-year  research  project  sponsored  by  the  GE  Fund,  the  John  D.  and 
Catherine  T.  MacArthur  Foundation,  and  the  President's  Committee  for  the 
Arts  and  Humanities,  is  taking  a  close  look  at  the  impact  of  the  arts  on  education. 
Under  the  rubric  of  "Champions  of  Change,"  research  efforts  are  being  supported 

to  examine: 

1.  the  growing  shift  from  an  "observe  the  performance"  model  to  one  based  on 
the  content  of  the  performance  arts; 

2.  the  Metropolitan  Opera  Guild's  opera  education  program,  in  which  youngsters 
actively  create  all  aspects  of  their  own  operas  from  the  ground  up,  including 
the  business  aspects  of  putting  them  on; 

3.  a  Connecticut  project,  in  which  schools  each  choose  a  Shakespearean  play  and 
produce  it  for  interscholastic  competition; 

4.  a  neighborhood-based  partnership  in  Chicago  involving  37  public  schools  and 
27  community  organizations;  and 

5.  a  research  project  on  the  use  of  arts  education  with  gifted  students. 

Source:  Interview,  Jane  Polin,  GE  Fund,  September  23  1996 


parents,  teachers, 
community  leaders,  a 
businesses  seize  an 
unprecedented  oppor 
tunity  to  create  educa 
tion  changes  that  can 
meet  their  new  needs 
and  expectations. 

All  over  the  countr 
there  are  dramatic 
examples  of  how 
schools,  businesses,  professional 
groups,  and  local  arts  agencies  and 
organizations  are  collaborating  to  h 
young  people  develop  the  skills  they 
need  in  the  modern  economy.  At  the 
national  level,  the  business  commun 
has  joined  with  teachers,  school 
administrators,  artists  and  arts  and 
cultural  organizations,  parents,  and 
students  in  a  focused  effort  to  make 
sure  the  arts  are  included  in  state- 
level  plans  to  implement  America's 
education  goals.  The  business 
community  has  been  deeply  investe 
in  this  effort,  called  the  "Goals 
2000  Arts  Education  Partnership." 
According  to  executive  director 
Dick  Deasy,  "When  business  comes 
to  the  table,  the  issue  is  taken 
seriously.  Business  people  increasing/ 
realize  that  the  arts  are  evidence  of" 
a  school's  commitment  to  high  stan 
dards  of  excellence  for  every  child  - 
the  fundamental  idea  behind  Goals! 
2000.  So  business  is  a  key  player  — ! 
and  a  key  partner  —  in  our  efforts  i| 
provide  a  solid  education  in  the  art': 
to  every  child  in  America." 

The  most  exciting  stories  about 
business  and  arts  education  come  frO 
classrooms  and  local  programs,  whe: 
business  people,  arts  educators,  and 
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INTRODUCING  A  FLIGHT 
OF  THE  IMAGINATION. 


BUILT-IN  28.8Kbps  MODEM 

With  a  built-in  voice/fax  modem  you 
can  stay  in  touch  with  the  world 

quickly  and  efficiently  Other  telecom 
features  include  a  speakerphone 
and  answering  machine. 


FULL-MOTION  VIDEO 

Toshiba 's  Zoomed  Video  technology 
offers  full-motion,  full-screen  video 
and  MPEG  support,  all  on  a 
giant  12  1"  display 


MODULAR  6X  CD-ROM 

Tecra's  SelectBay"  lets  you  swap 
a  fast  6X  CD-ROM  drive  with 
a  modular  floppy  drive,  or 
even  a  second  hard  drive 


JUT 


J  L 


- — !  *i 


32-BIT  PCI  ARCHITECTURE 

Coupled  with  a  120MHz  Pentium 
processor  PCI  architecture  gives 
you  maximum  data  throughput 
for  superior  system  performance. 


COMPLETE  WITH  LANDING  GEAR. 


POWERFUL  DOCKING 

The  optional  Desk  Station  V  Plus  provides 
instant  connection  to  your  desktop  setup  and 
includes  stereo  speakers,  a  SelectBay  "  as  well 

as  slots  for  PC  Cards,  PCI  and  ISA  cards. 


INTRODUCING  THE  NEW  TECRA.  Packed  with  cuttiny-edye  technology,  the  newest  Teem  has  the  power  to  make 
your  ideas  fly.  You  get  a  quick-thinking  Pentium  processor,  lightning-tast  PCI  architecture  and  a  massive  l .  ^  billion 
byte  hard  drive.  Plus,  Tecra  offers  powerful  multimedia  with  full-motion  video,  stereo  sound  and  a  6X  CD-ROM  drive 
you  can  swap  with  a  second  hard  drive.  Top  it  all  off  with  the  expansion  capabilities  of  the  Desk 
^SS^"  Station  V  Plus,  and  you've  got  a  notebook  that  will  take  you  to  new  heights.  For  more  information 
visit  the  Toshiba  website  at  http://computers.toshiba.com,  or  for  a  dealer  near  you,  call  1-800-457-7777.  window"^ 

Szr  Tecra 

■  121"  dia.  color  active-matrix  TFT  display, 
800  x  600  resolution 
6X  CD-ROM 

woes 

12.1"  dia  color  dual-scan  DSTN  display, 
800  x  600  resolution 
i   Optional  6X  CD-ROM 


pentium 


BOTH  MODELS 

•  120MHz  (2  9v)  Pentium  processor, 
256KB  L2  cache 

•  PCI  system-bus  architecture 

•  16MB  of  EDO  DRAM  expandable  to  144MB 

•  1.3  billion  byte  (=1 26GB)  removable  hard  drive 

•  Built-in  28  8Kbps  voice/tax  modem 


SelectBay"  supports  3  5"  floppy  drive,  6X  CD-ROM 
or  optional  second  hard  drive 
HiQVideo'™  PCI  graphics  controller,  2MB  video  memory 
16-bit  Sound  Blaster  "  Pro  compatible  audio  system  with 
stereo  speakers  and  microphone 
Supports  two  Type  II  or  one  Type  III  16-bil  PC  Cards, 
ZV  Cards  or  32-bit  CardBus  Cards 
FIR  (Fast  Intrared)  compliant  front  and  back  ports 


Lithium  Ion  battery 
Integrated  AC  adapter 

Optional  Desk  Station  V  Plus  docking  station 
Optional  NoteDock'  II  Enhanced  Port  Replicator 
Windows  95  or  Windows  tor  Workgroups 
3-year  limited  warranty 
Toll-free  technical  support  -  7  days  a  week, 
24  hours  a  day 


In  Touch  with  Tomorrow 

TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 

©1996  Toshiba  America  Inlormation  Systems.  Inc  All  specifications  and  availability  are  subject  to  change  All  products  indicated  by  trademark  symbols 
are  trademarked  and/or  registered  by  their  respective  companies  Intel  Inside  and  Pentium  Processor  Logos  are  trademarks  ol  Inlel  Corporation. 


Businesses  need  more 
than  the  traditional  "3  F 
in  education  to  have  a 


Make  The  Connection 


DAVID  FISHE 

Chairman  of  the  Board 
The  Capital  Group  Companies,  Inc 


competitive  edge  in  the 
twenty-first  century. 
Add  the  arts  as  the  "four 
R"  to  the  educational 
mix  and  watch  students 
develop  into  adults  who 

•  think  creatively, 

•  have  high-level 
communication  an 
interpersonal  skills 

•  work  flexibly 
across  disciplinary 
boundaries, 

understand  the  multi- 
cultural dimensions  of 
our  world,  and 

possess  a  technological 
competence  needed  for 
the  information  age. 

Invest  in  your  employees  ( 
tomorrow — become  a  par 
to  arts  education  today. 
For  more  information,  pie 
contact  the  Getty  Educatii 
Institute  for  the  Arts  at 
1 200  Getty  Center  Drive, 
Suite  600,  Los  Angeles, 
California  90049-1683 
http://www.artsednet.geny. 


the  Getty 


EDUCATION 
INSTITUTE  FOR 
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EDUCATION  IS  MORE  THAN  LEARNING  TO  FOLLOW  THE  RULES 

Elliot  W.  Eisner,  one  of  the  nation's  outstanding  educators,  argues  that  part  of 
the  value  of  an  arts  education  is  learning  how  to  develop  particular  mental 
processes.  He  points  out  that  much  of  the  content  of  elementary  education  in  this 
country  teaches  students  to  conform  to  rules.  Arithmetic  operations,  spelling,  read- 
ing, and  punctuation  are  all  based  on  following  specific  rules  to  obtain  the  "right 
answer."  While  necessary  to  many  subjects,  the  rules  approach  does  not  work  for 
developing  arguments  or  interpreting  data,  skills  many  business  leaders  work  hard 
to  develop  in  their  employees. 

Says  Eisner:  "[In  life]  no  comparable  'correct'  exists.  There  is  no  single  answer 
to  an  artistic  problem;  there  are  many.  There  is  no  procedure  to  tell  the  student 
with  certainty  that  his  or  her  solution  is  correct . . .  One  must  depend  on  that  most 
exquisite  of  human  capacities  —  judgment.  The  exercise  of  judgment  in  creating 
artistic  images  or  appreciating  all  the  arts,  in  turn,  depends  on  developing  the  ability 
to  cope  with  ambiguity,  to  experience  nuance,  and  to  weigh  the  tradeoffs  among 
ilternative  courses  of  action." 


irnunity  arts  organizations  are 
1  -king  together  to  make  a  difference 
j  tudents. 

j  Hand  Inc.:  The  Value  of  Arts 
ication  for  School  Reform 

i|  land  Inc.  boasts  a  70-year  corpo- 
|  commitment  to  education.  Much 
I  ts  involvement  in  recent  years  has 
I  e  into  school  reform  in  the  corpo- 
I  ons  home  state  of  Kentucky,  where 
;  land  has  been  a  major  player  in 
I  noting  KERA,  the  Kentucky 
I  cation  Reform  Act  of  1990.  KERA 
I  'ided  the  framework  for  the  most 
i  'eaching  reorganization  of  a  state- 
H  2  school  system  ever  mandated  by 

I  ite  legislature. 

[j  ince  1983,  all  of  Ashland's  corporate 
N  xtising  budget  has  gone  to  support 
fjj  ity  education.  Why?  Because  Ash- 
■  believes  deeply  that  education  — 
pjj  icularly  arts  education  —  is  a  linch- 

II  :o  business  growth.  Says  vice  presi- 
||  for  communications,  Dan  Lacy: 

I  It's  a  given  that  today's  employee 
i!  :o  have  basic  skills.  But  superior 
m  ;  are  needed  to  survive  competitively 
l|  e  global  context.  Acquiring  them 
||  o  begin  as  early  as  possible  in  a 
P  I's  education,  and  we  see  that  it 
Id  ;s  through  arts  education.  We  are 
Wloing  justice  to  our  economy  or 
§4  :hildren  if  they  don't  get  that  in 
P  v-12  context.  That's  why  Ashland 


supports  arts  education  —  not 
only  to  build  better  kids  but  to  build 
a  better  workforce." 

The  participation  of  Ashland  Inc. 
in  the  arts  education  programming  of 
both  the  Ordway  Theatre  (St.  Paul) 
and  The  Minneapolis  Institute  of  Arts 
(a  museum)  shows  what  corporate 
commitment  can  do.  According  to 
Lacy,  Ashland  got  involved  in  arts 
education  in  the  Twin  Cities  because 
it  has  a  major  presence  in  the  area, 
with  140  of  its  SuperAmerica  conve- 
nience stores  located  there,  as  well 
as  one  of  its  Ashland  Petroleum 
Company  refineries.  "The  community 
demographics  were  such  that  we  felt 
a  responsibility  to  our  employees 
and  local  stockholders  to  put  some- 
thing back  into  the  community. 
We  wanted  to  do  something  for  arts 
education." 

Programs  at  Ordway  and  the 
Institute  are  linked,  providing  both  a 
performing  arts  base  and  a  visual  arts 
center.  The  two  collaborated  in  creating 
a  community  of  arts  education  profes- 
sionals to  develop  a  joint  curriculum 
for  a  school  outreach  program,  used  by 
more  than  40,000  students  in  the  1995- 
96  school  year. 

The  curriculum  is  theme-oriented, 
building  on  standing  or  visiting 
exhibits  at  the  Institute.  At  a  recent 
100-piece  exhibit  of  miniatures  and 


Paul  W.  Chellgren 

President  and  Chief  Executive  Officer 
Ashland  Inc. 

What  good  is  arts  education? 

Students  must  be  grounded  in  the 
basics.  Basic  reading.  Basic  math. 
Basic  composition.  Aren't  those  the 
only  skills  students  really  need?  Every- 
thing else  is  icing  on  the  cake,  right? 

Wrong.  Today's  students  need 
arts  education  now  more  than  ever. 
Yes,  they  need  the  basics.  But  today 
there  are  two  sets  of  basics.  The  first 
—  reading,  writing,  and  math  —  is 
simply  the  prerequisite  for  a  second, 
more  complex,  equally  vital  collection 
of  higher-level  skills  required  to 
function  well  in  today's  world. 

These  basics  include  the  ability  to 
allocate  resources;  to  work  success- 
fully with  others;  to  find,  analyze, 
and  communicate  information;  to 
operate  increasingly  complex  systems 
of  seemingly  unrelated  parts;  and, 
finally,  to  use  technology.  The  arts 
provide  an  unparalleled  opportunity  to 
teach  these  higher-level  basics  that  are 
increasingly  critical,  not  only  to  tomor- 
row's work  force,  but  also  today's. 

The  learning  is  in  the  doing,  and 
the  arts  allow  students  to  do.  No  other 
educational  medium  offers  the  same 
kind  of  opportunity.  In  fact,  a  recent 
study  indicates  students  who  have 
four  years  of  art  and  music  education 
score  59  points  higher  on  the  verbal 
SAT  and  44  points  higher  in  math. 

I'm  proud  Ashland  Inc.  supports 
the  arts  and  arts  education.  As  a 
member  of  the  National  Foundation 
for  Advancement  in  the  Arts  board 
of  directors,  I  urge  every  parent, 
every  school,  every  community,  and 
every  business  to  do  the  same. 
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IBM's  "Magic  Canvas"  software  is 
easy  for  young  artists  to  use.  Buttons 
appear  as  graphics  and  familiar  tools 
such  as  crayons  and  paint  buckets 
make  painting  fun  and  easy. 

ceramics  from  the  Han  Dynasty  in 
China  (206  BCE-220  CE),  for  example, 
children  not  only  learned  of  this 
dynasty's  history  and  contribution  to 
Chinese  culture,  they  did  tomb  rub- 
bings, played  Chinese  games  invented 
during  the  period  (e.g.  "Go"  and 
"Pentagrams"),  and  listened  to  tradi- 
tional Chinese  music. 

In  another  joint  program,  "Art 
Smart,"  Ordway  and  the  Institute 
worked  with  students  in  a  middle 
school  to  develop  a  traveling  exhibit 
of  the  paintings  of  a  local  artist, 
Clementine  Hunter,  a  former  slave.  A 
local  collector  of  her  work  helped  the 
students  put  the  project  together;  the 
students  were  then  trained  as  docents 
to  travel  with  the  exhibit. 

Oregon  Coast  Council  fo 

the  Arts:  Meeting  Business  and 

Education  Needs 

In  rural  Lincoln  County,  Oregon,  the 
Oregon  Coast  Council  for  the  Arts 
(OCCA)  has  brought  together  local 
businesses,  artists,  the  Lincoln  County 
School  District,  and  a  consortium  of 
nonprofit  agencies  to  create  the 
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"Animation  Pro)ect."  Teams  of  artists 
and  nonartists  work  with  clients  to 
develop  animations  for  specific  business 
needs  —  just  like  a  commercial  pro- 
duction house  or  advertising  agency. 
The  difference  is  the  project's  focus  on 
teaching  critical  thinking  and  comput- 
er skills,  not  only  to  students  but  also 
to  educators,  artists,  and  displaced 
timber  and  fishery  workers.  Students 
learn  such  skills  as  story-boarding, 
how  to  make  client  presentations, 
and  how  to  negotiate  a  contract. 
Significant  Am m a t i on 
Project  results  produced 
for  clients  so  far  include: 

•  an  "overlay"  used 
by  an  EPA  Fish  and 
Wildlife  vessel  to  display 
mathematically  accu rate 
and  probable  lava  and 
warm- water  flows  from 
undersea  volcanoes; 


•  an  introduction  for  a  safety  trainir 
video  for  a  Georgia  Pacific  paper 
processing  mill. 

OCCA  has  also  established  an 
Arts/Technology  Incubator  to  exten 
its  training  model,  expanding  it  beyi 
simple  animation  projects  to  include] 
CD-ROM  production  and  animate 
software  for  use  in  employee  trainin 
(Hewlett-Packard  is  the  client).  The 
project  also  provides  both  real  and 
cyber-space  access  to  technology  trs 
ing  and  real-world  applications.  Say  S 
OCCA  executive  director  Sharon 
Morgan,  "we  estimate  that  there  an 
some  1,200  jobs  going  begging  in 
Portland  because  people  lack  the  ski 
mix  we  are  delivering:  arts  skills,  co 
puter  skills,  and  a  sense  of  how  to 
work  in  a  total  quality  environment 
am  convinced  that  the  need  to  maste 
new  technologies  will  create  the  bigg 
need  for  arts  education  because  all 
technology  is  image-  and  metaphor 
based.  Arts  education  teaches  kids  h 
to  handle  that." 


•  a  promotion  for  a 
new  underwater  steering 
device  for  boat  motors 
for  Nautamatic 
Marine  Engineering, 
which  solved  a  market- 
ing problem  for  the 
company;  and 


San  Francisco  elementary 
students  created  this  side- 
walk mural  in  the  Arts 
Partners  project  of  the 
21st  Century  Academy, 
developed  with  support 
from  YOUNG  AUDIENCES. 


"Creative  Solutions":  Arts 
Education  and  the  Needs  of 
At- Risk  Youngsters 

Now  in  its  third  year,  Creative  Soluti 
is  a  joint  project  of  Young  Audiena  itAllenl 
of  Greater  Dallas  and  the  Dallas 
County  Juvenile  Department.  The  { 
gram  addresses  the  education  needs 
both  developmentall 
disabled  and  adjudic 
ed  youth,  using  the  i 
to  help  students  dev< 
op  critical  thinking 
skills,  gain  skills  in  t 
arts  disciplines,  buil 
self-esteem,  and 
encourage  them  to  s 
the  arts  as  a  viable 
career  path. 

Some  1,800  youtl 
from  four  correctior 
facilities  were  involv 
in  the  program's  firs 
year  (1994).  Last  ye; 
six-week  summer  pi 
gram  was  added,  wl 
this  year  took  the  si 


■■:  if.'. 


- 


SPECIAL    ADVERTISING  SECTION 


HOW  AN  ARTS  EDUCATION 
IONNECTS  YOUNG  PEOPLE 
'O  THEIR  CULTURE  AND 
IIVILIZATION 

I.  An  arts  education  speaks  to  and 
lelps  children  build  the  capabilities 

I  hat  help  them  grow  as  unique 

I  idividuals. 

.  An  education  in  the  arts  helps 
hildren  experience  and  understand 
tl  neir  cultural  heritage. 

.  An  arts  education  teaches  children 
ow  to  navigate  the  broad  river  of 
leaning. 

.  An  arts  education  provides  children 
'ith  an  avenue  to  the  incomparable. 

(j  in  intensive  exploration  of  visual 
H  creative  writing,  theatre,  and 
|i  grated  arts,  hosted  by  the  Dallas 
|  seum  of  Art.  Last  year,  15  teens 
|  probation  worked  with  a  local 
I  wright  to  write  and  produce  their 
(  i  play,  "The  Fight  to  Turn 

und,"  which  had  a  four-perfor- 
I  ice  "run"  at  Dallas's  Horchow 
I  itorium.  In  another  project,  12 
j  ig  artists  worked  on  3  x  12-foot 
I  murals  on  three  floors  of  the 
I  rge  Allen  Courts  Building, 
j  he  community  energy  in  Creative 
I  tions  is  provided  by  attorneys 
1  l  the  Dallas  Bar  Association,  who 
1  <  with  the  students  on  the  paint- 
J  ,  and  two  professional  artists,  who 
1  ribute  more  than  300  residency 
1  's.  The  lawyers  also  help  the  young 
i  ilc  assemble  portfolios  of  then 
1  rork  and  write  resumes.  One  of 
1  year's  program  highlights  was  an 
||  ess  to  the  young  artists  from  a 
s,  who  encouraged  them  to  imagine 
:  juries  would  think  and  feel  as  they 
ed  at  the  murals  they  had  painted, 
eens  recommended  by  their  parole 
ers  to  Creative  Solutions  (it's  the 
way  to  get  in)  are  enrolled  in 
'sday  classes  taught  by  professional 
ts.  The  program  already  has  some 
ini,  now  off  probation,  who  have 
ned  to  work  alongside  the  artists 
entors.  Seventy-two  percent  of 


the  program's  participants  report 
that  learning  teamwork  skills  was  an 
important  part  oi  the  program  for 
them,  and  a  Juvenile  Detention  case- 
worker has  praised  the  program  for 
giving  the  students  a  constructive 
channel  for  their  feelings. 

A  STRATEGY  FOR  INVOLVEMENT: 
THE  POWER  OF  PARTNERSHIPS 

As  these  three  examples  show,  one  of 
the  most  effective  ways  for  businesses 
and  professionals  to  support  arts 
education  is  to  become  directly  involved 
in  partnerships  with  local  schools  and 
arts  organizations.  There  are  as  many 
different  kinds  of  partnerships  as  there 
are  partners  and  needs,  but  there  is 
wisdom  in  grounding  every  partnership 
strongly  in  a  local  connection.  These 
can  include  schools,  performing  arts 
organizations,  local  arts  agencies,  col- 
leges and  universities,  museums,  arts 
institutes,  community  centers  —  or 
any  mix  and  match  that  makes  sense. 

Successful 

Banjoist  Slim 
Harrison  is  accom- 
panied by  a  budding 
Baltimore  back-up 
group.  WOLF 
TRAP'S  Institute  for 
Early  Learning  trains 
teachers  in  impart- 


ing academic  and 
life  skills  through 
the  arts. 


arts  education 
partnerships, 
as  opposed  to 
a  partnership 
that  supports 
the  arts  as 
simply  a  "cul- 
tural mission," 
can  take  many 


forms,  but  the  most  successful  arc- 
usually  grounded  in  a  solid  connection 
with  a  local  school  system  (see  sidebar 
page  15). 

Six  Things  That  Make  a 
Partnership  Work  Business  involve- 
ment m  arts  education  presupposes 
some  requirements.  Not  all  agree  on 
the  specifics,  but  there  is  enough 
consensus  to  draw  up  a  scratch  list. 
Not  all  requirements  have  to  be  ful- 
filled to  do  a  successful  job.  Sometimes 
it  only  takes  the  right  mix  of  two  or 
three  to  get  things  started. 

The  following  list  proceeds  in  rough 
chronological  order,  as  if  starting  to 
build  a  partnership  at  the  local  level 
from  square  one.  Although  the  list  is  a 
bit  hypothetical,  most  companies  that 
have  participated  in  arts  education 
partnerships  will  recognize  it  as  a  rough 
description  of  their  own  experience. 

1 Vision.  Successful  partnerships 
happen  because  people  believe  they 
are  worth  the  effort.  Capturing  the 
vision  often  means  a  kind  of  Gestalt 
shift,  developing  the  ability  to  see  — 
and  project  —  support  for  arts 
education  against  the  broader  ground 
of  the  community,  beginning  with  the 
instructional  program  of  the  schools 
—  or  its  absence.  Joanne  Mongelli  of 
the  "Arts  Excel"  program  in  White 


BUSINESS  WEEK/OCTOBER  28,  1996  14 


SPECIAL    ADVERTISING  SECTION 


FORM?  PARTNERSHIPS  TAKE 
Work  with  a  Local  Arts  Agency 

T  n  Prince  George's  County,  Maryland,  ATLAS  (Authentic  Teaching,  Learning,  and 
JL  Assessment  for  All  Students)  has  more  than  60  members  including  the  Prince 
George's  County  Arts  Council.  Fifteen  of  the  Council  members  were  already 
participating  in  in-school  arts  education.  ATLAS  offers  four  multi-cultural  arts 
components  in  visual  arts,  theatre,  dance,  and  music.  A  key  ATLAS  feature  is  its 
Family  Arts  Center,  an  arts  education  facility  for  students  in  pre-K  to  4th  grade, 
Head  Start,  and  Even  Start. 

Support  for  Professional  Development  in  Local  Schools 

State  Farm  supports  a  "Good  Neighbor  Award,"  in  which  55,000  grants  are  given 
to  schools  as  a  way  of  honoring  outstanding  teachers  for  their  innovation  and 
leadership.  The  grants  are  awarded  across  all  fields  of  academic  study.  Those  for 
1995-96  are  being  given  to  arts  educators  nominated  by  the  National  Art 
Education  Association. 

Summer  Institutes 

Some  companies  support  arts  educators  by  sponsoring  summer  institutes  for  pro- 
fessional development.  The  Southeastern  Center  for  Education  in  the  Arts,  at  the 
University  of  Tennessee-Chattanooga,  uses  its  higher  education  affiliation  to  attract 
teachers  throughout  the  region. 

Programs  Targeted  to  Specific  Needs  and  Populations 

Some  arts  education  partnerships  are  formed  for  specific  purposes,  or  are  targeted 
to  specific  local  needs.  The  students  in  the  Gallery  37  program  in  Chicago  create 
public  art  for  community  development  projects.  Some  partners  bolster  the  business 
acumen  of  local  arts  organizations  working  with  schools.  In  Phoenix,  Business 
Volunteers  for  the  Arts  provides  management  consulting  audits  for  arts  organizations; 
it  is  one  of  30  such  local  organizations  working  in  communities  across  the  nation. 
Programs  Linked  to  Curriculum  Integration 

An  increasingly  common  approach  links  arts  education  with  curriculum  integration. 
The  College  Board/Getty-sponsored  project  on  "The  Arts  and  the  Integration  of 
the  High  School  Curriculum"  is  supporting  five  high  schools  around  the  country  to 
develop  new  ways  to  integrate  learning  across  both  the  arts  and  other  academic 
disciplines.  In  Salinas,  Kansas,  the  "Arts  Infusion"  program  links  community  corpo- 
rate partners  like  Greyhound  Charities  and  Southwestern  Bell  with  the  schools' 
seven-requirement  plan  for  high-school  graduation  —  one  of  which  is  the  arts. 
Programs  Aimed  at  Developing  Business  Skills 

The  Corporate  Design  Foundation  channels  business  support  to  "Design  and 
Business  Education"  pilot  projects  at  Theodore  Roosevelt  High  School  of  Technology 
and  Design  in  San  Antonio,  the  Boston  Renaissance  Charter  High  School,  and  several 
institutions  of  higher  education.  The  program  introduces  8th  to  12th  grade  stu- 
dents to  both  the  substance  of  artistic  design  and  its  uses  in  the  business  context. 

Source:  Bruce  O.  Boston,  Using  Local  Resources:  The  Power  of  Partnerships,  Reston.  VA:  National  Coalition 
for  Education  in  the  Arts,  1995,  and  interviews. 


Plains,  New  York  provides  a  perfect 
example  of  how  the  process  works. 

"Vie  took  a  lesson  from  one  of  our 
corporate  partners,  IBM,"  she  says. 
"When  it  came  to  the  local  arts  orga- 
nizations, we  noticed  that  most  of 
their  programs  were  geared  to  getting 


kids  to  performances.  We  turned  that 
around.  We  focused  on  getting  arts 
organizations  into  classrooms." 


2 Planning.  When  the  architects  of 
successful  partnerships  are  asked 
what  their  secret  is,  the  first  word  that 


usually  rolls  off  their  lips  is  "plannir 
"Planning  is  basic,  not  just  enthi 
asm,"  says  Jack  Roberts  of  the  St. 
Lucie  County  Arts  Council  in  St.  Li 
County,  Florida.  "In  the  beginning, 
we  had  a  group  of  teachers  —  arts 
specialists  and  others  —  who  had  r< 
about  [what  we  wanted  to  do]  and 
were  very  interested  . . .  they  wanted 
try  it.  But  we  had  to  come  up  with 
plan  to  sell  the  idea  to  the  school 
board  before  we  could  go  anywherel 

3 Leveraging  Resources.  If  there  J 
a  trick  to  partnering  for  local  ; 
education,  it  is  leveraging —  using 
resources  to  build  resources.  Two  pi 
ciples  usually  apply.  First,  let  potent 
partners  know  that  whatever  resour 
they  provide  will  be  expended  local 
they  have  a  right  to  that.  Second,  fo 
businesses,  the  best  leveraging  tool  i 
staff  position  dedicated  to  whatever 
partnership  they  are  trying  to  grow, 
a  full-time  employee  is  not  possible, 
half-  or  quarter-timer  is  better  than 
no-timer. 

4 Generating  Buy-in.  There  are  n 
magic  bullets  here,  either.  "Oik 
time  successes  won't  do  it,"  says  Vic 
Poppen  of  Portland,  Oregon's  Arts 
Plan  2000+ .  "It  takes  people  collabc 
rating  long-term  if  you  want  to  emb 
arts  in  the  schools."  In  some  places, 
the  key  is  getting  teachers  on  board 
and  not  just  arts  teachers. 

Another  critical  buy-in  factor  is 
persuading  decision  makers  and  cor 
structing  truly  collaborative  arrange 
ments  among  partners  unaccustome 
to  working  together.  That  may  meai 
cultivating  nine  school  superintendei 
as  in  Kalamazoo,  or  using  vague 
community  sentiment  as  the  launchinj 
pad  for  a  city-wide  cultural  educatic 
policy,  as  was  done  in  Boston. 


5 Professional  Development  for 
Teachers  and  Support  for  Artist 

Professional  development  for  teache 
and  direct  support  for  artists  are 
both  crucial  to  partnerships.  There 
no  escaping  the  fact  that  long-term 
success  rises  or  falls  on  the  quality  c 
instruction,  both  among  the  arts 
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A  little 

imagination 
works 

wonders* 


I 


t  takes  more  than 
textbooks  to  produce 
tomorrows  mathematicians, 
scientists,  and  business  leaders. 
It  takes  imagination.  At 

McGraw-Hill,  we  believe  that 
all  students  need  grounding 
in  the  arts  to  stimulate 
their  creativity.  That's 
why  we're  committed 
to  creating  K- 1 2 
instructional  materials 
that  blend  the  arts  and 
sciences,  reflect  every 
child's  eagerness  to  learn, 
and  prepare  them  for  the 
workplace.  We  reach  beyond 
the  classroom  and  help  all 
students  experience  the 
rewards  of  lifelong  learning. 


IcG 


raw-Hill  •  Glencoe/McGraw-Hill  •  CTB/McG 


The  McGraw-Hill  Comp 


:aw-Hi"*  SRA/McGraw-Hill  •  McG 


antes 
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Natalie  Piper,  17,  an  apprentice  in 
Chicago's  GALLERY  37  summer 
program  in  the  Loop,  touches  up 
the  "Good  Stew"  mural,  destined  for 
installation  as  public  art  at  O'Hare 
International  Airport. 

specialists  brought  in  to  teach,  and 
among  the  regular  class  teachers  who 
help  the  artists  get  in  step  with  curric- 
ular  goals.  The  best  resource  mix  in 
the  world  —  whether  corporate  funds, 
school  personnel,  support  from  local 
arts  organizations,  or  in-kind  contri- 
butions —  will  be  under-used,  or  worse, 
misapplied,  if  those  through  whose 
hands  the  resources  pass  are  not  trained 
to  make  the  most  effective  use  of 
them.  A  good  watchword  is:  it  is  not 
the  partnership's  resources  that  make 
the  teaching  effective;  it  is  the  teaching 
that  makes  the  resources  effective. 


Good  Communication  and 
Promotion.  Nothing  generates 


momentum  for  a  partnership  like  visi- 
bility, especially  when  it  makes  it  easier 
for  more  participants  to  jump  into  the 
boat.  Florida  State  University's  Institute 
of  Art  Education,  for  example,  became 
affordable  for  teachers  primarily  because 
of  a  focused  publicity  program,  which 
elicited  contributions  of  food  from 
local  restaurants  and  some  $20,000  in 
contributions  from  local  merchants. 
Other  Focal  partners,  unable  to  give 
cash,  contributed  what  they  could:  a 
local  hospital  contributed  frames  for  an 
art  exhibition  and  placed  children's 
pictures  in  the  hospital's  birthing  center; 
a  local  art  center  and  the  public  library 
also  contributed  wall  space  for  pictures. 


A  New  Relationship 

American  companies  are  long  accus- 
tomed to  having  local  arts  groups  and 
arts  educators  knocking  on  their  door, 
looking  for  support.  In  the  same  vein,, 
companies  have  long  understood  their 
part  of  the  relationship  as  basically 
philanthropic.  But  things  are  changing. 
More  and  more  businesses  are  begin- 
ning to  understand  that  the  relation- 
ship is  a  two-way  street. 

The  needs  of  business  in  a  global, 
highly  competitive  economy  have 
recast  the  requirements  for  the  kind  of 
workers  American  companies  need  — 
"knowledge  workers"  with  imagina- 
tion and  a  whole  battery  of  new  skills. 

As  it  happens,  the  very  skills 
required  and  the  people  who  have 
them  are  both  found  in  arts  education 
programs  all  across  the  country.  But  in 
many  places,  the  short-sighted  still 
believe  that  arts  education  is  merely 
the  icing  on  the  curricular  cake.  That 
view  is  simply  wrong.  The  truth  is 
that,  as  more  and  more  businesses 
come  to  understand  the  new  partnership 


between  business  and  arts  educatio 
learning  in  the  arts  is  seen  as  more 
basic,  more  crucial,  and  more  reward 
to  both.  Business  and  arts  educatio 
both  have  something  to  give  to  the 
other;  as  each  recognizes  it,  each 
enables  the  other  to  grow.  In  the  en 
it's  like  making  a  new  friend.  With 
friendship,  you  realize  that  things  w 
never  be  the  same,  and  the  realizati 
is  something  to  be  grateful  for. 


Bruce  O.Boston,  is  president  of  Wordsmi 
Inc.,  a  Northern  Virginia  writing  and  pu 
cations  consulting  company.  He  has  wor 
as  a  writer  on  several  policy  reports  deal 
with  education  issues,  including  A  Natioi 
at  Risk  and  What  Work  Requires  of  Scho 
He  is  the  author  of  the  "Introduction"  tc 
the  National  Standards  for  Arts  Educatio 
and  Connections:  The  Arts  and  the 
Integration  of  the  High  School  Curriculu 
He  has  written  or  edited  more  than  250 
aritcles,  books,  reports,  and  scripts. 

Cover  photos,  left  to  right:  Apple 
Computer,  Inc.;  Carol  Pratt/The  Kennedy 
Center.  Far  right:  David  Speckman/ 
Interlochen  Center  for  the  Arts. 
Cover  quotation:  Dan  Lacy,  Ashland  Inc. 


THE  GETTY  CENTER  —  A  CAMPUS  FOR  THE  ARTS 

With  a  long  history  of 
commitment  to 
enhancing  the  value  and 
status  of  arts  education  in 
America's  schools,  the  J. 
Paul  Getty  Trust  will  open 
its  new  Los  Angeles  campus 
to  the  public  in  late  1997. 
The  Getty  Center  promises 
to  bring  the  arts  to  new 
audiences  throughout  the  nation  with  programs  devoted  to  arts  education, 
art  and  cultural  heritage,  scholarship,  and  conservation.  "Educating  for  the 
Workplace  through  the  Arts,"  an  invitational  conference  for  leaders  in  education 
reform,  sponsored  by  the  Getty  Education  Institute  for  the  Arts,  will  offer  a 
preview  of  the  facility  and  its  programs  in  January  1997. 

Designed  by  architect  Richard  Meier,  the  Getty  Center  will  feature  a  new 
J.  Paul  Getty  Museum,  conservation  laboratories,  research  facilities,  and  the 
administrative  offices  of  all  the  Getty  organizations.  In  addition  to  the  Education 
Institute,  these  include  the  Getty  Conservation  Institute,  the  Getty  Research 
Institute  for  the  History  of  Art  and  the  Humanities,  the  Getty  Information 
Institute,  and  the  Getty  Grant  Program. 

The  campus  also  features  a  450-seat  multipurpose  auditorium,  as  well  as 
gardens  and  terraces  that  will  serve  as  venues  for  a  variety  of  public  events. 
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1996  BUSINESS  WEEK  SEVENTH  ANNUAL  AWARDS 
FOR  INSTRUCTIONAL  INNOVATION 

The  New  American  High  Schools: 
Preparing  Students  for  College 
I  and  Careers 


LHALLA  HIGH  SCHOOL 
NCULTURE/AGRONOMY 
LHALLA,  SOUTH  CAROLINA 


HEALTH  NEV 


iWAY  INSTITUTE  OF  TECHNOLOGY 
OUIS,  MISSOURI 


D  DOUGLAS  HIGH  SCHOOL 
I  »E  NT-OPE  RATED  PRESCHOOL 
j  LAND,  OREGON 


4  £X  TECHNICAL  HIGH  SCHOOL 
i\  GETOWN,  DELAWARE 


B 


USINESS  WEEK,  using  guidance 
from  the  LIS.  Department  of 
Education,  The  National  Center 
For  Research  in  Vocational  Education  and 
The  McGraw-  Hill  Educational  and 
Professional  Publishing  Group  selected  10 
award  winners  of  The  New  American 
High  Schools  where  students: 

•  achieve  high  levels  of  academic  and 
technical  skills 

•  prepare  for  college  and  careers 

•  learn  in  the  context  of  a  career  major 
or  other  special  interest 

•  learn  by  doing  -  in  classrooms,  work- 
places, or  community  service 

•  work  w  ith  teachers  m  small  schools- 
within-schools 

•  have  the  support  of  a  caring  community 

•  receive  extra  support  from  adult  mentors 

•  access  a  wide  range  of  career  and 
college  information 

•  benefit  from  strong  links  between  high 
schools  and  post  secondary  institutions 

•  use  technology  to  enhance  learning 


FENWAY  AAIDDLE  COLLEGE  HIGH  SCHOOL 
BOSTON,  MASSACHUSETTS 


THE  WINNING  SCHOOLS  ARE: 

•  Chicago  High  School  for  the 
Agricultural  Sciences  -  Chicago,  Illinois 

•  David  Douglas  High  School  - 
Portland,  Oregon 

•  Encina  High  School  -  Sacramento, 
California 

•  Fenway  Middle  College  High  School  - 
Boston,  Massachusetts 

•  Gateway  Institute  of  Technology  - 
St.  Louis,  Missouri 

•  High  School  of  Economics  and  Finance 

-  New  York,  New  York 

•  Sussex  Technical  High  School  - 
Georgetow n ,  Delawa  re 

•  Thompson  School  District  - 
Loveland,  Colorado 

•  Walhalla  High  School  -  Walhalla, 
South  Carolina 

•  William  Turner  Technical  1  ligh  School 

—  Miami,  Florida 

If  anyone  would  like  to  call  or  write  to 
these  schools'  principals  or  superinten- 
dents for  the  information  that  will  help  to 
adopt  or  adapt  these  10  examples  of 
effective  teaching  and  learning,  please 
write  or  fax  the  request  to  receive  a  copy 
of  The  New  American  High  School  publi- 
cation to:  Charlotte  K.  frank,  V.P.  - 
Research  and  Development,  The  Mc(  Iraw 
Hill  Companies,  1221  Avenue  of  the 
Americas,  New  York,  New  York,  10020, 
phone  212/512-6512  fax  2 12/5  1 2-4769. 

You  can  also  find  The  New  American 
High  School  publication  text  on  America 
Online  by  going  to  Keyword:  BusinessWeek 
and  clicking  on  the  Offers  ex  Info  button. 
Under  Programs  cx  Services  click  on  BW 
Award  for  Instrumental  Innovation. 

"It  is  our  belief  that  these  award  win- 
ners will  haw  a  significant  impact  on  the 
total  school  community  in  preparing  their 
students  for  college  and  careers,"  said 
David  Ferm,  publisher  of  Business  Week. 


THOMPSON  VALLEY  HIGH  SCHOOL:  CAREER  FAIR 
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FINANCE'S 

INFO-TECH 

REVOLUTION 

1  cutting  costs,  exploiting  data,  and  spurring  growth 


1 30 


Downsizing.  Cost-cutting. 
Restructuring.  Over  the  past 
decade,  U.  S.  corporations 
have  been  striving  to  become 
lean  and  mean. 

But  that's  the  easy  part. 
Companies  are  coming  to 
realize  that  the  toughest  chal 
is  spurring  growth.  To  that  end,  many 
itives,  especially  chief 
nal  officers,  are  tap- 
i  revolutionary  set  of 
inancial  information 
ologies.  These  new 
ologies  permit  a  com- 
not  only  to  streamline 
:ial  operations  but  also 
)loit  huge  unused 
rces  of  information  to 
it  new  customers  and 
ore  to  existing  cus- 
"s.  Says  Harvard  busi- 
chool  professor  Jeffrey 
art:  "The  companies 


CONTENTS 


134 


Beyond  Bean-Counting 

Sears  Roebuck 

>  Sun  Microsystems 
Finance  Firms  Duke  It  Out 

Capital  One 
Goldman  Sachs 
142  The  Net  Hits  the  Big  Time 

►  Logos  Research  Systems 
144   New  Tools  of  the  CFO  Trade 

»  Andersen  Consulting 


that  are  leading  have  cost-compression  on 
autopilot.  The  real  potential  is  to  deepen  and 
augment  customer  relationships." 

The  tech  revolution  is  now  moving  into 
cyberspace:  corporate-finance  deals  on  the 
World  Wide  Web  for  such  high-powered  issuers 
as  General  Motors  Finance  Corp.,     &  : 
"virtual"  financial  statements  per- 
mitting instantaneous  updating  of  a 
company's 
financial  status, 
and  "data  visu- 
alization," which  allows  a 
cfo  to  "fly"  over  a  3-D  com- 
puter landscape  to  calculate 
the  best  trade-off  among 
risk,  return,  and  liquidity. 
For  the  unsophisticated,  of 
course,  these  tools  can  turn 
out  to  be  minefields,  not 
magic  bullets.  But  for  the 
savvy  executive,  they  can 
confer  a  powerful  competi- 
tive edge. 


BEYOND 

BEAN-COUNTING 

Sophisticated  data  systems  turn  financial  records  into  versatile  strategic  tools 


speartea 
ifraite- 


Special  Report 


FINANCE  AND  TECHNOLOGY 


Clark  H.  Johnson,  chief  financial  officer  for  Johnson  & 
Johnson,  was  shocked  when  he  read  a  Du  Pont  Co.- 
sponsored  benchmarking  study  on  finance-unit  expens- 
es hack  in  1!)89.  It  turned  out  that  his  department 
ranked  among  the  worst  in  Corporate  America  on  its  over- 
head-to-sales  ratio.  Johnson  now  says  it  was  "hard  to  get  peo- 
ple serious  about  costs 
when  sales  were 
growing  at  double-dig- 
it levels."  But  that 
troubling  discovery 
prompted  him  to  launch  a  revamp  of  finance  operations  that 
he  figures  has  saved  the  multinational  health-care  products 
maker  an  average  of  about  $200  million  annually. 

The  real  benefits  go  much  deeper  than  mere  cost  savings, 
however.  In  zeroing  in  on  costs,  Johnson  (no  relation  to  the 
founders)  also  triggered  a  revolution  in  the  use  of  financial  in- 
formation  technology  at  j&j  that  has  transformed  his  role  from 
bean-counter  to  full  business  partner  with  revenue-producing 
line  units.  Thanks  in  part  to  quantum  leaps  in  computer 
hardware  and  software  technology  in  the  past  few  years, 
Johnson's  finance  department  is  no  longer  preoccupied  with 
transaction  systems,  reporting,  and  cost  efficiency,  but  is 
concentrating  on  analyzing  information  to  boost  revenue. 

Today,  Johnson's  pride  and  joy  is  a  "data  warehouse"  called 
Darwin,  a  sophisticated  system  that  enables  managers  in 


some  50  countries  where  j&j  operates  to  slice,  dice,  an 
lyze  masses  of  information  from  computers  all  over  th( 
pany  on  everything  from  accounts  receivable  to  inven 
One  key  benefit:  customer  profit  and  loss  statement 
have  given  j&j  the  ammunition  to  renegotiate  unfavorab 
tracts.  Right  now,  j&j  is  mulling  dropping  at  least  one 
uct  line  that  Darwin  revealed  as  a  loser.  What  real 
cites  him,  however,  is  the  prospect  of  a  real-time 
financial  statement"  that  he  could  call  up  with  a  mouse 
which  would  let  him  make  critical  capital  allocation  de< 
earlier  and  slash  the  thousands  of  hours  of  grunt  wor 


Redefining  the  CFO 


OLD  ROLE 

•  Bean-counter;  minor 
player  in  formulating 
corporate  strategies 


NEW  ROLE 

•  Major  player;  involve 
in  line  activities  and 
long-range  planning 


raex  . 


•  Focused  on  narrow 
treasury  and  accounting 
matters 

•  Preoccupied  with  cost 
efficiencies 


•  Uses  financial  technc 
gies  for  more  challen 
analytical  tasks 

•  Integrally  involved  ir 
boosting  revenues 


uired  to  close  the  books.  That 
ild  free  Johnson  and  his  col- 
^ues  for  more  challenging  tasks, 
iter  nearly  two  decades  of  strug- 
g  to  boost  product  quality  and 
i  downsize  workforces,  many  oth- 
J.  S.  companies  are  realizing  that 
e  steps  alone  will  not  guaran- 
them  a  competitive  edge  into 
next  millennium.  Information 
nology — software  and  hardware 
mines  data  and  transforms  it 
strategic  information — is  foster- 
a  sea  change  in  the  way  compa- 
assess  their  growth  prospects, 
most  savvy  companies  realize 
it  will  help  them  to  discover 
customers,  wring  more  revenue 
of  existing  ones,  and  lower  fl- 
ing costs  by  optimizing  assets 
liabilities.  "The  companies  that 
leading  have  cost-compression 
utopilot.  The  real  potential  is  to 
•en  and  augment  customer  rela- 
;hips,"  says  Harvard  business 
al  professor  Jeffrey  Rayport. 
TRAL  PLAYER.   At  Johnson  & 
son  and  other  companies  that 
successfully  embraced  the  new 
mation  technology,  the  chief  fi- 
ial  officer,  rather  than  the  chief 
•mation  officer,  has  typically 
•ged  as  the  central  player,  in 
because  finance  gathers  a  corn- 
's most  critical  data  in  oversee- 
inctions  such  as  billing,  accounts 
ble,  and  the  general  ledger.  The 
is  spearheading  the  shift  from 
nainframe-based  "legacy"  sys- 
,  which  cranked  out  lots  of  data 
ittle  useful  information,  to  the 
1,  integrated  systems  that  have 


SEARS  ROEBUCK 


A  'Spreadsheet  on  Steroids' 


T 


lo  assemble  an  annual  financial 
plan  for  its  3,500  U.  S.  stores, 
Sears,  Roebuck  &  Co.  used  to  col 
lect  data  scattered  across  so  many 
computers  that  it  took  a  100-square- 
foot  flow  chart  to  describe  the  300- 
step  consolidation  process.  Now,  the 
process  is  down  to  just  25  steps,  all 
described  on  a  sheet  of  8^-by-l  1-inch 
paper.  Sears'  analysts 
now  have  two  years' 
worth  of  detailed  bud- 
gets and  plans  at  their 
fingertips,  ready  for 
viewing  and  analysis 
on  their  PCs. 

Sears'  secret  is  a 
homegrown  financial 
system  called  epic, 
based  on  Essbase,  a 
program  from  Arbor 
Software  in  Sunnyvale, 
Calif.  Steve  Beitler,  se- 
nior director  for  finan- 
cial processes  and  sys- 
tems, calls  Essbase 
"our  spreadsheet  on 
steroids."  It  stores  bil- 
lions of  bytes  of  finan- 
cial data,  along  with  in- 
formation about  how 
each  item  relates  to  the 
others.  Each  day,  after 
being  fed  the  latest  fig- 
ures, it  recalculates  all 
forecasts  and  plans. 


Beitler  says  Essbase  has  paid  for  it- 
self many  times  over,  identifying  op- 
portunities— not  all  pursued — to  slash 
$100  million  in  costs.  Says  Chief  Finan- 
cial Officer  Allan  J.  Lacy:  "We've  got  a 
real-time  system  that's  allowing  us  to 
focus  on  some  pretty  aggressive  finan- 
cial goals:" 

By  John  W.  Verity  in  New  York 


possible  data  warehouses  like 
Darwin  and  the  virtual  financial  statement, 
t,  alas,  experts  say  that  companies  like  J&J  are  the  ex- 
Dn.  According  to  Dimitris  N.  Chorafas,  a  financial  tech- 
y  consultant,  only  about  15%  of  large  U.  S.  companies  are 
ssfully  utilizing  the  latest  information  technology.  Adds 
las  Walther,  a  partner  at  Coopers  &  Lybrand  Consulting 
:o-author  of  the  newly  published  Reinventing  the  cfo: 
awful  lot  of  companies  are  still  mucking  around  with 

transaction  systems." 

ading-edge  companies  that  have  ventured  into  the  In- 
ttion  Age  are  finding  that  these  technologies  are  pro- 
%  not  only  dramatic  cost  savings  but  also  radical  changes 
s  way  they  do  business,  particularly  internally.  They 
ializing  short-term  gains  by  integrating  and  standardiz- 
mishmash  of  traditional  systems  such  as  accounts 
)le,  general  ledger,  and  payroll.  The  more  venturesome 
iscarding  those  systems  entirely  in  favor  of  software 
ges  that  allow  these  functions  to  "speak"  to  each  other 
hare  data  across  the  enterprise. 

inson  &  Johnson,  Sun  Microsystems,  and  Kraft  Foods 
I  few  of  the  many  large  companies  that  have  set  up  so- 

"shared  services"  units  using  networked  computers 
onsolidate  certain  finance  activities  into  a  single  location. 
)r  example,  pulled  together  all  of  the  payroll  units  that 
sen  located  in  its  U.  S.  facilities.  Now,  26  clerks  pay  j&j's 

domestic  employees  vs.  120  under  the  old  arrangement. 


Other  companies  are  outsourcing  these  activities  to 
vendors. 

While  these  new  systems  cut  costs,  they  often  result  in 
better  customer  service.  Dallas-based  Haggar  Clothing  Co.'s 
new  inventory  control  system  has  slashed  the  time  it  takes  to 
fill  a  customer's  order  from  a  week  to  about  48  hours,  ac- 
cording to  Chief  Financial  Officer  Ralph  A.  Beattie.  "You 
have  to  be  able  to  provide  product  when  the  customer  needs 
it,"  he  says.  Another  major  benefit:  By  better  managing  its  in- 
ventory, Haggar  can  "boost  cash  flow  and  reduce  borrowing." 

Additionally,  some  cfos  are  cautiously  starting  to  use  their 
intranets,  or  internal  webs,  to  deliver  financial  information.  At 
Sun  Microsystems  Inc.,  a  simple  system  called  Paycheck 
uses  the  intranet  to  let  employees  view  their  payroll  infor- 
mation online  anytime  they  want,  saving  Sun  hundreds  of 
thousands  of  dollars  in  postage.  The  next  big  leap,  experts 
say,  will  be  the  move  to  link  intranets  to  form  virtual  corpo- 
rations, enabling  companies  to  reduce  paper  transactions. 

To  be  sure,  installing  software  that  essentially  links  the  op- 
erating processes  of  an  entire  company  is  a  crucial  decision. 
That's  because  this  typically  requires  a  major  overhaul  in 
business  practices.  Of  these  programs,  R/3,  a  product  of  Ger- 
man-based sap,  is  the  most  popular,  particularly  among  multi- 
national manufacturers.  It's  also  the  most  controversial.  At  Eli 
Lilly  &  Co.,  Chief  Information  Officer  Thomas  Trainer  raves 
about  it.  "We  took  a  clean  sheet  of  paper,  reengineered  the 
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process,  and  tried  sap.  It  works."  The  biggest  benefit  has 
been  in  helping  Lilly  adopt  economic-valued-added  (eva) 
management,  the  performance  measurement  system  used  to 
award  bonuses  to  several  hundred  executives.  "With  Sap 
and  eva,  we've  transformed  how  we've  managed  this  com- 
pany," Trainer  says. 
Kraft,  for  one,  thinks 
it  can  achieve  similar 
results  faster  and 
cheaper  without  sap.  Says  Kraft's  William  Chiasson,  senior 
vice-president  for  finance  and  information:  "sap  didn't  fit. 
It's  a  very  complex  installation,  and  it  would  take  years 
more." 

But  the  real  promise  of  information  technology  resides  in 
data  warehouses.  The  technique  enables  analysts  to  conve- 
niently slice  and  dice  customer  data  in  new  ways  and  to 
quantify  softer,  nonfmancial  measures  of  performance,  such  as 
customer  satisfaction  and  employee  creativity.  Instead  of  fo- 
cusing solely  on  market  share,  says  Elizabeth  Hjelm,  a  Coop- 
ers &  Lybrand  Consulting  manager,  companies  are  also  ana- 
lyzing how  much  of  a  customer's  total  business  belongs  to 
them — what's  called  "share  of  wallet." 

Data  warehouses  are  not  new,  but  technological  advances 
have  lately  made  them  more  fea- 
sible for  more  companies.  Retail- 
ers such  as  Wal-Mart  Stores  Inc. 
pioneered  the  concept  more  than 
a  decade  ago  to  monitor  sales 
trends  and  fine-tune  their  mar- 
keting and  inventory  strategies. 
Now,  about  90%  of  large  U.  S. 
corporations  are  "building  or 
about  to  build  them,"  according  to 
William  B.  Dodds,  a  business  in- 
formation strategic  leader  at 
Electronic  Data  Systems  Corp. 

One  of  the  most  ambitious  pro- 
jects of  its  kind  is  under  way  at 
Coca-Cola  Co.  Called  Project  In- 
finity, the  $100  million-plus  effort 
is  based  on  sap's  software  and 
aims  to  create  a  common  global 
business  language  for  Coke,  in- 
cluding standard  Coke  product 
codes.  Eventually,  Project  Infinity 
will  make  every  piece  of  infor- 
mation immediately  available  to 
everyone  in  the  worldwide  Coke 
system,  from  bottlers  to  head- 
quarters executives,  according  to 
Chief  Financial  Officer  James  E. 
Chestnut,  who's  heading  the  pro- 
ject. For  example.  Chestnut  could 
detennine  instantly  that  a  French 
bottler  had  ordered  100  gallons 
of  Classic  Coke  concentrate,  and 
more  important,  how  profitable 
that  bottler  was. 
"DATA  EVERYWHERE."  For  all  its 
obvious  advantages,  the  new 
technology  remains  a  mint  :  Id 
for  the  unsophisticated.  Mai 
that  have  gotten  on  to  this  infor- 
mation highway  have  swerved  off 
course,  often  because  they  were 
seduced  into  buying  expensive 
hardware  and  software  they 
didn't  need  or  understand.  And 
laggards  of  all  stripes  are  wring- 


ing their  hands  over  how  to  leave  behind  their  Stone 
systems.  "I  have  data  everywhere  but  not  a  drop  of  i 
mation,"  lamented  Charlie  Drumm,  a  consultant  with  G 
al  Accident  Insurance  Co.  of  America,  at  a  recent  techn 
conference.  "You  can  have  a  homeowner's  policy  with  G 
al  Accident  and  an  auto  policy  with  General  Accident,  an 
have  absolutely  no  idea  whether  you're  the  same  perso 

Furthermore,  companies  continue  to  be  tempted  to 
millions  into  system  upgrades  to  keep  up  with  the  Jones 
find  a  magic  wand.  Says  David  Axson,  vice-president  o 
Hackett  Group  Inc.,  a  technology  consulting  firm:  "Th 
an  awful  lot  of  technology  out  there  looking  for  a  proble 
solve."  Installation  always  takes  longer  and  costs  more 
expected,  mainly  because  people  are  reluctant  to  ch 
their  business  practices.  Another  "people"  obstacle,  says 
Dodds,  is  "lack  of  communication"  between  cfos  and 
who  sometimes  see  each  other  as  rivals.  Consequently, 
data  warehouses  turn  into  data  "outhouses,"  he  believe 

Smartly  applied,  however,  information  technology  is 
to  build  the  mansions  of  the  next  centuiy. 

By  Phillip  L.  Zweig  with  John  Verity  in  New 
Stephanie  Anderson  Forrest  in  Dallas,  Greg  Burns  in  C 
go,  Rob  Hof  in  San  Francisco,  and  Nicole  Harris  in  At 


SUN  MICROSYSTEMS 


T1 
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Finally  Speaking  the  Same  Language 

preliminary  figures  to 
boss,  Scott  G.  McNealy 
giving  the  chief  executi 
a  big  jump  on  planning 
the  next  few  quarters. 

The  secret  of  Sun's  ne 
found  speed?  Practicing 
what  it  preaches.  Until 
1995,  Sun's  financial  sys- 
tems ran  on  incompatibl 
software  and  hardware, 
compiling  results  took  ft 
ever.  Now,  all  transactic 
are  done  on  a  network  ( 
Sun  computers  so  every 
one  can  share  data  faste 
Says  Lehman:  "We're 
spending  more  time  mai 
aging  forward  instead  o: 
backward."  Since  1989, 
Sun  has  cut  in  half  the 
time  it  takes  to  receive 
payment  after  an  order 
taken.  That  has  general 
savings,  leaving  more  c; 
available  and  reducing 
nancing  needs. 

There  are  trade-offs. 
Outsourcing  is  tougher, 
because  the  world  isn't 
run  entirely  with  Suns. 
And  Sun's  auditors  also' 
need  more  help:  When 
there's  no  paper,  there's  no  paper  trail. 
Still,  Lehman  now  has  time  to  visit  up 
100  prospective  customers  a  year.  Just 
call  him  the  cmo — chief  marketing  offie 
By  Robert  D.  Hof  in  Palo  Alto,  Call 


LEHMAN:  Halving  the 


hree  years  ago,  computer  maker  Sun 
Microsystems  Inc.  took  almost  a 
month  to  close  its  books  after  a 
quarter  ended.  Now,  Sun  cfo  Michael  E. 
Lehman  takes  only  24  hours  to  deliver 
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because 
they 

rock," 


and  other 


technical  reasons  why  Netscape 


uses  Silicon  Graphics  WebFORCE  servers, 


according  to  Webmaster  Robert  Andrews. 


When  you're  the  busiest  site  on  the  Web,        and  scalability  lets  your  Web  site  handle 
when  you  receive  more  than   112  even  the  most  demanding  workloads. 


million  hits  a  day,  when  you  down-  And  since  Silicon  Graphics  offers 

N  ETSC APE 

load  2.8  terabytes  in  a  single  week,  the  widest  range  of  compatible 
you  need  servers  that  you  can  depend         servers,  you  can  scale  your  Web 


on.  That's  why  Robert 
Andrews,  Netscape's 
Webmaster,  turned  to 
Silicon  Graphics.  ( )ur 
WebFORCE"  servers 
combine  64-bit  MIPS" 
RISC  microprocessors  with  the  highest 
data  throughput  in  the  market.  Our 
revolutionary  S2MP  "  system  architecture, 
with  industry-leading  I/O,  performance 


A  FEW  OTHER  SITES 
USING  WebFORCE 

www.firefly.com 

www.discovery.com 

www.travelocity.com 

www.bigbook.com 

www.warnerbros.com 

www.lucent.com 

www.webcrawler.com 


site    smoothly  as 
your  on-line  business 
grows.  Technically 
speaking,  it's  t he- 
best  server  you  can 
buy.  And  it  can  keep 
your  Web  site  rock  in'.  For  more 
information  visit  our  Web  site  at 
www.sgi.com/Products/WebFORCE 
or  call  800.636.8184  Dept.  LS0054 


See  what's  possible 


SiliconGraphics 

Computer  Systems 
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ON  THE 
CUTTING 
EDGE 

Finance  firms  duke  it  out 

In  the  late  1980s,  Fidelity  Investments 
could  do  no  wrong.  The  Boston  mutual- 
fund  giant's  reputation  for  good  returns 
and  stellar  customer  service  went  happi- 
ly hand  in  hand  with  its  fame  as  a  quick 
adapter  of  new  technologies.  The  firm  took  a 
big  lead  as  it  implemented  voice-recognition 
technology  and  daily  valuations  of  401(k) 
plan  accounts,  becoming  the  nation's  largest 
provider  of  such  plans. 

But  Fidelity's  bent  for  being  on  technolo- 
gy's cutting  edge  has  also  led  to  blunders. 
One  mistake  was  Fidelity's  attempt  to  build 
Windows-based  software  for  its  retail-bro- 
kerage customers  to  use  in  making  invest- 
ments online.  The  project  ended  up  taking 
three  veal's  longer  to  get  in  gear  than  arch-ri- 
val Charles  Schwab  &  Co.'s  system.  Schwab's 
PC-based  products  blew  Fidelity  away.  When 
Fidelity  began  the  software-development  ef- 
fort, says  cio  Albert  Aiello,  "we  knew  Schwab  was  coming  out 
with  something,  and  we  wanted  to  jump  right  over  them.  We 
tried  to  do  too  much."  Aiello  won't  disclose  how  much  was 

spent  on  the  project, 
but  only  40,000  Fideli- 
ty brokerage  clients — 
out  of  l.li  million — use 
it  today. 

While  fidelity  stumbled,  Schwab  expanded  its  lead,  signing 
up  several  hundred  thousand  customers  to  its  proprietaiy  soft- 
ware. Last  May,  Schwab  widened  the  gap  by  launching  Inter- 
net-based equity  trading,  and  in  July,  it  added  fund  and  option 
trading.  The  discount  broker  continues  to  lead  with  an  all- 
electronic  account  offering  called  e.Schwab.  Today,  24%  of  all 
trades  executed  by  the  San  Francisco  giant  are  done  through 
its  pc  software.  Fidelity  plans  to  launch  Internet  trading  by  the 
end  of  the  year. 

As  the  showdown  between  Fidelity  and  Schwab  makes 
clear,  technology  has  become  eiucial  to  success  in  financial  ser- 
vices. And  it's  not  enough  to  simply  invest  in  technology. 
Companies  must  be  careful  to  select  technologies  that  will 
serve  customers  while  keeping  them  ahead  of  the  competition. 
"The  train  has  left  the  station,  and  it's  picking  up  speed,"  says 
Dudley  M.  Nigg,  executive  vice-president  for  direct  distribu- 
tion at  Wells  Fargo  Bank.  "If  we're  going  to  stay  competitive, 
we'll  have  to  stay  competitive  technologically." 

Unfortunately  for  big  financial-services  providers,  whether 
they  serve  consumers  or  corporations,  size  doesn't  necessari- 
ly bring  advantage  in  this  world.  "Technology  is  a  great  lev- 
eler,"  explains  Gartner  Group  Inc.  consultant  Ira  Morrow. 
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FINANCE  AND  TECHNOLOGY 


"It's  a  commodity.  You  can  buy  it."  Indeed,  a  swarm  of 
cost  imitators  have  become  much  more  serious  compe^ 
than  ever  before,  stocking  data  warehouses  with  infom 
purchased  from  outside  sources  and  using  affordable  | 
ware  to  analyze  that  information  to  competitive  adva 
Old-line  companies  may  have  plenty  of  data,  but  those  datj 
often,  as  one  consultant  terms  it,  "in  jail" — trapped 
systems  that  are  not  uniform  and  must  be  broken  down 
a  new,  usable  system  can  be  built — a  project  that  can 
cost  tens  of  millions  of  dollars. 

Despite  the  cost  and  uncertain  payoff,  financial  comp 
large  and  small  are  betting  big.  Banks  alone  will  spend  $1 

Using  Info  Tech 
To  Woo  Customers 

•  Discern,  via  data  warehouses,  prospective  custom* 
precise  tastes  to  predict  future  buying  decisions 


•  Analyze  data  on  existing  customers  to  determine 
which  are  most  profitable  and  concentrate  on  them 


•  Bind  good  customers  to  the  firm  by  customizing  si 
services  as  transaction  executions  and  interaction  w 
the  company's  own  models 


•  Get  customers  to  buy  more  services  through 
sophisticated  mail  and  telephone  solicitations  by 
using  buying-pattern  data 


13d  P.  I  I  ^  I  N  F  ^  Q  WPCK  /  firTHRFR  98  IQQf, 
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fWeve's  sovneone  fo  clue  you  iv\  on  VWe  cusi-ovns.         >A~r<^T  Div-ecf®  "Service  fo  bving  you 
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HOTELS   RESORTS  SUITES 
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lion  on  technology  this  year — $5.4  billion  of  that  on  improving 
customer  service  and  business  processes,  according  to  Ernst  & 
Young  and  the  American  Bankers  Assn.  And  despite  the  risks 
and  competition,  few  question  the  wisdom  of  such  hefty  <in- 
"Technology  is  the  production  equipment  of  financial 

services,"  says  Philip  J. 
Lawrence,  a  partner  at 
Ernst  &  Young.  "The 
trick  is  execution." 
Some  of  the  best  executors  are  using  technology  to  im- 
prove customer  service.  Close  to  half  of  all  bank  transactions 
are  currently  done  outside  the  branch,  and  that  percentage  is 
expected  to  rise.  So  as  geographical  convenience  ceases  to  mat- 
ter and  customers  grow  comfortable  with  PC  banking  and 


CAPITAL  ONE 

Buried  Treasure  in  Credit  Cards 


In  the  late  '80s,  Richard  D.  Fair- 
bank  and  Nigel  W.  Morris  were 
consultants  with  an  idet  .  They  had 
decided  that  the  real  value  l  f  a  cred- 
it-card issuer  lay  in  the  information 
it  has.  about  customers,  which  could 
be  analyzed  and  used  to  test  interest 
in  new  financial  products.  The  idea 
wasn't  an  easy  sell,  since  it  required 
big  outlays  to  build  and  buy  databas- 
es as  well  as  software  to  analyze  the 
data.  Some  25  banks  passed  before 
Signet  Banking  Corp.  bit  in  1988. 
Since  the  rollout  of  the  first  cus- 


tomized card,  a  balance-transfer  prod- 
uct, the  business  has  grown  at  light- 
ning speed.  Signet  spun  off  the  credit 
cards  as  Capital  One  Financial  Corp. 
in  November,  1994.  The  stock  has 
doubled  since,  and  Cap  One  is  now 
among  the  top  10  card  issuers.  Fair- 
bank  is  ceo  and  Morris  is  president. 

Capital  One  soon  plans  to  branch 
out  from  cards  to  offer  nonfinancial 
and  financial  products,  too.  "We're  not 
credit-card  guys,"  says  Morris.  "The 
infoi-mation  revolution  just  came  early 
to  the  credit-card  business." 


banking  by  phone,  banks  have  found  they  must  work  hai 
be  the  brand  of  choice.  Competing  for  their  customers 
slew  of  nonbanks  eager  to  provide  a  high  level  of  servic 
gain  a  bigger  slice  of  the  pie. 

Merrill  Lynch  &  Co.  is  in  the  midst  of  a  two-year, 
million  project  that  the  brokerage  hopes  will  help  establish 
America's  leading  money  manager.  Merrill  is  setting  up  a 
tern  that  provides  its  13,000  domestic  brokers  with  a  file  o 
of  the  business  a  client  does  with  the  firm,  plus  recomme: 
action  and  customer  profitability.  "We're  making  a  big  bet 
in  spite  of  the  Internet,  the  individual  still  needs  an  advis< 
sort  through  all  the  information  out  there,"  says  Howard  P. 
gen,  chief  of  technology  for  Merrill's  private-client  busine; 
Merrill's  online  service,  launched  in  September,  is  desij 
to  further  bind  the  customer  to  the 
Accessed  via  the  Internet,  the  sy 
offers  clients  a  menu  of  services 
eluding  online  account  balances, 
E-mail  connection  to  their  broker, 
bulletins  of  news  and  investments  to 
sider,  augmenting  the  sales  staffs 
phone  pitch. 

PROFIT  FLAG.  State  Street  Boston  C 
offers  a  similarly  high  level  of  comn 
cation  to  its  institutional  custoir 
James  J.  Darr,  the  bank's  executive 
president,  explains  that  technology 
been  the  key  to  State  Street's  st: 
growth  in  pension-fund  servicing 
401  tk)  asset  administration.  The 
has  2,000  customers  linked  to  its 
terns,  providing  daily  balance  and 
ings  updates.  Operating  in  30  coun 
around  the  world,  the  bank  has  incre 
assets  under  administration  from 
million  a  decade  ago  to  $2.6  billion  t( 
Chase  Manhattan  Corp.  is  investing 
million  a  year — close  to  one-third  its 
tech  budget — in  technology-intensive 
cessing  businesses,  including  cash 
agement  for  corporations.  That  kin 
investment  is  necessary  to  keep 
tomers,  who  are  increasingly  deman 
faster  transaction  execution  and  ii 
mation,  says  Richard  J.  Matteis,  Ch 
head  of  global  services.  The  rewards 
worth  it:  These  businesses  deliver 
crative  return  on  equity  of  35%. 

A  company's  high-margin  custoi 
should  benefit  from  such  plans.  Cr 
card  dynamo  Advanta  Corp.  gets  6( 
calls  a  day  and  has  technology  that 
which  customer  is  calling.  "If  I'm  a 
profitable  customer,  I  may  get  answ 
in  half  a  second  by  a  human,"  says  ( 
Information  Officer  John  Roblin. 

Once  you  know  your  customer 
well,  the  next  step  is  to  sell  that 
tomer  more  sendees,  usaa  Life  Ir 
ance  Co.  has  done  an  exceptional  jc 
this,  using  heavy  telephone  and  sysl 
investment  to  double  the  numbe 
products  their  average  customer  hold 
4.5.  The  insurer  will  spend  $270  mi 
this  year  on  technology,  augmentinj 
ready  detailed  customer-information 
terns.  As  a  direct  writer  of  policies,  t 
does  all  of  its  business  through  the 
or  by  phone,  so  its  marketing  efl 
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Retirement 


We  have  acquired  such  diver 
experience  that  we  are  confident 
in  the  commitments  we  make. 


Our  clients,  each  with  different  retirement 
objectives,  live  in  23  countries  on  4 
continents.  The  experience  of  meeting  this 
broad  range  of  needs  helps  us  devise 
more  innovative,  thoughtful  solutions.  For 
example.  The  Equitable  -  AXAs  U.S.  member  - 
is  leading  the  way  in  developing  new 
products  and  financial  planning  services  for 
an  entire  generation  of  "baby-boomers".  Our 
dedication  to  customers  is  why  AXA  has 
rapidly  become  one  of  the  world's  ten  largest 
insurance  groups.  So  we  are  not  speaking 
lightly  when  we  say  : 


Go  ahead 


I 


can  rely  on  us 


OUR 


URANCE  &  INVESTMENT 


MEMBER, 


■ 


o 
u 


rely  heavily  on  analyzing  computer  files. 
Mutual-fund  powerhouse  Fidelity  Invest- 
ments' "cross  retail  station,"  four  years 
in  development,  will  soon  provide  phone 
reps  with  information  on  what  Fidelity 
products  a  caller  is  most  likely  to  buy. 


Special  Report 


GOLDMAN  SACHS 


Keeping  Far-Flung  Bankers  in  Touc 


Credit-card  company  Capital  One  Fi- 
nancial Corp.  has  grown  into  one  of  the 
largest  in  the  field  by  using  information 
technology  to  customize  its  product.  For 
example,  a  credit  card  shared  by  a  parent 
and  child  tied  to  the  parent's  credit  line 
would  be  offered  the  summer  before  the 
child's  freshman  year.  Capital  One  offers 
3,000  different  cards,  with  a  variety  of  in- 
terest rates,  fee  structures,  and  special 
features,  and  plans  to  expand  beyond  cred- 
it cards  into  auto  and  home-equity  lending. 
SELF  HELP.  Some  companies  offer  tech- 
nology that  enables  customers  to  modify 
products  to  their  specifications.  Fund  giant 
Vanguard,  which  resisted  cutting-edge 
technology  in  the  mid-1980s,  has  come  full 
circle.  Early  signs  are  that  demand  is  es- 
pecially strong  for  such  futuristic  gizmos 
as  two-way  PC  video  and  software  that 
allows,  say,  a  retirement-plan  participant 
and  a  Vanguard  rep  to  make  changes  and 
try  out  different  possibilities  simultane- 
ously. Some  90%  of  the  people  in  a  test 
run  preferred  this  to  face-to-face  contact. 

A  similar  focus  on  customer  participation 
can  be  seen  at  leading  securities  fums  and 
banks.  Goldman,  Sachs  &  Co.  has  moved 
away  from  proprietaiy  links  to  customers 
and  instead  offei-s  clients  access  to  a  series 
of  sophisticated  derivative  "calculators" 
over  the  Internet.  These  help  customers 
better  undei'stand  the  models  the  firm  uses 
to  create  derivative  products  and  lets  them 
experiment  with  different  prices,  expiration 
dates,  and  even  the  underlying  securities 
the  instrument  is  derived  from. 

Bankers  Trust  Co.  offers  clients  "sce- 
nario analysis,"  which  provides  all  mar- 
ket data  in  real  time  to  update  corporate 
or  institutional  clients'  risk  position  to  the 
last  transaction  done.  This  allows  cus- 
tomers to  adjust  their  risk  exposure, 
something  that  changes  constantly  in  de- 
rivatives. (The  bank  has  been  sued  by 
clients  for  losses  from  derivatives  trading,  and  it  settled  a  law- 
suit last  May  with  Procter  &  Gamble  Co.) 

Often,  customers  want  firms  to  customize  services,  but  the 
return  to  the  company  is  just  not  there.  G.  Kelly  Martin, 
Memll  Lynch's  Chief  Operating  Officer  for  corporate  and  in- 
stitutional client  groups,  warns  that  many  of  the  clients  push- 
ing him  hardest  for  total  connection  are  smaller,  aggressive 
firms,  such  as  hedge  funds,  which,  while  profitable,  are  not 
Merrill's  bread  and  butter.  "We  can't  build  an  Internet  strat- 
egy on  them,"  says  Martin.  "We  need  to  ask  our  top  500  to 
1.000  issuers  [of  debt]  what  they  want." 

Understanding  what  customers  want  is  easiest  when  those 
customers  work  at  the  company.  At  J.  P.  Morgan  &  Co.,  top 
traders  are  taken  out  of  their  seats  to  spend  weeks  helping 


A 


s  Goldman  Sachs  &  Co.'s  partner 
for  information  technology, 
Leslie  C.  Tortora's  focus  is  glob- 
al. Goldman's  forte  is  international 
investment  banking,  and  its  profes- 
sionals spend  as  much  or  more  time 
working  on  laptops  in  hotel  rooms  as 
they  do  on  PCs  in  their  home  offices. 
So  Tortora's  group  has  been  work- 
ing hard  to  get  them  wired. 

A  year  and  a  half  ago,  Tortora  in- 
stalled document-sharing  software,  so 
today,  many  bankers  can  call  into 
Goldman's  internal  Web  site,  collect 
their  E-mail,  then  work  on  a  live 
document.  "People  from  Singapore  or 


London  or  New  York  can  all  work 
their  own  time  zone  on  a  document 
explains  Tortora. 

External  communication  is  gettii 
attention,  too.  A  few  years  ago, 
Goldman  rolled  out  proprietaiy  ele< 
tronic  connections  to  70  clients,  bu 
Tortora  says  it  proved  too  difficult 
support.  So  the  firm  refocused  on  t 
Internet  for  customer  communica- 
tion. Clients  can  dial  in  for  researc 
market  updates,  or  account  inform; 
tion.  Goldman  can  even  trade  son* 
securities  electronically  over  a  pn 
prietary  system — and  Tortora  sees 
big  future  for  Internet  trading,  | 


customize  software  to  perfect  trade  execution.  Citicorp 
Information  Officer  Colin  Crook  stokes  executive  interes 
taking  top  brass  on  field  trips,  recently  touring  Micrc 
Corp.  with  the  bank's  chairman,  John  S.  Reed. 

Of  course,  not  all  financial  companies  are  plowing  big  b 
into  technology.  "There  are  some  companies  that  are  rap 
building  the  ark  today.  Some  are  studying  the  plans, 
others  have  heard  the  forecast  for  rain  and  don't  believe 
says  Thomas  K.  Brown,  a  banking  analyst  at  Donald 
Lufkin  &  Jenrette  Securities  Corp.  Despite  the  high  co! 
tech  investment  and  the  risk  of  failure,  there's  little  doubt 
the  technological  leaders  will  thrive  while  the  doubters  dr> 

By  Nanette  Byrnes  with  Alison  Rea  in  New  York,  GeOj 
Smith  in  Boston,  and  Linda  Himelstein  in  San  Francis 
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Enter  Symbol: 


EBB 


INTC  •  INTEL  CORP 

Exchange 

NASD  AO 

Delay 

at  least  15  minutes 

Last  Price 

97  7/8  at  13  20 

Change 

Up  7/8  (40  90%) 

High 

98  7/8  at  12  37 

L.:h<, 

96  at  10  29 

Open 

Previous  Close 

97  1/8 
97  or,  9/19 

Volume 

7,472.100 

S8.P  Comstock 

Here's  to  America  Online.  The  coolest  place  for  the  hottest  tips.       Previous  Close      97  on  9/19  JWU*' 

-,-  .  ..  1  '  Volume  7.472.100  » :M 

Track  your  portfolio. ..research  companies. ..plan  your  next 
market  move.  Play  the  market  with  America  Online,  and  you'll 
discover  great  returns. 

There's  something  for  everyone  on  America  Online.  From  non-stop  sports  action  to  instant  Internet 

access.  From  exchanging  e-mail  with  family  and  friends  to 
"chatting"  about  your  favorite  hobby.  From  breaking  news  to 
business  forums. 

Plus  you  can  enjoy  BusinessWeek  Online.  Leaf  through  the 
magazine's  electronic  pages  for  global  business  information 
and  analysis  —  before  it  hits  the  newsstand.  Even  interact  with 
editors  and  newsmakers  online. 


•  I'J.I,l.l,U'ljllillJIII.U,IJJI 


BusinessWeek  m 


The  Tobacco  Wars 

A  special  news  collection  o 
Tobacco's  plans  to  get  around  flw 
FDAiegi 

£)W  Daily  Briefing 

Clinton  vs  Saddam  A  hi 
survey  Plus  Keynsrtu 
BWand  SfeP 


We're  forecasting  strong  appreciation  of  the  results. 
Because  America  Online  is  as  easy  as  it  is  informative. 


personal 
Finance 


Simply  point,  click,  and  you're  ON 

*y  AOL  FREE  for  50  Hours  can  to  day  1-800  -293-3600- 
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"They'll  never 
make  a  color 
copier/printer 
that'll  produce 
2400  color 
documents  an  hour" 


"Color  will 
never  be 
inexpensive 
enough  to  use 
every  day." 
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Til  never  be 
able  to  use 
color  whenever 
I  want  It  takes 
too  long" 


ver. 
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For  I  hose  who 
still  think  color 
documents  are 
too  slow,  too  costly  and 
too  much  trouble,  we  say, 
"think  again."  Now,  Xerox 
offers  color  that's  fast, 
convenient  and  accessible. 
From  color  production 
systems  as  fast  as  40  color 
pages  a  minute  to  easy- 
to-use,  easy-to-afford  net- 
work color  laser  printers. 
Finally,  there's  color  the 
way  you  want  it,  exactly 
when  you  want  it.  Color 
on  demand. 


XEROX',  The  Document  Company",  MajestiK^,  the 
stylized  X,  Regal,  XPnnt  and  CnlorgrafX  are  trademarks  of 
XEROX  CORPORATION  DocuColor  40  is  shown  with 
optional  sorter  Splash,  Fiery  and  Scitex  are  trade 
marks  of  their  respective  owners  36  USC  380 


THE  NET 
HITS  THE 
BIG  TIME 

GMAC's  bond  sale  is  a  milestone 


On  Sept.  27,  General  Motors  Acceptance 
Corp.  started  marketing  $500  million  in 
bonds  through  Chicago  Corp.  What 
makes  this  otherwise  mundane  bond  is- 
sue noteworthy  is  that  it  is  being  done  on  the 
Internet.  A  Web-based  bulletin  board,  dubbed 
Direct  Access  Notes  and  run  by  the  regional 
investment  bank,  allows  investors  to  down- 
load the  medium-term  note's  prospectus  and 
use  an  interactive  bond  calculator.  The  60  bro- 
kerages that  are  selling  the  bonds  can  view  a 
GMAC  multimedia  road  show  via  the  Web.  As 
for  investors,  they  still  must  purchase  the 
bonds  through  one  of  these  brokerages. 

i  [MAC  says  the  Internet  is  ideal  for  pitching 
bonds  issued  by  well-known  companies  to  retail 
customers  who  don't  normally  get  a  crack  at  such  offerings.  In 
time,  individual  investors  could  buy  bonds  on  Chicago  Coip.'s 
Web  site,  take  part  in  financial  discussions,  or  even  buy  and 
sell  stock  directly  from  each  other.  David  Walker,  the  GMAC  di- 
rector who  spearheaded  the  Internet  offering,  says  they  could 
eventually  raise  $2  billion  or  $3  billion  this  way.  "We're  getting 
a  new  marketplace  and  additional  funding." 

That  a  powerhouse  such  as  GMAC  pursued  its  sizable  deal  on 
the  Internet  speaks  volumes  for  how  the  Internet  is  altering 
the  way  businesses  reach  investors  and  raise  money.  So  far, 

most  of  the  pioneering  has 


Exploiting 
The  Internet 

•  Using  Web  sites  and  bul- 
letin boards  to  market  debt 
and  equity  offerings 

•  Setting  up  brokerless 
firms  to  sell  stocks,  bonds, 
and  mutual  funds 

•  Offering  research, 
prospectuses,  and  financial 
discussfons  on  the  Net 

•  Allowing  investors  to  par- 
ticipate in  corporate-finance 
opportunities,  such  as 
startup  ventures 

•  Creating  virtual  stock 
exchanges  for  paperless 
trading 


been  on  the  retail-investor 
side.  Some  800,000  indi- 
vidual investors  buy  and 
sell  stocks  on  the  Web 
through  a  handful  of  In- 
ternet discount  brokers 
such  as  Accutrade  Inc. 
and  Lombard  Brokerage 
Inc.  But  now,  the  Net  ac- 
tion is  moving  toward 
Wall  Street's  most  lucra- 
tive businesses:  the  un- 
derwriting and  distribution 
of  securities  for  Corporate 
America.  "A  huge  revolu- 
tion has  been  occurring 
over  the  past  12  months 
of  capital-raising  on  the 
Internet,"  says  Stephen 
M.  H.  Wallman.  a  commis- 
sioner on  the  Securities  & 
Exchange  Commission. 
Bv  revolutionary  stan- 


i  m 


dards,  though,  this  one  is  still  in  its  infancy.  GMAC  is  belie 
to  be  the  only  company  of  any  size  to  turn  to  the  Web 
raise  money.  Virtually  all  of  the  activity  has  been  among  t 
companies,  such  as  Spring  Street  Brewery  and  Logos  1 
search  Systems  Inc.  They  have  bypassed  underwriters 
brokerages  to  sell  do-it-yourself  initial  public  offerings 
rectly  to  the  public  over  the  Internet.  Further,  entrep 
neurs  plan  to  launch  virtual  stock  exchanges  and  online 
vestment  banks  that  they  believe  will  reach  retail  ; 
institutional  investors  more  efficiently  and  cheaply.  ( 
startup,  Albuquerque- 
based  Ben  Ezra,  Wein- 
stein  &  Co.,  is  developing 
software  to  help  compa- 
nies draft  their  own 
prospectuses.  The  tech- 
nology craze  is  even 
starting  to  fire  up  more 
mainstream  companies. 

San  Francisco-based  in- 
vestment bank  Hambrecht 
&  Quist  is  creating  an  en- 
tirely new  business — a 
brokerless  electronic  divi- 
sion that  will  use  the  In- 
ternet to  sell  individual 
stocks,  mutual  funds,  and 
ipos  at  the  same  rates  giv- 
en to  Hambrecht  &  Quist 's 
well-monied  institutional 
clients.  How  can  it  do  it? 
The  company  is  counting 
on  volume.  To  market  its 
new  Internet  services,  it 


LOGOS  RESEARCH  SY 

For  This  Vin 
IPO,  Reali 
Bytes 


mourn  k 


R 


j  obert  D.  Pritchett,  CE 
Logos  Research  Syst 
line,  likes  to  think  of 
company  as  the  first  to  tr  \ 
public  over  the  Internet  v 
didn't  have  to.  With  $5  mi 
revenues  and  four  conseci 
years  of  profitability,  the  j 
er  of  electronic,  multilingi 
Bibles  and  reference  book 
have  taken  a  more  conven  5 
route.  But  after  easily  rai: 
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Hambrecht 
&  Quist  is 
creating  a 
brokerless 
Internet  unit 
to  sell  stocks, 
mutual  funds, 
and  IPOs  to 
individuals 
at  the  same 
rates  it 
charges 
institutions 


irgeting  employees  at  companies  such  as  Boeing  Co.  and 
:on  Graphics  Inc.,  for  whom  it  already  manages  stock-op- 
1  programs.  Starting  on  Jan.  1,  it  will  offer  these  em- 
rees  an  array  of  services,  including  an  Internet  discount 
iterage,  an  electronic  library,  and  referrals  for  investment 
ice.  Employees  who  meet  certain  criteria  will  also  get  a 
:k  at  coveted  ipos  and  other  issues  sold  by  Hambrecht  & 
st's  flagship  business.  "Our  new  market  is  Middle  Ameri- 
says  ceo  Daniel  H.  Case  III.  "We'll  be  the  Price  Club  of 
ironic  financial  services." 


earlier  this  year 
a  private  placement, 
:  decided  to  see  just 
isible  raising  $4.5  mil- 
ie  Web  could  be — and 
h  money  he  might 
>assing  bankers  and 
So  far,  there  have 
y  a  handful  of  Inter- 
in  which  a  company 
prospectus  on  the 
1  investors  buy  stock 
from  the  company, 
making  Logos'  offering 
on  its  home  page  in 
chett's  financial  exper- 
s  hit  some  snags, 
a  sales  force  or  an  ad 
i  to  promote  the  ipo, 
Harbor  (Wash.)  com- 
n't  attracted  many 


Special  Report 


FINANCE  AND  TECHNOLOG 


E*Trade  Group  Inc.,  a  public  Internet  discount  broker 
that  already  offers  retail  customers  Internet  trading,  is  tak- 
ing a  different  tack.  It  plans  to  enter  the  venture-capital 
market  and  underwrite  Internet  ipos  that  it  will  market  to  its 
90,000  active  customers.  E*Trade  is  waiting  for  regulatory  ap- 
proval on  both  fronts.  "We  have  a  boot-your-broker  cam- 
paign," says  CEO 
Christos  M.  Cotsakos. 
"Next  is  'boot  your 
banker.' "  The  fledgling 
Direct  Stock  Market, 
based  in  Santa  Monica,  Calif.,  is  also  waiting  for  sec  ap- 
proval to  start  trading  the  stock  of  companies  that  do  Inter- 
net ipos  on  a  bulletin-board  market.  "We're  going  to  create  a 
fourth  market  for  sub-NASDAQ  stocks,"  declares  Clay  Womack, 
president  of  Direct  Stock  Market. 

Wit  Capital,  a  New  York-based  startup,  may  be  the  most 
ambitious  of  all.  Founder  Andrew  Klein,  who  raised  $1.6  mil- 
lion through  a  Web-based  ipo  for  his  Spring  Street 
microbrewery,  recently  hired  an  expert  from  the  New  York 
Stock  Exchange  to  build  an  Internet  stock  exchange  that  is 
slated  to  use  an  auction-based  system  to  match  buyers  and 
sellers.  He  also  plans  to  become  a  discount  broker  and  pre- 
dicts that  syndicates  of  online  discount  brokers  will  dis- 
tribute Internet  ipos  in  the  next  six  to  eight  months.  "I'm 
not  predicting  that  you're  going  to  see  a  whole  severing  of 
[corporate]  relations  with  Wall  Street,"  says  Klein,  a  former 
securities  lawyer.  "But  if  the  issuer  has  an  alternative  or  a 
complementary  way  to  reach  out  to  investors,  then  the 
power  of  those  institutions  diminishes." 
DISTANT  THREAT.  Not  surprisingly,  the  Wall  Street  giants 
don't  quite  see  it  that  way.  They  argue  that  the  likes  of 
gmac  will  still  need  investment  banks  to  do  the  bulk  of 
their  financing  for  the  foreseeable  future.  They  see  them- 
selves as  unique  in  their  ability  to  provide  liquidity  by 
making  a  secondary  market  in  their  customers'  securities. 
And  they're  not  ignoring  the  Internet  either.  J.  P.  Morgan  & 
Co.  and  Salomon  Brothers  Inc.  are  distributing  research 
and  prospectuses  on  the  Web.  "It's  kinda  cool,"  says  Dexter 
Senft,  co-manager  of  fixed-income  research  at  Lehman 
Brothers  Inc.  "And  it  will  save  us  lots  of  money.  But  I 
don't  see  it  being  a  threat  to  Wall  Street  today." 

The  Web's  uses  will  be  limited  until  the  legal  and  regula- 
tory environment  is  resolved.  The  sec  is  only  beginning  to 
grapple  with  how  to  control  this  biu-geoning  financial  universe, 


would-be  buyers.  Those  who 
read  about  it  on  the  Logos  Web 
site  prefer  to  receive  a  costlier 
hard  copy  of  the  prospectus. 
Pritchett  even  had  to  go  on  a 
mini-road  show,  talking  to  in- 
vestors in  cities  where  Logos  has 
a  strong  customer  base,  including 
Dallas  and  Houston. 

Pritchett  is  staying  virtual, 
but  may  sign  up  brokers.  He  has 
also  applied  for  a  listing  on  Nas- 
daq's small-cap  exchange  while 
awaiting  the  sec's  nod  on  his 
deal.  "The  Internet  isn't  a  mira- 
cle solution,"  says  the  25-year- 
old.  "You  think  if  you  put  some- 
thing on  the  Web,  the  masses 
will  come.  But  that's  not  true." 

By  Linda  Himelstein  in  San 
Francisco 
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while  law  enforcers  are  focusing  on  how  to  keep  fraud  from 
running  rampant. 

Regulators  and  others  also  fear  that  unsuspecting  con- 
sumers will  sink  their  money  into  unsuitable  or  completely 

illiquid  investments. 
"What  you  don't  get 
when  you  distribute 
directly  on  the  Inter- 
net is  the  intermediary  who  is  scrubbing  the  company — who 
knows  whether  what's  being  said  is  the  truth,"  says  Mont- 
gomery Securities  ceo  Thomas  W.  Weisel.  Weisel  believes 
clients  will  always  want  the  judgment  and  skills  of  seasoned 


Special  Report 


traders  and  analysts.  He's  also  confident  that  the  big  fit 
jump  in  later.  "We  would  just  as  soon  have  some  pionee 
if  the  market  is  there,  and  then  we'll  come  in  and  tak 
parts  that  we  want,"  he  says. 

Most  agree  that  any  radical  transformation  in  the 
markets  is  still  to  come.  "People  have  had  false  expect 
that  they  can  just  put  something  on  the  World  Wide  Wei 
sell  stock,"  says'  Anthony  E.  White  of  McKinley  Partn 
Seattle-based  firm  working  on  an  Internet  ipo.  "I  don' 
that's  going  to  happen."  At  least  not  yet. 

By  Linda  Himelstein  in  San  Francisco,  with 
Nathans  Spiro  in  New  York 


THE  CFO 

GOES  3-D 

Higher  math  and  savvy  software  are  crucial 

Hurricane  Andrew,  which  ravaged  South  Florida  in  1992, 
drove  several  local  insurers  into  bankruptcy  and  threw 
a  scare  into  the  big  national  firms.  Payouts  of  $15.5  bil- 
lion evaporated  a  huge  portion  of  the  insurers'  liquid  as- 
sets. Had  the  payouts  been  much  bigger,  the  insurers  would 
have  been  forced  to  liquidate — at  a  big  cost — investments 
such  as  municipal  bonds,  which  are  supposed  to  be  held  for 
the  long  term. 

Whizzes  from  IBM,  insurance  consultant  Frank  Russell  Co., 
and  other  companies  think  they  have  a  way  to  avoid  that. 
They  want  to  use  a  technique  called  stochastic  programming 
to  help  insurers  decide  how  much  of  their  investments  to 
keep  liquid  for  the  next  extremely  rainy  clay.  While  insurers 
already  try  out  various  scenarios  for  the  direction  of  the 
economy,  the  real  estate  market,  and  even  the  chance  of  a 
major-  hurricane,  they  have  lacked  the  mathematical  sophis- 
tication to  pull  together  those  separate  forecasts.  Says  IBM 
Research  staff  member  Alan  J.  King:  "Stochastic  program- 
ming lets  you  choose  a  portfolio  that's  robust  against  all  of  the 


possible  economic  scenarios  that  you've  gener 
Such  higher  math  is  something  chief  financ 
fleers  haven't  generally  had  to  worry  much 
But  that's  changing  quickly.  As  the  21st  ce 
approaches,  the  most  savvy  cfos  are  tuning 
advances  in  math  and  computer  science 
neural  networks  to  data  visualization.  A  cf 
fails  to  exploit  the  new  tools  out  of  fear  or 
knowledge  is  not  just  missing  a  good  opport 
"He  could  be  failing  his  fiduciary  duty,"  a: 
Andrew  W.  Lo,  director  of  the  Laboratory  fcB 
nancial  Engineering  at  Massachusetts  InstitiM 
Technology's  Sloan  School  of  Management. 
HEDGE  TRICKS.  Before  they  can  even  think  ; 
using  rocket  science,  cfos  need  a  more  corrj 
picture  of  their  finances  and  risk  exposure.  Fj 
stance,  cfos  are  gradually  learning  to  hedge 
in  the  flourishing  derivatives  market.  But  p: 
hedging  is  impeded  by  the  fact  that  it  is  diffic! 
value  swaps.  And  new  rules  from  the  Financig 
counting  Standards  Board  will  soon  require 
panies  to  assign  an  updated  market  value  to 
derivatives  every  quarter.  Glassco  Park  Iij 
Surrey,  B.  C,  sells  software  that  lets  cfos  approximate] 
products'  market  value  by  extrapolating  from  related  i: 
ments,  such  as  Treasury  bills.  Its  customers  include  su 
ants  as  Intel,  Microsoft,  IBM,  and  McDonald's 

Then  comes  the  trickier  stuff.  Even  before  Hurrican 
drew,  Allstate  Insurance 
Co.  had  begun  teaming  up 
with  ibm  Research  on  sto- 
chastic programming.  The 
idea  is  to  randomly  gen- 
erate a  slew  of  possible 
scenarios  for  things  such 
as  weather  and  real  es- 
tate prices,  using  some- 
thing called  Monte  Carlo 
simulation.  Then,  those 
scenarios  are  fed  into  a 
computer  model  of  the 
business  to  see  what  re- 


9p 


New  Tools  For  T 
Info-tech  CFC 

•  Stochastic  programs, 
which  analyze  the  impac 
random  variables  to  work 
out  the  least  risky  invest 
ment  strategy 

•  Risk  products,  which 
figure  out  complex  relati 
ships  among  various  fina 


suits.  Finally,  you  can  me-  ?„_^S®_?  

thodically  work  backward      •  Neural  networks,  whic 


to  figure  out  what  steps 
should  be  taken  today  to 
achieve  various  objec- 
tives— say,  a  certain  level 
of  investment  return — 
with  the  least  risk  of 
falling  short  on  other  per- 
formance measures. 

As  it  turned  out  at  All- 
state, stochastic  program- 
ming produced  an  invest 
ment  strategy  not  too 


aim  to  mimic  how  a  hurt 
brain  works  in  order  to 
search  corporate  databas 
for  strategic  information 

•  Data  visualization,  whi 
permits  an  individual  to, 
instance,  "fly"  over  a  3-1 
computer  landscape  to 
determine  an  optimal 
risk/return/liquidity  trade 
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Order  now  at  the  special  holiday  rate— $42.95  for  the  first  gift  subscription 
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1-800-635-1200 


They  Just  Want  You  to  Stay  Healthy. 
So  It's  Important  That  You  Know  About 
•  PRAVACHOL  From  Bristol-Myers  Squibb. 


PRAVACHOL.  The  Only  Cholesterol-Lowering 
Drug  of  its  Kind  Proven  to  Help  Prevent 
A  First  Heart  Attack. 


you  have  high  cholesterol, 
re's  something  you  should 
dvv.  You  may  be  at  risk  of  having 
rst  heart  attack,  even  if  you 
re  no  signs  of  any  heart 
)blems.  And  the  grim  fact  of 
matter  is,  up  to  33%  of 
)ple  do  not  survive  their  first 
irt  attack. 

improving  your  diet  and 
•rcise  is  not  enough,  you  should 
your  doctor  about  PRAVACHOL. 
e  first  and  only  cholesterol- 
Bering  drug  of  its  kind  proven 
lelp  prevent  first  heart  attacks, 
lay  be  able  to  help  you  live 
mger,  healthier  life, 
new  landmark  five-year  study 
luding  over  6,500  males  with 
h  cholesterol  showed 
'amatic  reduction 
proximately  one-third)  in  the 
nber  of  first  heart  attacks  and 


deaths  due  to  heart  disease  among 
those  taking  Pravachol. 

Pravachol,  when  used  with  diet, 
has  been  proven  to  reduce  the  risk 
of  a  first  heart  attack,  reduce  the 
risk  of  death  from  heart  disease, 
and  reduce  the  risk  of  heart 
surgery  in  people  with  high 
cholesterol  but  no  symptoms  or 
history  of  heart  disease. 
PRAVACHOL  is  a  prescription  drug, 
so  you  should  ask  your  doctor  or 
healthcare  professional  if 
Pravachol  is  right  for  you.  Some- 
side  effects,  such  as  slight  rash  or 
mild  stomach  upset,  occur  in 
about  2-4%  of  patients. 
Pravachol  should  not  be  taken  by 
women  who  are  pregnant  or 
nursing,  people  who  are  allergic  to 
any  of  its  ingredients  or  by  anyone 
with  liver  disease.  Your  doctor  may 
perform  tests  to  check  your  liver 


before  and  during  treatment. 
Be  sure  to  tell  your  doctor  right 
away  if  you  experience  any  muscle 
pain  or  weakness,  as  it  may  be 
a  sign  of  a  serious  side  effect.  Be 
sure  to  mention  any  medications 
you  are  taking  so  any  possible 
serious  drug  interactions  can  be 
avoided.  Please  see  important 
information  on  the  next  page. 

Please  keep  this  reminder. 
I  1 

Ask  your  doctor  if 

Pravachol  is  right  for  you  or 
call  1-800-PREVENT 

for  more  information  on  the  ■ 
■    first  and  only  cholesterol-lowering  m 
drug  of  its  kind  proven  to  help 
prevent  first  heart  attacks. 


L 


PIACHOL 

pravastatin  sodium  sa 


IAVACHOL  HELPS  PREVENT  FIRST  HEART  ATTACKS. 

>•■<;■  Bristol  M\rrt  S'|nibl> G>mp,in\ 


PRAVACHOL® 

Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypersensitivity  to  any  component  of  this  medication  Active  liver  disease  or 
unexplained,  persistent  elevations  in  liver  function  tests  (see  WARNINGS)  Pregnancy  and  lactation. 
Atherosclerosis  is chronic  process  and  discontinuation  of  lipid-lowering  drugs  during  pregnancy  should 
have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hypercholesterolemia.  Cholesterol  and 
other  products  of  cholesterol  biosynthesis  are  essential  components  for  fetal  development  (including 
synthesis  of  steroids  and  cell  membranes).  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they 
may  cause  tetal  harm  when  administered  to  pregnant  women.  Therefore,  HMG-CoA  reductase  inhibitors  are 
contraindicaled  during  pregnancy  and  in  nursing  mothers  Pravastatin  should  be  administered  to  women 
ot  childbearing  age  only  when  such  patients  are  highly  unlikely  to  conceive  and  have  been  informed 
of  the  potential  hazards.  If  the  patient  becomes  pregnant  while  faking  this  class  of  drug,  therapy  should  be 
discontinued  and  the  patienl  apprised  of  the  potential  hazard  to  the  fetus  WARNINGS:  Liver  Enzymes  — 
HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated  with 
biochemical  abnormalities  ot  liver  function  Increases  of  serum  transaminase  (ALT.  AST)  values  to  more  than 
3  times  the  upper  limit  of  normal  occurring  on  2  or  more  (not  necessarily  seguential)  occasions  have  been 
reported  in  1  3%  ol  patients  treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months.  These 
abnormalities  were  not  associated  with  cholestasis  and  did  not  appear  to  be  related  to  treatment  duration. 
In  those  patients  in  whom  these  abnormalities  were  believed  to  be  related  to  pravastatin  and  who  were 
discontinued  from  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment  levels.  These 
biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia, 
weakness,  and/or  abdominal  pain  may  also  be  present  in  rare  patients  It  is  recommended  that  liver 
function  tests  be  performed  before  the  initiation  of  treatment,  at  6  and  12  weeks  after  initiation  of 
therapy  or  elevation  in  dose,  and  periodically  thereafter  (e.g.,  semiannually).  Patients  who  develop 
increased  transaminase  levels  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the 
finding  and  be  followed  thereafter  with  frequent  liver  function  tests  until  the  abnormality(ies)  return  to  normal 
Should  an  increase  in  AST  or  ALT  of  three  times  the  upper  limit  of  normal  or  greater  persist,  withdrawal  of 
pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained  transaminase  elevations  are 
contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be  exercised  when 
pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see 
CLINICAL  PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored, 
started  al  the  lower  end  of  the  recommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect 
Skeletal  Muscle  —  Rare  cases  of  rhabdomyolysis  with  acute  renal  failure  secondary  to 
myoglobinuria  have  been  reported  with  pravastatin  and  other  drugs  in  this  class.  Uncomplicated 
myalgia  has  also  been  reported  in  pravastatin-treated  patients  (see  ADVERSE  REACTIONS)  Myopathy, 
defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  in  creatine  phosphokinase  (CPK) 
values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0.1%)  in  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or 
marked  elevation  of  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pain,  tenderness 
or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued 
if  markedly  elevated  CPK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy 
should  also  be  temporarily  withheld  in  any  patient  experiencing  an  acute  or  serious  condition 

Rredisposing  to  the  development  of  renal  failure  secondary  to  rhabdomyolysis,  e.g.,  sepsis; 
ypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte  disorders;  or 
uncontrolled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosporme,  niacin,  or  fibrates  However,  neither 
myopathy  nor  significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100 
post-transplant  patients  (24  renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin 
10-40  mg  and  cyclosporine  Some  of  these  patients  also  received  other  concomitant  immunosuppressive 
therapies  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in  cardiac  transplant 
patients  receiving  cyclosporine  Further,  in  clinical  trials  involving  small  numbers  of  patients  who  were  treated 
concurrently  with  pravastatin  and  niacin,  there  were  no  reports  ot  myopathy  Also,  myopathy  was  not  reported 
in  a  trial  of  combination  pravastatin  (40  mg/day)  and  gemfibrozil  (1200  mg/day),  although  4  of  75  patients 
on  the  combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was 
a  trend  toward  more  frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in 
the  group  receiving  combined  treatment  as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or 
pravastatin  monotherapy  (see  PRECAUTIONS:  Drug  Interactions)  The  use  of  fibrates  alone  may 
occasionally  be  associated  with  myopathy.  The  combined  use  of  pravastatin  and  fibrates  should  be 
avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh  the  increased  risk 
of  this  drug  combination.  PRECAUTIONS:  General  —  Pravastatin  may  elevate  creatinine  phosphokinase 
and  transaminase  levels  (see  ADVERSE  REACTIONS)  This  should  be  considered  in  the  differential  diagnosis 
of  chest  pain  in  a  patient  on  therapy  with  pravastatin  Homozygous  Familial  Hypercholesterolemia 
Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial  hypercholesterolemia  In  this 
group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective  because  the 
patients  lack  functional  LDL  receptors.  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine 
clearance)  No  effect  was  observed  on  the  pharmacokinetics  of  pravastatin  or  its  3a-hydroxy  isomeric 
metabolite  (SO.  31,906).  A  small  increase  was  seen  in  mean  AUC  values  and  half-life  (t'/i)  for  the  inactive 
enzymatic  ring  hydroxylation  metabolite  (SQ  31 ,945)  Given  this  small  sample  size,  the  dosage  administered, 
and  the  degree  of  individual  variability,  patients  with  renal  impairment  who  are  receiving  pravastatin  should 
be  closely  monitored.  Information  for  Patients  —  Patients  should  be  advised  to  report  promptly 
unexplained  muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Drug 
Interactions  —  Immunosuppressive  Drugs.  Gemfibrozil.  Niacin  (Nicotinic  Acid),  Erythromycin.  See 
WARNINGS:  Skeletal  Muscle  Antipyrine  Since  concomitant  administration  of  pravastatin  had  no  effect  on 
the  clearance  of  antipyrine,  interactions  with  other  drugs  metabolized  via  the  same  hepatic  cytochrome 
isozymes  are  not  expected  Cholestyramine/Colestipol  Concomitant  administration  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravastatin  However,  when  pravastatin  was 
administered  1  hour  before  or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal, 
there  was  no  clinically  .igmficant  decrease  in  bioavailability  or  therapeutic  effect.  (See  DOSAGE  AND 
ADMINISTRATION:  Concc  nitant  Therapy  I  Warfarin  In  a  study  involving  10  healthy  male  subjects  given 
pravastatin  and  warfarin  a  xomitantly  for  6  days,  bioavailability  parameters  at  steady  state  for  pravastatin 
(parent  compound)  were  m  '  altered  Pravastatin  did  not  alter  the  plasma  protein-binding  of  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its 
anticoagulant  action  (i.e.,  no  ncrease  was  seen  in  mean  prothrombin  time  after  6  days  of  concomitant 
therapy)  However,  bleeding  and  extreme  prolongation  of  prothrombin  time  has  been  reported  with  another 
drug  in  this  class.  Patients  receiving  warfarin-type  anticoagulants  should  have  their  prothrombin  times 
closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin  is  changed  Cimetidme  TheAUCo 
«•  for  pravastatin  when  given  with  cimetidme  was  not  significantly  different  from  the  AUC  for  pravastatin 
when  given  alone  A  significant  difference  was  observed  between  the  AUC's  for  pravastatin  when  given  with 
cimetidme  compared  to  when  administered  with  antacid  Digoxm  In  a  crossover  trial  involving  18  healthy 
male  sublets  given  pravastatin  and  diqoxin  concurrently  for  9  days,  the  bioavailability  parameters  of  digoxin 
were  not  affected  The  AUC  of  pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastatin  plus 
its  metabolites  SQ  31 ,906  ana  SQ  31 ,94'  was  not  altered  Cyclosporine  Some  investigators  have  measured 
cyclosporine  levels  in  patients  on  prava  ■  itin,  and  to  date,  these  'esults  indicate  no  clinically  meaningful 
elevations  in  cyclosporine  levels  In  one  s.  ile-dose  study,  pravastatin  levels  were  found  to  be  increased  in 
cardiac  transplant  patients  receiving  cyci  oorine  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease 
in  urinary  excretion  and  protein  binding  of  |  vaslatin  In  addition,  there  was  a  significant  increase  in  AUC. 
Cmax,  and  Tmax  for  the  pravastatin  meta  ilite  SQ  31,906  Combination  therapy  with  pravastatin  and 
gemfibrozil  is  generally  nof  recommended  interaction  studies  with  aspirin,  antacids  (1  hour  prior  to 
PRAVACHOL),  cimetidme,  nicotinic  acid,  or  pi.  ucol,  no  statistically  significant  differences  in  bioavailability 
were  seen  when  PRAVACHOL  (pravastatin  sodi  i)  was  administered  Other  Drugs  During  clinical  trials,  no 
noticeable  drug  interactions  were  reported  wh  PRAVACHOL  was  added  to:  diuretics,  antihypertensives, 
digitalis.  ACE  inhibitors,  calcium  channel  blocke  beta-blockers,  or  nitroglycerin  Endocrine  Function  — 
HMG-CoA  reductase  inhibitors  interfere  with  chc  lerol  synthesis  and  lower  circulating  cholesterol  levels 
and,  as  such,  might  theoretically  blunt  adrenal  Oi  inadal  steroid  hormone  production  Results  of  clinical 
trials  with  pravastatin  in  males  and  post-menopa  >l  females  were  inconsistent  with  regard  to  possible 
effects  of  the  drug  on  basal  steroid  hormone  levels,  i  study  of  21  males,  the  mean  testosterone  response 
to  human  chorionic  gonadotropin  was  significantly  n  iced  (p<  0.004)  after  16  weeks  of  treatment  with  40 
mg  of  pravastatin.  However,  the  perce  tage  of  patiei  showing  a  i  50%  rise  in  plasma  testosterone  after 
human  chorionic  gonadotropin  stimulat,  in  did  not  ch.  ie  significantly  after  therapy  in  these  patients.  The 
effects  of  HMG-CoA  reductase  inhibitors  m  spermatogi  esis  and  fertility  have  not  been  studied  in  adequate 
numbers  of  patients  The  effects,  if  any.  of  nravastati  on  the  pituitary-gonadal  axis  in  pre-menopausal 
females  are  unknown.  Patients  treated  with  pravast  n  who  display  clinical  evidence  of  endocrine 
dysfunction  should  be  evaluated  appropriately.  Caution  s,  mid  also  be  exercised  if  an  HMG-CoA  reductase 
inhibitor  ur  other  agent  used  to  lower  cholesterol  levels  is ministered  to  patients  also  receiving  other  drugs 
(e.g..  ketoconazole,  spironolactone,  cimetidme)  that  may  di  inish  the  levels  or  activity  of  steroid  hormones. 
CNS  Toxicity  —  CNS  vascular  lesions,  characterized  L  perivascular  hemorrhage  and  edema  and 
mononuclear  cell  infiltration  of  perivascular  spaces,  were  se.  in  dogs  treated  with  pravastatin  at  a  dose  of 
25  mg/kq/day,  a  dose  that  produced  a  plasma  drug  level  abo.  i  50  times  higher  than  the  mean  drug  level  in 
humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  i  'en  observed  with  several  other  drugs  in  this 
class.  A  chemically  similar  drug  in  this  class  produced  optic  ni  ve  degeneration  (Wallerian  degeneration  of 
retinogeniculate  fibers)  in  clinically  normal  dogs  in  a  dose-dep  ndent  fashion  starting  at  60  mg/kq/day,  a 
dose  that  produced  mean  plasma  drug  levels  about  30  limes  h  iher  than  the  mean  drug  level  in  humans 
taking  the  highest  recommended  dose  (as  measured  by  total  enzy  ne  inhibitory  activity)  This  same  drug  also 
producer!  vestibulocochlear  Wallerian-like  degeneration  and  retinal  ganglion  cell  chromatolysis  in  dogs 
treated  for  14  weeks  at  !80  mg/kg/day.  a  dose  which  resulted  in  a  mean  plasma  drug  level  similar  to  that 


seen  with  the  60  mg/kg/day  dose  Carcinogenesis,  Mutagenesis,  Impairment  of  Fertility  —  I 

study  in  rats  fed  pravastatin  at  doses  of  10. 30.  or  100  mg/kg  body  weight,  there  was  an  increase! 
of  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0  01)  Although  rats  were  given 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  tii 
than  those  measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administri 
30,  or  100  mg/kg  (producing  plasma  drug  levels  approximately  0  5  to  5  0  times  the  human  drug  I 
mg)  of  pravastatin  to  mice  for  22  months  resulted  in  a  statistically  significant  increase  in  the  ir 
malignant  lymphomas  in  treated  females  when  all  treatment  groups  were  pooled  and  compared 
(p  <  0.05).  The  incidence  was  not  dose-related  and  male  mice  were  not  affected  A  chemically  sin 
in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  body  weight,  which 
in  mean  serum  drug  levels  approximately  3,  15,  and  33  times  higher  than  the  mean  human  setl 
concentration  (as  total  inhibitory  activity)  after  a  40  mg  oral  dose.  Liver  carcinomas  were  sig 
increased  in  high-dose  females  and  mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  p| 
males  The  incidence  of  adenomas  of  the  liver  was  significantly  increased  in  mid-  and  high-dose 
Drug  treatment  also  significantly  increased  the  incidence  of  lung  adenomas  in  mid-  and  high-dose  rrl 
females.  Adenomas  of  the  eye  Harderian  gland  (a  gland  of  the  eye  of  rodents)  were  significantly 
high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  withou 
metabolic  activation,  in  the  following  studies:  microbial  mutagen  tests,  using  mutant  strains  of  Si 
typhimunum  or  Escherichia  coir,  a  forward  mutation  assay  in  L5178Y  TK  +/-  mouse  lymphoms 
chromosomal  aberration  test  in  hamster  cells,  and  a  gene  conversion  assay  using  Saccharomyces  a 
In  addition,  there  was  no  evidence  of  mutagenicity  in  either  a  dominant  lethal  test  in  mice  or  a  micr 
test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  500  mg/kg,  pravastatin  did  not  produce  an) 
effects  on  fertility  or  general  reproductive  performance  However,  in  a  study  with  anotner  HMG-CoA  r 
inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  body  weight, 
this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administer! 
weeks  (the  entire  cycle  of  spermatogenesis,  including  epididymal  maturation).  In  rats  treated  with  t 
reductase  inhibitor  at  1 80  mg/kg/day,  seminiferous  tubule  degeneration  (necrosis  and  loss  ot  spent 
epithelium)  was  observed  Although  not  seen  with  pravastatin,  two  similar  drugs  in  this  class  cau: 
related  testicular  atrophy,  decreased  spermatogenesis,  spermatocyte  degeneration,  and  giant  cell 
in  dogs  The  clinical  significance  of  these  findings  is  unclear  Pregnancy:  Pregnancy  Category  )  < 
CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  estaolished  Pravastatin  was  not  te 
in  rats  at  doses  up  to  1000  mg/kg  daily  or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily  These  doses 
in  20x  (rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  (mg/meter  •').  However,  in  stu 
another  HMG-CoA  reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice.  T 
been  one  report  of  severe  congenital  bony  deformity,  tracheo-esophaqeal  fistula,  and  anal  atre: 
association)  in  a  baby  born  to  a  woman  who  took  another  HMG-CoA  reductase  inhibi 
dextroamphetamine  sulfate  during  the  first  trimester  of  pregnancy  PRAVACHOL  (pravastatin  sodiui 
be  administered  to  women  of  child-bearing  potential  only  when  such  patients  are  highly  unlikely  to 
and  have  been  informed  of  the  potential  hazards  If  the  woman  becomes  pregnant  while  taking  PR/ 
(pravastatin  sodium),  it  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  h, 
the  fetus  Nursing  Mothers  —  A  small  amount  of  pravastatin  is  excreted  in  human  breast  milk.  Bi 
the  potential  for  serious  adverse  reactions  in  nursing  infants,  women  taking  PRAVACHOL  should 
(see  CONTRAINDICATIONS)  Pediatric  Use  —  Safety  and  effectiveness  in  individuals  less  than  18 
have  not  been  established  Hence,  treatment  in  patients  less  than  18  years  old  is  not  recommendi 
time  ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated,  adverse  reactions  have  usu: 
mild  and  transient.  In  4-month  long  placebo-controiled  trials,  1  7%  of  pravastatin-treated  patients 
of  placebo-treated  patients  were  discontinued  from  treatment  because  of  adverse  experiences  attr 
study  drug  therapy,  this  difference  was  not  statistically  significant  In  long-term  studies,  the  most 
reasons  for  discontinuation  were  asymptomatic  serum  transaminase  increases  and  mild,  non 
gastrointestinal  complaints  During  clinical  trials  the  overall  incidence  of  adverse  events  in  the  eld 
not  different  from  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events  —  All 
clinical  events  (regardless  of  attribution)  reported  in  more  than  2%  of  pravastatin-treated  patien 
placebo  controlled  trials  are  identified  in  the  table  below;  also  shown  are  the  percentages  of  p: 
whom  these  medical  events  were  believed  to  be  related  or  possibly  related  to  the  drug: 


All  Events 


Events  Attributed 
to  Study  Drug 


Body  System/Event 

Pravastatin 

Placebo 

Pravastatin 

(N  =  900) 

% 

(N  =  411) 

(N  =  900) 

% 

% 

Cardiovascular 

Cardiac  Chest  Pain 

4.0 

3.4 

0.1 

Dermatologic  Rash 

4  If 

1.1 

1.3 

Gastrointestinal 

Nausea/Vomiting 

7.3 

7  1 

2.9 

Diarrhea 

6.2 

5.6 

2.0 

Abdominal  Pain 

5.4 

6.9 

2.0 

Constipation 

4  l) 

7  1 

2.4 

Flatulence 

3  3 

3  6 

2.7 

Heartburn 

2.9 

1  9 

2.0 

General 

Fatigue 

3.8 

3.4 

1.9 

Chest  Pain 

3.7 

'  9 

0.3 

Influenza 

2.4' 

0.7 

0.0 

Musculoskeletal 

Localized  Pain 

10.0 

9.0 

1.4 

Myalgia 

2  7 

1.0 

06 

Nervous  System 

Headache 

6.2 

.-;  9 

1.7* 

Dizziness 

3.3 

3.2 

1  0 

Renal/Genitourinary 

0.7 

Urinary  Abnormality 

2.4 

:  9 

Respiratory 

Common  Cold 

7  II 

6.3 

00 

Rhinitis 

4  II 

4.1 

0  : 

Cough 

2.6 

1.7 

01 

Piafl 


•Statistically  significantly  different  from  placebo 

In  the  Pravastatin  Primary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Study)  (see  C  Wl 
PHARMACOLOGY:  Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin 
(N  =  3302)  or  placebo  (n  =  3293)  the  adverse  event  profile  in  the  pravastatin  group  was  comparabl 
of  the  placebo  group  over  the  median  4.8  years  of  the  study.  The  following  effects  have  been  repor 
drugs  in  this  class;  not  all  the  effects  listed  below  have  necessarily  been  associated  witn  pravastatin 
Skeletal  myopathy,  rhabdomyolysis,  arthralgia.  Neurological  dysfunction  of  certain  cranial  nerves  (n 
alteration  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memc 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hyperst 
Reactions  An  apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one 
of  the  following  features:  anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  poly 
rheumatica,  dermatomyositis,  vasculitis,  purpura,  thrombocytopenia,  leukopenia,  hemolytic  anemia. 
ANA,  ESR  increase,  eosinophilia,  arthritis,  arthralgia,  urticaria,  asthenia,  photosensitivity,  fever,  chills, 
malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  including  Stevens-Johnson  syi 
Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  |aundice,  fatty 
in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma;  anorexia,  vomiting.  Skin: 
pruritus.  A  variety  of  skin  changes  (e.g.,  nodules,  discoloration,  dryness  of  skin/mucous  membranes, 
to  hair/nails)  have  been  reported  Reproductive,  gynecomastia,  loss  of  libido,  erectile  dysfunctn 
progression  of  cataracts  (lens  opacities),  ophthalmoplegia   Laboratory  Abnormalities  e 
transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  function  abnormalities  Laborato 
Abnormalities  —  Increases  in  serum  transaminase  (ALT,  AST)  values  and  CPK  have  been  obser 
WARNINGS)  Transient,  asymptomatic  eosinophilia  has  been  reported.  Eosinophil  counts  usually  reti| 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  nave  been  reported  wit 
CoA  reductase  inhibitors  Concomitant  Therapy  —  Pravastatin  has  been  administered  concurrer 
cholestyramine,  colestipol,  nicotinic  acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  that  the 
of  either  probucol  or  gemfibrozil  to  therapy  with  lovasfatin  or  pravastatin  is  not  associated  with 
reduction  in  LDL-cholesterol  than  that  achieved  with  lovastatin  or  pravastatin  alone.  No  adverse  n 
unigue  to  the  combination  or  in  addition  to  those  previously  reported  for  each  drug  alone  have  been  n 
Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  anothf. 
CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythr' 
or  lipid-lowering  doses  of  nicotinic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  an 
agents  is  generally  nol  recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS] 
Interactions )  OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastatin, 
which  were  asymptomatic  and  not  associated  with  clinical  laboratory  abnormalities.  If  an  overdose  o<] 
should  be  treated  symptomatically  and  supportive  measures  should  be  instituted  as  required. 
CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
Consult  package  insert  before  prescribing  PRAVACHOL*  (pravastatin  sodium). 
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Written  by  best-selling  business  author  Ken  Blanchard,  co-author  of 
The  One  Minute  Manager,  and  Terry  Waghorn 

'  ^^hii"6^  pa^di9m  f?r  improving  present  organization 
while  simultaneously  designing  its  replacement 

MlSS^Pn^mi'p  adVertisin9  secti°"  that  summarizes 
MISSION  POSSIBLE  ,n  an  upcoming  issue  of  business  week 


Today's  financial  risk  management  "is  like  computer 
typesetting  in  1981,  before  desktop  publishing" 


Special  Report 


different  from  what  the  insurer  was  already  doing.  That's 
lucky,  because  Allstate  senior  management  isn't  ready  to 
turn  on  a  dime  on  the  advice  of  a  computer  model,  says 
Thomas  M.  Warden,  director  of  investment  research  for  All- 
state Research  &  Planning  Center  in  Menlo  Park,  Calif.  Still, 
Warden  says,  people  are  getting  more  comfortable  with  the 
technology:  "Over  the  next  five  to  10  years,  I  think  clearly  it 
will  catch  on." 

Another  kind  of  advanced  math  goes  into  calculating  cor- 

poratewide  risk  expo- 
sure. Uncoordinated 
hedging  is  wasteful, 
since  many  companies 
have  natural,  internal  hedges  in  which  the  rising  value  of  one 
asset  tends  to  offset  the  declining  value  of  another.  A  simple 
example  would  be  a  company  that  imports  from  Japan  and 
has  a  big  portfolio  of  Treasury  bonds:  If  U.  S.  interest  rates 
fall,  the  appreciation  of  its  bonds  might  compensate  for  a  de- 
cline in  the  dollar  against  the  yen.  Figuring  out  such  complex 
relationships  among  various  financial  assets  requires  huge 
computations  of  nonlinear  algebra. 

Computers  can  only  go  so  far,  however.  Neural  networks, 
the  buzz  in  high  finance  just  a  few  years  ago,  seek  to  repli- 
cate how  a  human  brain  works.  But  there's  a  big  caveat. 
Neural  networks,  it  seems,  often  do  too  good  a  job  of  dis- 
covering patterns  in  huge  masses  of  historical  data.  They  dis- 
cover relationships  among  variables  that  are  sheer  coinci- 


dence and  thus  have  zero  predictive  value.  The  bigge 
data  set  and  the  more  variables,  the  more  likely  it  is  th 
neural  network  will  extract  meaningless  patterns — fo 
ample,  that  worldwide  profits  go  up  whenever  the  Un 
factory  has  a  strike. 

ON  THE  CUSP.  With  problems  such  as  those  in  mind, 
want  to  make  sure  that  the  processing  power  of  a  com 
is  always  tempered  by  the  insight  of  a  human  being.  Om 
to  do  that  is  through  data  visualization,  which  uses 
form,  motion,  and  depth  to  present  masses  of  data  in  a 
prehensible  way.  In  a  program  developed  by  mit's  Lo, 
can  use  a  computer  mouse  to  "fly"  over  a  3-D  land 
representing  the  risk,  return,  and  liquidity  of  a  companj 
sets.  With  practice,  the  cfo  can  begin  to  zero  in  o: 
choicest  spot  on  the  3-D  landscape — the  one  where  the  1 
off  among  risk,  return,  and  liquidity  is  most  beneficial. 
Lo:  "The  video-game  generation  just  loves  these  3-D  t 
So  far,  very  few  cfos  are  cruising  in  3-D  cyberspace, 
still  spend  the  bulk  of  their  time  on  routine  matters  su 
generating  reports  for  the  Securities  &  Exchange  Coi 
sion.  But  that's  bound  to  change.  Says  Glassco  Park  Pre: 
Robert  J.  Park:  "What  we  have  in  financial  risk  ma 
ment  today  is  like  what  we  had  in  computer  typesetti 
1981,  before  desktop  publishing."  The  software  may  nev 
able  to  precisely  predict  hurricane  paths,  but  it  should  pr 
storms  from  blowing  holes  in  insurers'  balance  sheets. 

By  Peter  Coy  in  New 
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ANDERSEN  CONSULTING 


Data  Visualization:  The  Final  Frontier? 


It's  like  standing  on 
the  bridge  of  the 
Enterprise.  The 
darkened  room  is  cir- 
cular, with  a  dough- 
nut-shaped confer- 
ence table  of  gleaming 
pearwood  in  the  cen- 
ter and  a  floor-to-ceil- 
ing video  wall  that 
wraps  three-quarters 
around.  A  systems 
engineer  named  Ist- 
van  Varga  taps  on  a 
laptop,  and  the  wall 
appears  to  recede, 
revealing  a  starry 
night.  The  blue  earth 
spins  tranquilly  in  the 
middle  distance.  Var- 
ga taps  on  the  laptop 
again,  and  we  zoom 
down  on  Tokyo, 
inspecting  damage  to  company  facili- 
ties from  an  imaginary  earthquake. 
Web  pages,  news  bulletins,  and  3-D 
graphs  of  market  activity  after  the 
quake  pop  up  on  the  video  wall. 


Andersen  Consulting  calls  it  Pega- 
sus. Designer  Kenneth  R.  Straus,  an 
Andersen  manager,  says  Pegasus  could 
enable  better-informed,  more  collabo- 
rative decision-making  by  all  of  a  com- 


pany's executives — i 
just  financial  officers 
Pegasus  is  the  ra 
zle-dazzle  componen 
of  the  Financial  Ide 
Exchange,  a  suite  o 
technology  demonst 
tions  under  the  dire 
tion  of  Andersen  pa 
ner  William  E.  Stor 
Andersen  relied  on 
Reuters  for  news 
feeds;  cats  Softwari 
Inc.  in  Palo  Alto, 
Calif.,  for  historical 
curities  data;  Visibk 
Decisions  Inc.  in 
Toronto  for  data-vis 
alization  tools;  and 
icon  Graphics  Inc.  f< 
the  computer  that 
runs  the  whole  thing 
Pegasus  is  genera 
ing  a  lot  of  interest,  Straus  says.  B 
that's  all,  so  far,  despite  the  Star  T 
trappings.  "No  one,"  Straus  conced' 
"is  whipping  out  their  wallets." 

By  Peter  Coy  in  New  1 
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rtDecowas  their  passion.  Importin 


s  their  business.  Thanks  to  hard  work  and  the  financial  foresight  of  their 


one  collects  treasures  along  the  way.  But  when  the  act  of  collecting  becomes  a  treasure  in  itself,  many  turn  to 


The  New  England  for  exceptional  insurance  and  financial  advice,  as  they  have  for  more  than  160  years, 
ips  that's  because  we're  more  than  just  a  financially  strong  company  that  provides  customized  insurance  pro- 
3  and  solid  investment  alternatives.  We're  financial  experts  who  get  to  know  your  goals  and  work  to  help  you 

them.  We  want  to  protect  your  way  of  life,  not  just  your  collection  of  possessions.  And  that's  a  rare  find  in  itself. 

| 

Planning  for  your  success. 

1  The  New  England 

is  at:  asktne@tne.com  or  visit  our  home  page:  http://www.tne.com  Insurance  and  Investment 
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Inside  Wall  Street 


BY  GENE  G.  MARC  I A  L 

DRILLING  FOR 
STURDY  STOCKS 

Now  is  the  time,  says  investment  ad- 
viser Steve  Leeb,  to  be  an  "agile  in- 
vestor." With  the  Dow  Jones  industrial 
average  hitting  record  territory  above 
the  6,000  mark,  investors  need  to  be  in 
stocks   that,  he 
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PERFORMER 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


says,  will  be  win- 
ners regardless  of 
where  the  market 
goes  from  here. 
"Pick  stocks  with 
a  volatility-insur- 
ance component," 
suggests  Leeb,  ed- 
itor of  the  market 
newsletter  Per- 
sonal Finance. 
Two  recommenda- 
tions: Oil  drillers 
Rowan  (rds)  and 
Parker  Drilling 

(PKD). 

"It's  a  great 
time  to  buy  these  powerful  triple  plays 
since  demand  for  rigs  far  outstrips  sup- 
ply," says  Leeb,  adding  that  these  do- 
mestic energy  stocks  represent  politi- 
cal, economic,  and  market  insurance.  It's 
a  play  on  the  short  supply  of  oil  rigs,  as 
well  as  on  the  stiffening  price  of  crude 
oil  resulting  from  the  larger-than-ex- 
pected  worldwide  energy  demand.  One 
believer  in  Rowan:  George  Soros,  whose 
Soros  Fund  Management  has  acquired  a 
4.5%  stake.  Rowan  has  charged  ahead 
from  13  in  early  May  to  20%  on  Oct.  15. 
Leeb  expects  it  to  post  a  "several-fold 
gain"  over  the  next  two  to  three  years. 

Drillers  are  positively  leveraged,  Leeb 
explains,  because 


most  costs  are 
fixed.  Higher  day 
rates — the  rental 
fees  for  the  rigs — 
flow  almost  entire- 
ly to  the  bottom 
line.  Rowan's  an- 
nual earnings 
growth  could  av- 
erage at  least  30% 
for  the  next  sev- 
eral years  as  day 
rates  continue  to 
rise.  According  to 
First  Call,  ana- 
lysts' consensus 
estimates  for 


SLIPPING  AND 
SLIDING 


PARKER 
DRILLING 

V/EEKLY  CLOSE 


MAY  5.  '96 
A  DOLLARS 


OCT.  15 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


Rowan  are  62tf  a  share  for  1996  and 
$1.03  for  1997,  up  from  a  loss  of  22(2  a 
share  last  year.  Rowan  owns  21  offshore 
rigs,  operating  primarily  in  the  Gulf  of 
Mexico  and  the  North  Sea. 

Parker  Drilling  has  yet  to  sizzle,  hav- 
ing posted  a  slim  profit  of  2(2  a  share  in 
the  year  ended  Aug.  31,  1996,  vs.  7(2  in 
fiscal  1995  and  losses  in  1994  and  1993. 
Its  stock  has  done  little,  off  from  8  in 
April  to  &A  on  Oct.  15. 

But  the  recovery  in  onshore  drilling 
should  fuel  a  significant  rise  in  cash  flow 
and  earnings  over  the  next  several 
years,  says  Leeb.  Parker  operates  63 
land-based  chilling  rigs.  Analysts  expect 
earnings  to  jump  to  14(2  in  1997  and  to 
33(2  in  1998.  Leeb  sees  an  "easy  dou- 
bling" in  the  stock  price  over  the  next 
12  months. 

HUDSON  HOTELS: 
COMFY  RETURNS 

Who's  Anthony  Wilson?  He's  the 
chairman  and  ceo  of  Hudson  Ho- 
tels (huds).  Wilson  was  named  this 
year's  "Top  Hotel  ceo"  by  hvs  Interna- 
tional, a  New  York-based  lodging  in- 
dustry appraisal  firm.  Last  year,  the 
honor  went  to  Michael  Rose,  chairman 
of  Promus  Hotel,  a  large  operator  of 
more  than  725  hotels.  But  why  Wilson 
of  the  little-known  Hudson  Hotels?  Be- 
cause Hudson  gave  investors  sterling 
returns. 

The  hvs  award  is  given  to  a  hotel 
executive  whose  company  delivered  the 
best  value  to  investors,  based  on  a  for- 
mula comparing  ceo  salary  with  return 
on  equity  and  stock-price  appreciation. 
Hudson's  stock  traded  18  months  ago 
at  2'A  and  zoomed  as  high  as  WA.  (The 
stock  traded  then  as  Microtel  Franchise 
&  Development  until  its  name  and  fran- 
chising rights  were  bought  by  U.  S. 
Franchise  Systems.) 

Mike  Rosen,  president  of  Oppen- 
heimer  Bond  Fund  for  Growth,  which 
bought  a  16%  stake  in  Hudson,  says  it  is 
undervalued  based  on  earnings 
prospects. 

He  notes  that  Hudson  this  year 
signed  a  pact  to  acquire  12  hotel  prop- 
erties. That  will  increase  revenues  by 
200%  next  year,  to  $35  million,  Rosen 
figures.  And  that's  not  including  the 
royalties  Hudson  expects  from  U.  S. 
Franchise.  Rosen  sees  Hudson  posting 
earnings  of  30(2  to  35?  a  share  this 
year  and  about  50c  next  year.  And 
when  U.  S.  Franchise  builds  more  Mi- 
crotel hotels,  he  expects  larger  royal- 


ties to  boost  earnings.  Hudson  earj 
28(2  last  year. 


SPLITSVILLE  AT 
PHILIP  MORRIS? 


THE  TOBACCO 
GIANT'S  BIG  Dl 


i 


Is  something  afoot  at  Philip  Mor 
■  Several  investment  strategists  ci 
to  tobacco  industry  insiders  insist  the 
plenty  of  "smoke"  emanating  from 
inner  sanctum  of  the  world's  largest 
arette  maker.  It  has  to  do  with  rest: 
turing,  they  say,  and  breaking  up  PI 
Moms,  whose  revenues  are  expec 
to  exceed  $74  billion  next  year. 

The  notion  of  splitting  the  tob; 
operations  from  Kraft  Foods,  the  larj 
U.  S.  food  processor,  had  been  reje( 
by  the  board  in  1994.  Now  the  comp 
is  said  to  be  studying  all  options  to 
its  stock  to  reflect  the  unlocked  val' 
The  stock  is  trading  at  94,  well  of! 
high  of  107  in  August. 

One  rumor:  Philip  Morris  will 
tobacco  operations  and  create  dome 
and  foreign  units  and  spin  them  of 
shareholders.  Spinning  them  off  w< 
define  the  real  value  not  only  of  K 
but  those  of  the  tobacco  units  as  \ 
says  one  big  investor. 

Veteran  tobacco  and  beverage  M 
lyst  Emanuel  Goldman  at  PaineWelJ 
figures  the  value 
of  the  pieces  come 
to  about  $158  a 
share.  He  segre- 
gates the  compa- 
ny into  four  pieces. 

Goldman  esti- 
mates the  value  of 
the  domestic  to- 
bacco operations 
at  $30  a  share, 
based  on  operat- 
ing   income  of 
about  $4.4  billion 
this  year.  The  in- 
ternational tobac- 
co business  is  a 
gem,  growing  at 
18%  a  year,  with  bottom-line  gro 
at  least  15%,  says  Goldman.  On  a  st| 
alone  basis,  he  puts  a  value  of  $( 
share  based  on  operating  income  of 
billion  in  1996. 

Goldman  figures  the  food  busine 
worth  $52.60  a  share,  based  on  esti 
ed  earnings  of  $3.9  billion  in  1996. 
beer  business:  $4.12  based  on  proje 
earnings  of  $432  million. 

A  spokesman  declined  to  comn 
on  speculation  that  a  breakup  of 
company  was  being  considered. 
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3H  launches 

Imation- 

The  new  *S-SS 
billion  leader 
in  information 
and  imaging- 

There's  a  new  world  leader 
in  data  storagei  medical 
laser  imaging  n  private 
label  photo  color  film  and 
color  proofing:  Imation. 
Imation  is  a  brand  new 
Fortune  5DD  company  with 
3(1  innovation  in  its  genes- 
A  company  with  a  lot  of  big 
new  ideas-  A  company  that 
thinks  the  way  you  do-  See  us 
at  http : //www - imation • com 
or  call  l-fiflfl-MbL-3MSb. 
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IMATION 

Borne  of 3M  Innovation 
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e're  in  the  services  business  to  expand  our  p 


JACK  WELCH'S 

ENCORE 

ow  GE's  chairman  is  remaking  his  company-again 


t  started  out  simply  enough.  For  years,  General  Elec- 
tric Co.  sold  cat  scanners,  magnetic  resonance  imagers, 
and  other  medical  imaging  equipment  to  the  300-plus 
hospitals  run  by  health-care  giant  Columbia/HCA 
Healthcare  Corp.  Then  in  March,  1995,  ge  persuaded 
Columbia  to  let  it  service  all  of  the  chain's  imaging 
I  equipment,  including  that  made  by  ge's  rivals.  And 
this  year,  it  added  managing  virtually  all  medical  sup- 
to  the  deal — most  of  them  product  lines  GE  isn't  even  in. 
it  the  piece  de  resistance  was  still  to  come.  As  the  new 
act  evolved,  Columbia  executives  invited  a  team  of  GE 
.gers  to  help  improve  the  way  they  inn  hospitals.  GE  is 
providing  Columbia  with  a  big  dose  of  its  well-known 
gement  skills.  From  ge's  fabled  "workouts"  to  semi- 
on  supply-chain  management  and  employee  training, 
;ecs  are  working  with  Columbia  to  boost  productivity, 
r  Columbia,  which  has  saved  tens  of  millions  of  dol- 
it  was  medicine  well  worth  swallowing.  But  for  GE,  the 
its  go  well  beyond  added  revenue.  The  open-ended  re- 
ship  is  a  smart  gambit  to  gain  a  greater  lock  on  one  of 
ggest  customers — and  a  sign  of  a  profound  shift  now 
lg  steam  at  the  world's  most 
ssful  conglomerate.  As  GE  faces 
domestic  growth  and  cutthroat 
g  abroad  for  its  big-ticket  man- 
ired  items,  Chairman  and  ceo 
F.  Welch  is  again  transforming 
iobal  giant. 

STANDARD.    Call   it  Jack 
l's  Third  Revolution.  Since  the 
•competitive  Welch  took  the 
at  ge  15  years  ago,  he  has  re-  Jor  the  railroad 
ssly  reshaped  this  icon  of  the 

ican  economy.  Through  the  1980s,  Welch  barnstormed 
gh  ge  shutting  factories,  paring  payrolls,  and  hacking 
lessly  at  its  lackluster  old-line  units.  Welch's  tough  tac- 
resaged  much  of  the  reengineering  that  followed  across 
•rate  America.  But  he  was  hardly  done.  At  the  busi- 
3  he  kept,  Welch  pushed  his  managers  to  become  ever 
productive.  Inventories  were  trimmed,  bureaucracies 
ntled,  and  inefficiencies  attacked  with  a  vengeance. 
!ay,  Welch  oversees  a  vastly  more  competitive  company 
he  one  he  took  over.  And  Welch  himself  has  become  the 


Locomotive 
Maintenance 
GE/BURLINGTON 
NORTHERN 

GE  will  sell  and 
service  150  new 
DC-powered  engines 


gold  standard  against  which  other  CEOs  are  measured.  With 
its  stock  up  86%,  to  95,  since  early  1995,  ge  has  become  the 
most  valuable  company  on  the  globe,  with  a  total  market  cap- 
italization of  $157  billion.  And  with  earnings  expected  to  hit 
$7.4  billion  this  year,  ge  is  now  poised  to  become  America's 
most  profitable  company. 

But  Welch  isn't  resting  on  his  laurels.  Just  15  months  after 
undergoing  triple  bypass  surgery — and  four  years  from  his 
expected  retirement — he's  turning  up  the  heat  again.  The 
goal:  to  remake  ge  into  what  may  be  the  world's  only  $70  bil- 
lion growth  company.  In  what  could  well  be  Welch's  final 
legacy,  the  60-year-old  executive  is  hard  at  work  assuring  that 
ge  builds  on  the  strengths  it  has  gained  in  his  reign. 

Over  the  last  year,  Welch  has  launched  two  huge  company- 
wide  initiatives  aimed  at  revving  ge's  growth  up  to  a  steady 
double-digit  clip.  Early  this  year,  he  announced  a  drive  to 
boost  ge's  quality  that  could  one  day  yield  billions  in  added 
earnings.  But  perhaps  most  surprising  from  one  of  America's 
premier  manufacturers  is  a  push  launched  roughly  12  months 
ago  to  bolster  revenues  by  pushing  ge  ever  deeper  into  ser- 
vices. Like  everything  Welch  does,  the  effort  is  being  closely 


Jet  Engine  Upkeep 

GE/BRITISH 

AIRWAYS 

In  a  10-year,  $2.3 
billion  deal,  GE  will 
service  85%  of  the 
carrier's  engines 


watched — this  time — as  a  pattern 
for  the  refashioning  of  an  indus- 
trial company  in  a  postindustrial 
economy. 

In  businesses  as  far  afield  as 
health  care  and  utilities,  Welch 
foresees  tremendous  growth  pro- 
viding sophisticated  services  that 
spring  from  ge's  core  industrial 
strengths.  In  a  world  without  bor- 
ders, Welch  is  telling  his  troops,  ge  can  no  longer  prosper  on 
manufactured  goods  alone.  "Our  job  is  to  sell  more  than  just 
the  box,"  he  says. 

To  sell  more  than  the  box,  ge  executives  have  hatched 
plans  over  the  past  year  to  do  everything  from  helping  util- 
ities run  power  plants  more  efficiently  to  running  engine 
service  shops  for  airlines,  ge  even  wants  to  set  up  and  run 
corporate  computer  networks.  Says  Welch  simply:  "We're  in 
the  services  business  to  expand  our  pie." 
HIGH  OCTANE.  In  fact,  with  revenue  growth  slowing  in  its  tra- 
ditional industrial  units,  the  manufactured  products  that  GE 
has  long  made  have  increasingly  come  to  resemble  the  classic- 
loss  leader:  They  just  get  the  customer  in  the  door.  And  a  big 
part  of  the  service  ge  is  selling  is  itself.  Flaunting  its  skills  at 
boosting  efficiencies  and  squeezing  costs,  GE  is  increasingly  po- 
sitioning itself  as  a  sort  of  consultant.  "The  question  is  can  we 
create  a  business  helping  customers  take  costs  from  their  op- 
erations?" says  John  M.  Irani,  ceo  of  ge  Medical  Systems. 
"It's  a  question  mark  now,  but  [potentially]  an  awful  lot  of 
money."  To  customers  struggling  to  cut  their  own  costs  and 
boost  efficiency,  ge's  knowhow  is  a  pretty  seductive  induce- 
ment— one  few  rivals  can  match.  "They've  become  part  of  our 
team,"  enthuses  Columbia/HCA's  cfo  Sam  Greco. 

For  Welch,  the  thrust  into  services  represents  the  culmi- 
nation of  a  long  career  at  the  giant  conglomerate.  The  son  of 
a  Boston  &  Maine  Railroad  conductor  and  a  housewife,  Welch 
began  as  a  chemical  engineer.  But  his  scrappy  competitiveness 
moved  him  quickly  up  the  ranks.  In  1981,  at  45,  he  was  ceo. 
In  his  tenure  at  the  helm,  Welch  has  thoroughly  dominated 

the  company.  So  when 
he  underwent  the 
surgery  in  May,  1995, 
it  immediately  raised 
questions  about  who  would  replace  him  (page  160).  But  today, 
he  seems  fitter  than  most  men  his  age.  Welch  walks  five  miles 
on  a  treadmill  most  mornings,  and  his  grueling  travel  schedule 
regularly  takes  him  to  Europe  and  Asia.  "I  feel  great,"  he  says. 

An  intensely  private  man,  Welch  refuses  to  speak  of  his  ill- 
ness or  succession.  He  returned  to  work  full-time  after  Labor 
Day,  1995.  And  those  who  work  closely  with  him  say  that,  if 
anything,  he  appears  to  have  more  energy  than  ever.  "He's 
about  120%,"  says  Walter  Wriston,  the  former  Citibank  chair- 
man who  served  as  a  ge  director  for  three  decades  before  re- 
tiring in  199.'!.  "I  think  he's  actually  better  than  before."  In- 
deed, inside  the  company,  managers  joke  that  Welch's  furious 
pace  is  likely  to  give  them,  not  him,  the  next  heart  attack. 

Welch  sits  on  no  outside  corporate  boards  and  devotes 
virtually  all  his  energy  to  running  GE.  Living  quietly  with  his 
second  wife  Jane — he  has  four  adult  children  from  his  first 
marriage — Welch  has  a  house  across  the  street  from  the 
Country  Club  of  Fairfield,  the  better  to  indulge  his  biggest 
passion  next  to  running  ge:  golf.  He  and  his  wife,  a  former 
mergers-and-acquisitions  lawyer,  also  frequently  spend  spare 
time  golfing  at  their  second  home  on  Nantucket.  And  since  his 
operation,  company  officials  note  pointedly,  Welch's  game  is 
stronger  than  ever.  This  year,  he  broke  70  for  the  first  time. 

Yet  if  Welch  refuses  to  talk  about  the  transition  ahead,  he 
is  clearly  preparing  for  the  home  stretch.  Although  ge  is 
one  of  America's  most  competitive  companies,  its  revenues 
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grew  an  average  of  around  5%  a  year  between  1990 
1994.  Sure,  ge  boasted  a  17%  revenue  hike  in  1995, 
earnings  rose  11%,  to  $6.6  billion.  But  few  expect  that  o 
time  spike  to  be  repeated,  coming  as  it  did  largely  becaus( 
big  acquisitions,  a  booming  economy,  and  a  turnaround  at  N 
Still,  Welch  argues  ge  can  do  far  better  than  in  the  ea 
1990s:  He's  aiming  for  steady  growth  upwards  of  10%. 

This  year,  anyway,  he  looks  well  on  his  way  to  deliver] 
For  1996,  analysts  expect  sales  to  hit  $78  billion,  an  11.4%  t 
Even  better,  profits  should  jump  12.1%,  to  $7.4  billion.  To  keep 
the  pace,  Welch  is  pushing  forward  on  three  fronts.  His  & 
1990s  push  into  global  markets  is  already  yielding  huge  d 
dends.  International  revenues  soared  34%  last  year,  to  $27  bill 

Down  the  road,  Welch  is  also  counting  on  big  gains  froi 
multiyear  program  to  boost  quality  launched  early  this  yi 
From  installing  a  gas  turbine  at  a  power  plant  to  quickly 
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ng  a  service  call  for  a  faulty  washing  machine,  Welch 
i  GE  to  become  virtually  flawless  in  all  it  does.  GE  is  also 
ing  its  engineering  mind-set  to  the  far  squishier  no- 

of  service  productivity  and  business  processes  (page 
That  should  allow  ge  to  trim  its  working  capital  needs 
■oost  productivity.  If  it  succeeds,  Welch's  quality  push 

cut  $7  billion  to  $10  billion  from  operating  costs  over 
al  years. 

t  to  fuel  revenue  growth,  Welch  is  increasingly  looking 
ds  services.  Of  course,  it's  hardly  a  new  arena  for  GE. 
3t  from  the  day  Welch  took  the  helm,  he  has  preached 
?ed  to  shift  from  manufacturing.  "All  I  talked  about  was 
rive  to  get  into  services,"  he  recalls.  Nearly  60%  of 
rofits  now  comes  from  services — up  from  16.4%  in  1980. 
;h  it  were  80%,"  he  says. 

ch  of  that  shift  is  the  result  of  the  stunning  growth  of 


GE  Capital  Services.  The  financial-services  unit  has  grown  sev- 
enfold since  1985,  from  revenues  of  $3.8  billion  to  $26.5  billion 
today,  while  operating  profits  leapt  from  less  than  $500  million 
to  nearly  $3.5  billion.  Today,  GE  Capital  provides  nearly  a  third 
of  total  operating  profits  of  $11  billion,  ge's  move  into  broad- 
casting with  its  1986  acquisition  of  nbc  has  also  cut  manu- 
facturing's role,  nbc's  revenues  have  doubled  to  $4  billion, 
while  earnings  have  hit  $738  million. 

Now  Welch  is  moving  to  the  next  stage  of  his  services 
drive.  He's  pushing  manager's  in  ge's  core  industrial  units  to 
grab  a  bigger  share  of  related  services.  Reengineering  guru 
Michael  Hammer  sees  GE  as  a  bellwether.  "This  is  the  next 
big  wave  in  American  industry,"  he  says.  "The  product  you 
sell  is  only  one  component  of  your  business." 

The  new  approach  is  needed  because  many  of  ge's  manu- 
facturing markets  rumble  along  with  single-digit  growth. 
Moreover,  as  product  life  cycles  shorten  and  technology  be- 
comes easy  to  emulate,  companies  end  up  with  few  real  com- 
petitive advantages.  With  Welch  seeking  returns  on  capital  of 
15%  to  20%,  says  Aircraft  Engines  services  chief  William 
Vareschi,  "we  have  to  participate  in  more  of  the  food  chain." 
HUGE  POTENTIAL.  So  far,  many  of  ge's  efforts  are  fledgling. 
But  the  potential  is  huge.  Nicholas  P.  Heymann,  a  GE-watch- 
er  at  Nat  West  Securities  Corp.,  estimates  that  today  GE 
brings  in  $7.8  billion — roughly  11%  of  its  revenues — servicing 
its  huge  installed  base  of  industrial  equipment.  By  2000, 
Heymann  expects  service  revenues  to  more  than  double,  to 
$18  billion.  Moreover,  margins  typically  run  50%  higher  on 
services  than  on  product  sales. 

Of  course,  GE  is  far  from  alone.  After  watching  its  hard- 
ware margins  shrink,  ibm  has  aggressively  moved  into  out- 
sourcing in  recent  yeai-s.  At  Otis  Elevator,  two-thirds  of  its  $5 
billion  revenues  now  comes  from  service  and  maintenance, 
since  software-controlled  elevators  are  far  more  reliable  than 
older;  electromechanical  models.  Xerox  Corp.  reorganized  its 
Business  Services  unit  in  1992  to  chase  the  growing  out- 
sourcing market  for  corporate  copy  centers.  And  since  win- 
ning the  Malcolm  Baldrige  National  Quality  Award,  Xerox  has 
also  been  selling  its  quality-enhancement  skills  along  with  its 

PUSHING  DEEPER  INTO  SERVICES 

Throughout  GE,  Welch  sees  huge  growth 
from,  providing  sophisticated  services  that  spring  from 
the  company's  core  strengths: 

MEDICAL  SYSTEMS  Launched  an  aggressive  push  to 
service  rival  manufacturers'  medical  equipment  in 
1994.  Is  now  signing  exclusive  multiyear  service  deals 
with  big  hospital  chains  and  buying  up  independent 
service  shops 

AIRCRAFT  ENGINES  Signed  a  10-year,  $2.3  billion 
deal  with  British  Airways  in  March  to  do  engine  main- 
tenance and  overhaul  work.  GE  aims  to  double  engine 
servicing  revenues  to  $4  billion  annually  by  2000 

POWER  GENERATION  Sees  a  $1  billion  business 
operating  and  maintaining  power  plants  for  utilities  in 
the  U.S.  and  Europe 

TRANSPORTATION  Pursuing  locomotive  maintenance 
deals.  Also  developing  an  electronic  tracking  system  to 
help  railroads  manage  rolling  stock  more  efficiently 

CAPITAL  Over  the  past  year,  has  built  a  $5  billion 
global  computer  services  outsourcing  unit  through 
acquisitions.  Plans  to  take  on  giants  IBM  and  EDS  in 
managing  corporate  computer  networks 


products  to  customers  such  as  Volvo  and  Amoco  Corp. 

Yet  because  of  the  size  and  scope  of  its  operations,  GE  faces  per- 
haps the  biggest  challenge.  Insiders  say  the  move  got  a  big 
push  a  year  ago,  when  a  cadre  of  rising  executives  were  named  to 
develop  sendees  in  many  of  the  industrial  units.  At  the  same  time, 
Welch  asked  Vice-Chainnan  Paolo  Fresco  to  set  up  a  Services 
Council  through  which  top  managers  can  exchange  ideas. 

A  trip  to  the  Milwaukee  headquarters  of  GE  Medical  Sys- 
tems, traditionally  little  more  than  a  maker  of  high-tech 
imaging  gear,  offers  a  clear  idea  of  where  Welch  wants  ge  to 
head.  As  with  its  multiyear  deal  with  Columbia/HCA,  servicing 
the  products  of  rivals  is  already  a  key  initiative.  Altogether, 
services — including  looking  after  ge's  own  huge  installed 
base — account  for  40%  of  Medical's  $3.5  billion  in  revenues. 
ULTIMATE  PITCH.  To  spur  double-digit  growth,  Thomas  Dun- 
ham, Medical's  head  of  services,  is  acquiring  independent  med- 
ical service  shops.  In  February,  ge  Medical  bought  National 
Medical  Diagnostics,  a  leading  independent  servicer  of  imaging 
equipment.  Six  months  later,  ge  added  a  private  equipment 
maintenance  insurance  company  The  moves  have  rivals  riled.  "I 
am  not  sure  you  keep  competition  when  you  lock  everybody  else 

out,"  says  Carl  Reilly, 
vice-president  of  Philips 
Electronics'  medical 
imaging  unit. 

Yet  that's  just  the  beginning,  ge  Medical  spent  $80  million 
building  a  state-of-the-art  training  center,  complete  with  a  TV 
studio,  to  develop  educational  programming.  For  fees  ranging 
from  -nI.doii  t<>  s_!H,no(),  hospitals  can  tune  in  to  live  broadcasts 
on  subjects  such  as  proper  mammography  techniques.  Dun- 
ham is  also  trying  to  use  ge's  own  management  expertise  to 
help  its  customers  better  run  their  businesses.  And  then 
there's  the  ultimate  sales  pitch  for  hospitals  that  buy  a  certain 
amount  of  equipment  and  maintenance:  Recently,  the  top 
brass  at  Medical  Systems  gave  the  executive  team  of  a  re- 
gional hospital  chain  a  half-day  management  seminar  on  top- 
ics such  as  strategic  planning,  employee  evaluations,  and 
time  management.  "They  probably  got'  $100,000  to  $200,000 
worth  of  consulting,"  says  Trani. 

Even  in  the  company's  more  tradition-bound  units,  similar 
change  is  under  way.  Ernest  Gault,  an  engineer  recently 
named  to  head  a  new  global  services  unit  at  ge  Power  Sys- 
tems, says  the  Services  Council  meetings  have  helped  him  re- 
alize the  value  of  strategic  acquisitions.  Gault  now  expects 
50%  of  his  growth  to  come  from  acquisitions  and  joint  ven- 
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Hospitals  can  tune 
into  broadcasts  on 
such  subjects  as 
mammography 
techniques 


tures,  moves  he  wouldn't  have  c(  * 
sidered  a  year  ago.  In  May,  19!  An 
ge  signed  a  joint  venture  with  t 
Milan-based  power  company  Sols:  Hans 
eta  Nordelettrica.  The  pah'  will 


fer  utility  maintenance  and  opei 


s  many  te 


is  a 


tion  services  throughout  Europi 
Back  in  the  U.  S.,  Gault  is  al 
aggressively  chasing  what  he  foil 
sees  as  a  $1  billion  market  mans  I 
ing  power  plants  for  independe 
power  producers  and  coordinati 
fuel  purchasing  for  deregulat 
utilities.  In  one  typical  deal,  ge  is  running  a  500-megaw; 
gas-fired  power  plant  for  Ocean  States  Power  in  Rhode 
land.  Of  course,  many  utilities  and  independent  energy  co 
panies  also  see  power  plant  management  as  a  big  growth 
portunity.  One  rival  argues  that,  in  the  U.  S.  at  least,  ft 
utilities  will  want  to  buy  equipment  and  services  in  a  sins 
package  that  may  make  pricing  hard  to  judge.  "You  c  ^~ 
question  whether  it  will  be  that  competitive,"  he  says.  isiica 

At  ge's  Cincinnati-based  Aircraft  Engines,  Vareschi  a  ice  measure] 
now  sees  servicing  engines  as  more  of  a  growth  business  th ; 
making  new  ones.  He  envisions  more  deals  like  the  10-ye: 
$2.3  billion  contract  ge  signed  with  British  Airways  PLC 
March  under  which  ge  will  now  do  85%  of  the  engine  ma 
tenance  work  on  ba's  entire  fleet — including  engines  made 
rivals  Rolls-Royce  PLC  and  Pratt  &  Whitney. 

Today,  ge  is  busy  transforming  the  earner's  maintenar 
practices.  It's  moving  ba  to  a  just -in-time  inventory  system 
parts,  and  instituting  self-directed  teams  and  other  advanc 
management  practices  from  its  own  plants.  David  J.  Kilonba  , 
who  oversees  the  deal  for  ba,  says  the  shift  saved  the  carr 
money  and  management  time,  in  addition  to  speeding  engi 
turnaround.  Building  on  the  ba  deal,  ge  inked  a  $1  billiiku  - 
multiyear  contract  in  September  to  service  usAir  Inc.'s 
engines.  And  to  broaden  its  global  base,  ge  acquired  Celma 
Brazilian  repair  shop  with  about  $140  million  in  revenues. 

ge's  moves  haven't  gone  unnoticed  by  rivals.  Pratt 
Whitney  has  also  begun  promoting  its  servicing  capabilit 
for  its  own  engines,  although  it  lags  well  behind  ge.  A|ie 


if 


aircraft  i 


ij  [a 


Rolls-Royce — which  has  built  a  $300  million  servicing  u "« 
since  1993 — recently  formed  a  joint  venture  in  Hong  Kong 
do  servicing  for  Asian-Pacific  carriers. 

Managers  throughout  ge's  industrial  units  are  develop! : 


Flaunting  its  skills  at  cutting  costs  and  boosting 
efficiencies,  GE  is  positioning  itself  as  a  consultant 
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•  new  markets.  Executives  at  Transportation  also  re- 
signed a  deal  for  roughly  $550  million  to  sell  and  ser- 
I  >0  new  locomotives  for  Burlington  Northern  Santa  Fe 
And  they've  formed  a  joint  venture  with  electronics 
I  ist  Hams  Corp.  to  design  and  sell  global-positioning 
i  is  similar  to  those  used  in  air-traffic  control.  In  a  pilot 
J  ,  the  GE/Harris  system  has  enabled  the  railroads  to  run 
I  is  many  trains  over  the  same  length  of  track. 
!)  h  of  Welch's  new  services  drive  has  been  geared  to- 
1  *evving  up  ge's  industrial  units.  Yet  even  within  ge 
ui  I  there  is  a  new  aggressiveness.  "You  can't  make  mon- 


Computer 
Networking 
GE  CAPITAL 

Can  it  rival  IBM 
and  EDS  in  design- 
ing and  running 
corporate  systems? 


ey  selling  money  anymore,"  says 
ge  Capital  ceo  Gary  Wendt.  By 
far  the  biggest  sign  of  ge  Capi- 
tal's new  turn  is  its  rapid  build- 
up of  a  $5  billion  global  computer 
outsourcing  business.  Although  ge 
has  long  financed  computer  pur- 
chases and  run  help  desks  for  cor- 
porate clients,  it  now  wants  to 
compete  head-on  with  IBM  and  eds 
for  multimillion-dollar  deals  run- 
ning computer  networks  for  others.  In  May,  it  bought  Ameri- 
data  Technologies  Inc.,  a  $2  billion  Stamford  (Conn.)  company 
that  sells  PCs  to  corporate  buyers.  In  July,  it  added 
CompuNet,  a  fast-growing  German  outsourcer. 
REGULATORY  HACKLES.  So  far,  rivals  seem  more  dismissive 
than  threatened.  "Moving  from  being  a  product  company  to  a 
service  company  is  much  more  difficult  than  some  of  these 
folks  think,"  sniffs  one  eds  exec.  Adds  Perot  Systems  ceo 
James  A.  Cannavino:  "We  haven't  bumped  into  them  yet." 

But  as  corporate  customers  start  turning  to  ge,  they  might 
soon.  In  a  1995  deal  that  ge  execs  hope  will  prove  typical,  GE 
and  Andersen  Consulting — a  software-services  leader — joined 
forces  to  beat  major  competitors  for  a  10-year,  $350-million  con- 
tract to  manage  LTV  Corp.'s  mainframe-based  computer  needs. 

Still,  ge's  moves  to  get  more  deeply  involved  in  its  customers' 
operations  have  raised  regulatory  hackles.  In  August,  the  Justice 
Dept.  charged  ge  with  placing  illegal  restrictions  on  hospitals 


GE'S  EFFICIENCY  DOCTOR  IS  IN 


Ij  lastered  across  the  walls  of 
'  Thomas  E.  Dunham's  office  at 
ge  Medical  Systems  in  Wauke- 
ij  Wis.,  chart  after  chart  shows 

■  istical  variances  and  perfor- 

■  ce  measurements  of  the  busi- 
*  .  Featured  are  such  common 
ai  neering  statistics  as  mean  time 
J  re  failure,  which  engineers  at 
*|  aircraft  engine  division,  for 
r\  nple,  would  use  to  judge  the 
I  bility  of  a  jet  engine. 

i  13ERS  MAN  DUNHAM 

1  ing  to  boost  productivity 
liervices  with  techniques 
a  wn  from  manufacturing 

'  lose  are  the  kinds  of  records  for 
:r  ting  efficiency  and  productivity 
k  get  prominent  display  in  most 
n  ufacturing  plants.  But  Dunham  is 
it  a  factory.  As  vice-president 
general  manager  of  service  for 
ledical  Systems,  he's  a  leading 
'ior  in  the  quest  by  ge  Chairman 
Welch  to  increase  the  company's 
ice  revenues,  while  improving 
ty  throughout.  And  having 
t  two  decades  in  ge's  industrial 
.,  he  brings  a  manufacturing 
-set  to  the  task, 
lat  means  Dunham  is  applying 
near-maniacal  quest  for  efficien- 


cy— and  its  bent  for  statistical  mea- 
surement— to  the  often  squishy  task 
of  boosting  services  productivity,  ge's 
numbers-driven  managers  believe 
that  every  process  can  be  broken 
down,  measured,  and  improved.  Now 
Dunham  is  using  the  same  tech- 
niques. A  few  years  ago,  he  heard  a 
talk  by  a  ge  manufacturing  exec  on 
using  matrices  to  improve  perfor- 
mance among  a  handful  of  factories. 
"By  golly,  I  found  I  could  apply  that 
concept  to  services,"  he  recalls. 

So  Dunham  has  developed  matrices 
that  track  problems  among  ge's  imag- 
ing machines  before  scheduled  main- 


tenance. Dunham  can  even  track 
how  quickly  local  units  respond  to 
calls. 

Analyzing  the  data,  Dunham 
ferrets  out  the  causes  of  discrep- 
ancies in  service  levels  in  differ- 
ent regions — and  even  individual 
service  people.  He  concluded,  for 
example,  that  10%  of  service  calls 
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involve  "pilot  error."  That  means 
a  hospital  is  not  using  equipment 
properly.  So  ge  is  improving 
training.  And  it  is  offering  sophis- 
ticated remote  diagnostic  soft- 
ware to  head  off  problems,  ge  auto- 
matically tracks  coolant  levels  inside 
scanners,  for  example.  When  they  fall 
to  a  certain  level,  electronic  sensors 
send  a  message. 

Over  the  long  run,  the  changes 
should  make  for  happier  customers 
as  costly  service  calls  are  cut.  And 
with  ge  bidding  for  many  contracts 
on  a  flat-fee  basis,  it's  betting  on 
making  money  by  driving  costs  down 
and  productivity  up.  "Every  dollar 
that  we  take  out  of  the  process  drops 
to  the  bottom  line,"  he  says.  To  a 
precision-minded  manager  like  Dun- 
ham, that's  the  best  measure  of  all. 


that  use  its  remote  diagnostic  software  for  cat  scans,  ge  doesn't 
let  customers  use  its  software  to  service  rivals'  equipment.  This 
has  raised  fears  among  independent  service  providers.  "Cus- 
tomers want  choices,"  says  Claudia  Betzner,  executive  director  of 

the  Independent  Ser- 
vice Network,  a  trade 
group.  GE  says  the  suit 
is  "meritless." 

Yet  the  greatest  challenge  facing  Welch  in  redirecting  ge 
may  well  be  human.  Service  was  always  a  backwater  in  a 
company  with  a  rich  engineering  heritage.  As  the  hot  shots 
from  services  gain  influence,  the  shift  has  brought  tension. 
"It's  been  hard  for  the  old  equipment  businesses,  where 
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building  the  latest  high-efficiency  this  and  high-e 
that  was  the  route  to  epaulets  on  your  shoulder,"  says 
With  customers  unwilling  to  pay  for  engineering  pe~ 
there's  no  going  back.  And  as  the  differences  among 
blur  and  old-line  manufacturing  businesses  begin 
closely  resemble  its  fast-moving  services  units, 
pushing  all  of  GE  to  take  on  a  more  entrepreneurial 
That  has  clearly  been  his  aim  since  he  began  reconfi 
company  15  years  ago.  Welch's  GE  is  still  a  work  in  p~ 
but  there  is  no  doubting  its  direction.  Welch  will  leave 
a  company  that  remains  synonymous  with  the  ever-c1 
American  economy. 

By  Tim  Smart  in  Fairfield,  Conn.,  with  bureau 


WHO  WILL  FILL  JACK'S  SHOES? 


With  Jack  Welch  set  to  retire  in 
four  years,  there  are  few  more 
tantalizing  questions  in  Corpo- 
rate America  than  who  will  replace 
the  legendary  ceo.  Neither  Welch  nor 
the  company  will  discuss  succession, 
and  no  obvious  heir-apparent  has  sur- 
faced. Even  as  the  clock  ticks  toward 
the  end  of  Welch's  tenure,  sources  close 
to  the  board  say  there's  lit- 
tle pressure  to  speed  the 
naming  of  a  successor,  "ge 
has  had  a  unique  ability  to 
match  a  man  with  his 
times,  and  I  expect  they'll 
do  it  again,"  says  Walter 
Wriston,  who  retired  from 
ge's  board  in  1993. 

That  doesn't  mean  the 
race  to  succeed  Welch  is 
not  well  under  way.  He 
has  a  stable  of  seasoned 
execs  vying  for  the  job. 
And  over  the  past  year, 
Welch  has  given  new 
tasks  to  a  younger  crop 
of  possible  heirs  and 
fortysomething  fast-track- 
ers. His  two-pronged 
strategy:  test  the  front- 
runners  while  also  devel- 
oping ge's  farm  team. 
OPEN  RACE.  It's  a  delicate 
balancing  act.  If  Welch 
anoints  an  heir,  he  could 
face  a  brain  drain  of  ge's 
most  seasoned  players. 
With  the  race  still  open, 
however,  headhunters  say 
it  has  been  remarkably 
difficult  to  lure  would-be  CEOs  away. 
"Jack  is  a  master  choreographer, 
keeping  these  people  challenged  and 
motivated,"  says  Gerard  R.  Roche, 
chairman  of  executive  search  firm 
Heidrick  &  Struggles  Inc. 

Insiders  and  GE  watchers  say  the 
shortlist  of  home-grown  contenders 
includes  W.  James  McNemey  Jr.,  47. 


The  ex-McKinsey  &  Co.  consultant 
came  up  through  GE  Capital,  did  a 
stint  in  Asia,  and  was  put  in  charge 
of  ge  Lighting  last  year.  Another  ris- 
ing star  is  Gary  L.  Rogers,  51,  head 
of  GE  Plastics.  Before  that,  Rogers 
turned  around  ge's  appliances  unit. 
And  in  1995,  Welch  tapped  Robert  L. 
Nardelli,  48,  to  fix  the  troubled  pow- 


WELCH'S  WOULD-BE  HEIRS 

ESTABLISHED  LEADERS 


DENNIS  DAMMERMAN  Age:  50  CFO  and  a  Welch  troubleshooter 
JAMES  MCNERNEY  Age:  47  Oversees  Lighting 
ROBERT  NARDELLI  Age:  48  Heads  Power  Generation 
GARY  ROGERS  Age:  51  Plastics  chief,  turned  around  Appliances 
GARY  WENDT  Age:  54  Built  GE  Capital  into  powerhouse 
ROBERT  WRIGHT  Age:  53  Ex-Capital  exec  turned  around  N'BC 

UP-AND-COMERS 

DAVID  CALHOUN  Age:  39  Runs  Transportation 
DAVID  COTE  Age:  44  Runs  Appliances 
MICHAEL  FRAZIER  Age:  38  Fast-tracker  on 
the  move  at  GE  Capital 
JEFFREY  IMMELT  Age:  40  Marketing  whiz 
MICHAEL  NEAL  Age:  43  Rising  Capital  star 
GARY  REINER  Age:  42  Heading  Welch's 
companywide  quality  push 


er-generation  unit.  Dennis  D. 
Dammerman,  50,  cfo  and  a  Welch 
troubleshooter,  is  also  in  the  running. 

Close  behind  these  four  are  slightly 
older  men  with  impressive  track 
records.  GE  Capital  Services'  Gary  C. 
Wendt,  54,  wrho  has  built  Capital  up  to 
about  one-third  of  ge's  overall  operat- 
ing profits,  is  a  strong  contender.  A 


close  rival  is  ex-Capital  exec  and 
chief  Robert  C.  Wright,  53.  A  clos 
friend  of  Welch's,  he  has  transfor 
the  TV  netw-ork  in  the  past  few  ye 
Were  Welch,  who  had  surgery  last 
year,  to  leave  early,  Wendt's  and 
Wright's  chances  could  grow. 

But  Welch  is  also  grooming  the 
new7  generation — and  some  suspe 
ge's  board  may  leapfr 
its  older  executives  b; 
naming  a  younger  mar 
After  heading  several 
ves  to  boost  manufacti 
ing  productivity,  Gary 
Reiner,  42,  is  overseeit 
Welch's  quality  push.  \ 
other  up-and-comer  is 
David  L.  Calhoun,  39, 
ran  the  key  corporate 
dit  group  at  ge  headqi 
ters.  In  May,  1995,  We 
named  him  to  run  Trai 
portation.  And  after-  ai 
impressive  two  years  { 
ge's  silicones  business, 
David  M.  Cote,  44,  is 
heading  up  Appliances 

Others  who  bear 
watching  include  Mich 
A.  Neal,  43,  a  former 
marketer  at  ge's  elect 
distribution  unit  now 
ing  up  through  the  ra 
at  GE  Capital,  Jeffrey 
Immelt,  40,  who  has  Y 
increasingly  importanl 
sales  and  marketing  p 
at  Plastics  and  Appli- 
ances, and  Michael  D 
Frazier,  38,  a  rising  star  within  G 
Capital  wTho  ran  ge's  Japanese  ur 
in  the  early  '90s.  Headhunters  th 
McNemey  and  Rogers  have  a  sli. 
edge.  But  the  list  of  possible  heii 
runs  long  and  deep.  And  it's  likel 
stay  that  way  until  the  tight-lipp 
Welch  decides  otherwise. 

By  Tim  Smart  in  Fail 
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AIM  International  Equity  Fund 


AIM  International  Equity  Fund  Investment  Results  as  of  June  30,  1996 


Average  Annual  Total  Returns 


Inception  (4/7/92)  .  .  . 

3  Years  

1  Year   


14.78% 

14.95 

15.06 


Growth  of  $10,000 

$17,925 
15,188 
11,505 


Did  you  know  that  seven  foreign  stock  markets  have  outpaced  the  U.S.  stock 
market  over  the  past  10  years?*  Smart  investors  realize  investing  a  portion  of  their 
assets  overseas  makes  sense.  The  question  is  how. 

Consider  a  proven  investment  strategy.  AIM  International  Equity  Fund's  profes- 
sional management  team  searches  worldwide  to  find  companies  whose  earnings 
are  growing.  It's  the  same  earnings-driven  discipline  that  guides  all  of  AIM's 
equity  hinds.  Over  time,  it's  heen  a  discipline  that's  worked.  Just  check  our  record. 

Of  course,  past  performance  can't  guarantee  comparable  future  results.  Interna- 
tional investing  can  pose  greater  risks  compared  with  U.S.  investments.  The  Fund's 
share  price  will  fluctuate  with  market  currency  and  political  climates.  With  these 
risks,  however,  also  is  the  opportunity  for  greater  rewards  and  greater  diversifica- 
tion than  investing  solely  within  the  United  States. 

For  more  complete  information,  including  charges  and  expenses,  ask  your 
financial  consultant  for  a  free  prospectus  and  Investors  Guide.  Please  read  the 
prospectus  carefully  before  you  invest  or  send  money. 

CALL  FOR  YOUR  FREE  INVESTOR  GUIDE 
1-800-246-4246 


AIM 


:  Morgan  Stanley  International  Perspective,  through  June  30, 1996.  Performance  results  are  historical  and  include  reinvestment  of  all  distributions,  changes 
>et  value  and  maximum  5.50%  sales  charges.  Investment  return  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  he  worth 
less  than  their  original  cost.  Performance  for  Class  B  shares,  which  began  on  9/15/94,  will  differ  due  to  a  difference  in  sales  charge  structure  and  Fund 
;.  A I  M  Distributors,  Inc.  9/96. 


Social  Issues 


HEALTH  CARE 


WHAT'S  A  TON  OF 
PREVENTION  WORTH? 

Allina  Health  is  trying  to  heal  the  sick-by  healing  society 


Gordon  M . 
Sprenger  does 
not  come  off 
as  a  radical. 
Pin-striped,  affable, 
and  soft-spoken,  the 
59-year-old  head  of 
Allina  Health  Sys- 
tems exudes  the  ca- 
sual air  of  a  family 
doctor  and  speaks  in 
the  lofty  tones  of  a 
college  professor.  His 
view  of  society  is 
rooted  squarely  in 
the  strong  communi- 
ty ethic  of  the  small 
Minnesota  farm  town 
where  he  grew  up. 

But  Sprenger  is, 
in  fact,  a  man  at  the 
edge  of  his  turbulent 
profession,  an  execu- 
tive with  an  auda-  " 
cious  vision  of  what  his  hospital  and 
managed-care  company  must  accomplish 
in  order  to  survive.  Medical  treatment 
alone,  he  argues,  does  not  constitute  ef- 
fective health  care.  Rather,  health  sys- 
tems increasingly  must  explore  medical 
solutions  through  social  work  and  public- 
advocacy. 

That's  why  Minneapolis-based  Allina 
this  year  has  set  up  a  free  clinic  for 


ALL  EARS:  Dr. 

Sprenger  set  up 
a  free  clinic  at  a 

Minneapolis 
school 


poor  kids  at  an  elementary  school  near 
one  of  its  hospitals,  the  first  of  its  kind 
in  the  nation.  Allina  doctors  have  begun 
working  with  local  police  to  counsel  for- 
mer gang  members  and  remove  their 
identifying  tattoos.  Company  executives 
are  lobbying  state  legislators  for  anti- 
tobacco  and  gun-control  initiatives. 

TMs  is  health  care?  "I'm  not  trying  to 
boil  the  ocean,"  says  Sprenger,  who  is 
using  his  perch  as  president  of  the 
Ameiican  Hospital  Assn.  to  tmmpet  the 
approach.  "But  hospitals  must  team  with 
communities  to  address  violence,  prob- 
lems of  our  youth,  unemployment,  and 
housing  with  the  same  vigor  we  attack 


illness."  Keep  kids  out  of  gang 
they'll  stay  out  of  the  emergencyl 
too.  Make  cigarettes  less  accessibj 
Allina  might  reduce  its  $36  milli| 
nual  tab  from  smoking-related  ill] 
Ultimately,  "every  social  proble 
comes  an  expensive  medical  prot 
PIE  IN  the  SKY?  The  notion  of  p| 
tive  care,  of  course,  has  become 
ed  industry  wisdom.  Hospitals 
the  U.  S.  offer  aids  education  ar 
ternity  wellness  programs,  and  I 
maintenance  organizations  havel 
tively  reduced  costs  by  targeting 
matics  and  diabetics  for  care  befoij 
need  doctors.  But  hospitals  and| 
health  organizations  still  largely 
the  social  phenomena  that  affect  I 
outside  their  walls.  Allina,  a  nj 
profit  group  formed  in  1994  frl 
hospitals  and  an  hmo  that  serves  [ 
half  of  Minnesota's  4  million  resida 
the  first  to  seriously  research  a| 
dress  public-health  trends.  It  rj 
"that  the  cost  of  health  care  ej 
across  the  whole  community,"  says 
Konigsberg,  a  health-care  consul!) 
Coopers  &  Lybrand. 

This  is  pretty  much  pie-in-tj 
stuff:  Allina  will  spend  $8  millic 
year  on  community  health  pre 
without  any  real  promise  of  a 
Indeed,  says  analyst  Kd 
Abramowitz  at  brokerage  Sanfl 
Bernstein,  these  are  the  soi 
schemes  that  government  shod 
funding.  "I  can  see  how  the  stj 
may  be  useful,  but  I  can't  see  hoi 
pitals  can  make  money  at  it,"  hel 

The  way  Sprenger  sees  it,  t| 
aggressive  community  health 
only  way  to  stay  in  business, 
surers  press  health  - 
providers  to  accept 
lower  rates  and  as 
medical  inflation  per- 
sists, hospitals  are 
slashing  staff  and  fa- 


NO  MARKE 
MAN:  An  e\ 

gang  meml 
undergoes  I 
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BEYOND  THE  O.R. 

How  Minnesota's  Allina  Health  Systems  mixes  health  care  with  social  policy 

SCHOOL  CLINIC  At  a  low-income  public  school,  Allina-sponsored  nurses  provide  on-site  1 
diagnosis  and  prescriptions  to  head  off  hospital  visits. 

TRANSPORTATION  Free  shuttle  service  to  doctors  for  elderiy  and  Medicaid  members 
reduces  cancellations  at  some  clinics  by  as  much  as  50%. 

EDUCATION  Paramedics  promote  recreational  safety  for  minors  and  other  health  issues,  ji 
or  advise  elders  on  dietary  habits. 

DATA  ANALYSIS  Allina  hopes  to  combine  health  records  with  police  reports,  for  exam- 
ple, to  identify  social  problems  that  can  affect  medical  outcomes. 

LOBBYING  Executives  pressure  state  politicians  to  pass  tobacco  taxes  and  gun  control, 

hoping  to  improve  long-term  community  health.  H  m 


TOSHIBA  TECHNOLOGY  SETS  THE  STANDARD. 


on.  It  separates  the  leaders  from 
followers.  It's  also  given  Toshiba  a 
jrent  perspective  on  multimedia 
i  the  beginning.  This  unique  view 

enabled  us  to  breathe  life  into 
nge  of  exciting  products  that  once 
ted  only  in  the  imagination.  We're 
Jd  to  have  started  a  revolution 

will  help  to  define  the  future.  But 
only  just  begun.  Get  ready  for 
ride  of  your  life. 


In  Touch  with  Tomorrow 

TOSHIBA 

http://www.toshiba.com 


Imagine  transforming  your  PC  into  a  robust 
entertainment,  information  and  communi- 
cations nerve  center.  A  place  where  thrilling 
3D  games  meet  spectacular  graphics. 
Movies  merge  with  music.  And  videophone 
and  faxing  capabilities  are  just  a  keystroke 
away.  Now  imagine  doing  it  all  with  just 
one  chip.  That's  what  the  new  MPACT™ 
media  processor  makes  possible.  Developed 
by  Toshiba  and  Chromatic  Research,  Inc., 
this  little  powerhouse  delivers  all  the 
advanced  functions  that  previously  required 
multiple  add-on  boards.  Amazed?  Don't  be. 
Just  call  1-800-879-4963. 


is  a  trademark  of  Chromatic  Research.  Inc 


Toshiba  Multimedia 


Social  Issues 


cilities  to  the  bone.  Last  year,  not-for- 
profit  Allina  produced  a  $30  million  sur- 
plus on  $2  billion  in  revenue — but 
Sprenger  worries  that  such  margins 
can't  last.  "In  a  few  years,"  he  says, 
"there's  just  not  going  to  be  enough 
money"  for  those  who  need  critical  care. 
INTERVENTION.  Cut  out  preventable 
costs,  he  reasons,  and  enough  will  be 
left  to  assure  quality  care — and  lower 
insurance  premiums.  So  Allina  pays 
paramedics  to  lead  helmet-awareness 
seminars  in  local  parks  to  reduce  roller- 
blading  injuries.  It  sponsors  a  network 
of  vans  to  transport  the  elderly  to  doc- 
tors' offices,  preventing  the  no-shows 
that  eat  into  physicians'  revenue.  Allina 
approached  a  Minneapolis  police  de- 
partment task  force  to  help  reduce 
gang-related  violence.  It  now  is  treating 
27  ex-gang  members  to  remove  old  tat- 
toos, which  otherwise  mark  them  as 
targets  for  violence. 

At  Anderson  Schools,  four  AJlina-paid 
nurses  treat  400  mostly  poor  students 
for  everything  from  asthma  to  malnu- 
trition. Allina  hopes  it  can  intervene 
with  parents  and  stanch  a  "culture  of 
poverty"  that  requires  nearly  $100  mil- 
lion in  free  hospital  services  to  unin- 
sured patients  each  year.  "Hopefully, 


this  will  reduce  unnecessary  er  visits 
and  hospitalization,"  says  pediatric  nurse 
Cynthia  Brady.  "But  at  the  very  least,  I 
can  see  students,  examine  them,  and 
send  them  back  to  class." 

Allina  also  is  venturing  into  data 
analysis  to  produce  "community  health 
assessments."  It  is  combining  patient 
records  with  reports  from  police, 
schools,  and  state  agencies  to  get  at  the 


"Every  social  problem 
becomes  an 
expensive  medical 
problem" 


causes  of  illness  and  deaths.  If  it  sees  a 
high  absenteeism  rate  due  to  a  flu,  for 
example,  Allina  can  give  vaccinations — 
or  contact  the  school  board  to  fix  a 
drafty  building.  Similarly,  it  hopes  to 
rely  on  paramedics  to  receive  data  on 
instances  of  spousal  abuse,  or  on  acci- 
dents from  roads  that  could  be  repaired. 

The  state's  business  community  is 
showing  tentative  support  for  Sprenger's 


early  moves.  Nearly  a  dozen  empB 
have  signed  multiyear  contract™ 
Allina's  HMO,  and  overall  enrollmM 
up  17%  in  two  years.  But  otheM 
wary  of  Allina's  vocal  support,  red| 
as  anti-business,  for  a  tobacco  tM 
restrictions    on    cigarette  vei 
machine  access.  And  even  soi 
Sprenger's  allies  aren't  yet  con1 
how  effective  Allina  can  be  as  a 
agent.  "It's  a  question  of  how  far  ; 
with  this,"  says  board  member  V 
W.  George,  ceo  of  medical  device 
Medtronic  Inc.  George  generalh 
ports  Allina  but  has  misgivings 
whether  Sprenger's  idealism  will 
results:  "I  like  visions  for  problen 
are  possible  to  correct." 

Not  confronting  such  issues  n 
far  more  expensive.  Sprenger  "is 
to  convince  us  that  we  pay  for 
social  problems  now  or  we  pay  foi 
later  in  the  form  of  higher  prem 
says  Duane  Benson,  executive  di 
of  the  Minnesota  Business  Partn< 
an  employer  group.  Sprenger  hin 
encouraged.  "Soon,  we'll  be  able  t 
front  the  skeptics  with  real  hard 
bers  that  prove  this  is  working 
skeptics  are  waiting  with  interes 

By  Ron  Stodghill  II  in  Minim 


Atoctive,  Affordable,  Available: 
Ceco  Pre-Engineered  Buildings 

For  nearly  five  decades  we  have  specialized  in  providing  attractive  pre-engineered  buildings  with 
quality  metal  roofs,  all  at  predictable  prices  and  construction  schedules.  We  are  Ceco  Building 
Systems,  recognized  nationally  by  many  of  the  Fortune  500  companies  and  available  locally  through 
authorized  Ceco  builders.  Dial  1  -800474-CECO. 
For  a  copy  of 

"The  Construction  Guidebook,"  ^^___^_^^|^^^^^__|^^^^^^^^^^^ 
give  us  a  call.         .jfr  !§nflPPliP^::  ,  >^^^T'' 


All  parents  dream  of  their  child  winning  a  college  scholarship. 
But,  obviously,  you  can't  count  on  it.  That's  why,  at  The  Hartford, 
added  mutual  funds  to  our  existing  portfolio  of  investment  products.  They're  a  great  way 
i for  anything  from  a  second  home  to  a  college  tuition.  It's  also  reassuring  to  know  they're 
(Jed  by  Wellington  Management  Co.  and  The  Hartford  Investment  Management  Co.,  two 
'izations  with  a  proven  record  of  success. 

if  you're  planning  your  child's  future,  look  to  The  Hartford.  After  that,  feel  free  to  invest 
outdoor  basketball  hoop. 

:ORD  MUTUAL  FUNDS.  INC  ARE  UNDERWRITTEN  BY  HARTFORD  SECURITIES  DISTRIBUTION  COMPANY.  INC  FOR  MORE  COMPLETE  INFORMATION 
IG  A  PROSPECTUS  PLEASE  CONTACT  HARTFORD  SECURITIES  DISTRIBUTION  COMPANY.  INC  AT  1  -800-445-6385  PLEASE  READ  IT  CAREFULLY  BEFORE 
.ST  OR  SEND  MONEY 
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Prepared  for 
Tomorrow. 
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Government 


TURNAROUNDS 


tertainment  investments,  have  been 
losers,  and  Comsat's  total  operating  in- 
come has  plunged  35%  for  that  period. 
The  stock,  which  hit  $32  in  May,  now 
trades  around  $22. 

Some  of  Alewine's  problems  stem 
from  Comsat's  unusual  history.  Comsat 
was  created  by  Congress  in  1962  as  a 
public  company  to  lead  an  effort  to  form 


COMSAT'S  TURBULENT  EARNINGS 


CAN  COMSAT 

GET  BACK  IN  ORBIT? 

Regulation  is  slowing  the  international  satellite  company 

With  passage  of  the  Telecommuni- 
cations Act  of  1996,  competition 
is  breaking  out  all  over,  right?  Not 
quite.  The  market  for  global  satellite 
communications  remains  dominated  by 
two  international  satellite  organizations 
dsns),  largely  relics  of  the  cold  war.  And 
Comsat  Corp.,  the  public  company  cre- 
ated  as   the    U.  S. 
proxy  and  investor 
in  the  two  systems 
remains  tightly 
under  the  thumb 
of  the  Federal 
Communications 
Commission. 

That's  why  Com 
sat's  new  chief  executive 
Betty  C.  Alewine,  is  scram- 
bling. Alewine,  48,  is  pushing  a 
controversial  Clinton  Adminis- 
tration plan  to  overhaul  one  of 
the  isos,  known  as  Intelsat, 
by  spinning  off  many  of  its 
satellites  into  a  private  com- 
pany. An  overhaul  of  the  other 
iso,  Inmarsat,  could  follow 
next  summer.  At  the  same 
time,  she  is  pressing  Congress 
and  the  FCC  to  loosen  Com- 
sat's regulatory  shackles.  And 
she  needs  to  bring  strategic 
focus  to  a  company  that  has 
angered  institutional  investors 
by  wandering  into  money-los- 
ing ventures  like  owning  the 
Denver  Nuggets  basketball 
team.  Warns  William  Smith, 
who  heads  a  Denver  invest- 
ment research  firm:  "The  pres- 
sure is  building." 

It's  easy  to  see  why.  Nearly 
half  of  Comsat's  $852  million 
in  1995  revenue  was  generated 
by  selling  satellite  time  on  the  Intelsat 
and  Inmarsat  systems.  But  prices  have 
been  slipping,  thanks  to  stiff  competition 
from  alternative  transmission  sources 
like  cheaper  fiber  optic  cable  laid  by 
global  phone  giants.  That  sent  operating 
results  from  those  core  businesses  reel- 
ing 12%  in  the  first  half  of  1996.  Mean- 
while, foreign  communications  ventures 
in  places  like  Russia,  as  well  as  the  en- 


IB 


them  slow  to  enter  new  markets.  Si 
start  competitors  like  PanAmSat  C 
which  recently  agreed  to  merge  its  jj 
lite  business  with  that  of  Hughes 
tronics  Corp.,  have  won  a  chunk  o 
exploding  satellite  television  market. 
Comsat  is  on  a  tight  leash  at  h 
where  the  FCC  must  approve  son 
its  rates,  which  are  then  made  pi 
"Your  competitors  see  everything 
do,"  grouses  Comsat  Vice-President 
H.  Mattingly.  Rivals  like  PanAmSat 
have  to  publish  rates  with  the  FC( 
lowing  customized  pricing. 
UNFAIR  ADVANTAGE.  Restructuring!^  £•  > 
isos  could  liberate  Comsat  signifies 
The  proposed  spin-off  of  up  to  11 
telsat's  satellites — it  now  has  24 — i 
private  company  will  be  considered  ! 
April  by  the  member  countries.  '  .  o 
would  allow  the  new  company  to  i  .  30-year-ol 
swiftly  in  the  booming  sat' 
business.  It  would  also  ; 
Comsat  to  recoup  possibly 
dreds  of  millions  of  dollars 
the  ipo  of  the  new  com]. 
But  competitors  are  lobbim 
against  ongoing  investmei 
the  spin-off  by  the  current 
ers,  arguing  that  continue( 
uity  ties  to  the  global  connh 
nications  giants  would  gT1  r. 
an  unfair  advantage. 

The  immediate  challenge  ,  . 
Alewine,  who  declined  to 
ment  for  this  story,  is 
vive  Comsat's  earnings  anfctt 


;C0MMU 


cus.    Analysts  expect 
company  will  move  soon  to 
off  the  entertainment  unit 
pletely — a  20%  stake  was 
to  the  public  last  Decemblti 
and  possibly  sell  its  nit 
facturing  opera™ 
That  would 
Alewine  to  <si 
centratit'' 


are  provid 

8  tO  how 

shape 
regulation; 
bi 


a  global  satellite  system  linking  the 
world's  democracies.  Intelsat  and  In- 
marsat grew  out  of  that  effort.  Through 
Comsat,  which  owns  19%  of  Intelsat 
and  24%  of  Inmarsat,  the  U.  S.  has  the 
largest  stake  in  both  entities. 

But  both  organizations  are  subject  to 
the  plodding  oversight  of  the  virtual 
United  Nations  of  telecom  that  governs 
INTELSAT  and  Inmarsat.  That  has  made 


the  core  satellite  ^ 
business — just  as  a 
slew  of  competitors,  in- 
cluding Hughes,  TRW,  and 
Loral  Space  &  Communica- 
tions Ltd.,  prepare  to  launch 
scores  of  new  satellites.  The  political 
maneuvering  may,  in  the  end,  be| 
easy  part. 

By  Amy  Barrett  in  Washing 
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^COMMUNICATIONS 


TELECOM  YANKEE 
EFENDS  ITS  TURF 

t  Connecticut's  SNET  keep  AT&T  and  other  titans  at  bay? 

kavid  E.  Joslin  of  Leb- 
lanon,  Conn.,  may  be  a 
I  harbinger  of  the  telecom 
"future.  Sick  of  telemar- 
g  calls  from  big-name 
distance  companies,  Jos- 
i  30-year-old  computer 
lies  designer,  chose  the  ] 
carrier  in  his  state  that 
i  local  and  long-distance 
g  on  one  bill:  Southern 
England  Telecommunica- 
Corp.  (snet),  a  $1.84  bil- 
1 18-year-old  independent 
3  company  that  serves 
Connecticut.  A  few  months 

he  heard  that  snet  of- 

Internet  access.  Since 
already  had  his  billing  in- 
ition,  he  signed  up  with  a 
nouse  clicks  and  a  phone 
Time  is  money,"  he  says, 
nnecticut's  phone  cus- 
■s  are  providing  important 

as  to  how  the  telecom 
!  will  shape  up  now  that 
U  regulations  barring  com- 
on  have  been  quashed. 

before  Congress  passed 
eping  deregulation  bill  last 
aary,  the  Nutmeg  State 
oosening  restrictions  on  local  and 
te  toll  calls,  allowing  new  entrants 
ge  as  at&t  and  as  small  as  cellular 
tor  Connecticut  Telephone  to  storm 
larket.  So  far,  14  companies  have 
authorized  to  offer  local  service  in 
tate,  and  130  can  carry  in-state 
lis.  And  all  of  them  are  after  New 
l-based  snet. 


The  stakes  for  the  defender  are  bru- 
tally high:  win  or  be  swallowed.  Bell 
Atlantic  and  Nynex,  which  cover  all  of 
the  Northeast  coast  except  Connecti- 
cut, have  announced  plans  to  merge.  If 
the  merger  goes  through  on  schedule 
by  early  next  year,  snet,  the  hole  in 
the  middle  of  this  telecom-rich  dough- 
nut, could  be  a  prime  takeover  target. 


The  two  companies  deny  any  interest  in 
SNET,  but  they  also  question  its  ability 
to  stay  single.  "We  certainly  thought 
we  needed  to  be  bigger  to  survive," 
says  Nynex  Chair-man  Ivan  Seidenberg. 
"I  don't  know  what  they're  thinking." 

snet's  strategy:  come  up  with  the 
services,  prices,  and  marketing  that  will 
keep  customers  from  switching.  It  has 
no  time  to  dither.  Tele-Communications 
Inc.  (tci)  and  a  handful  of  other  com- 
petitors are  already  offering  limited  local 
service.  Once  the  state  sets  local  resale 
rates  early  next  year,  other  rivals  will 
start  grabbing  local-calling 
business.  The  incumbent's 
ability  to  handle  the  chal- 
lenge will  resonate  far 
beyond  its  region — its  fate 
could  be  an  omen  for 
the  900  or  so  non-Bell  local 
companies. 

Despite  its  small  size, 
snet  has  some  important  ad- 
vantages. Because  it  wasn't 
part  of  the  Bell  System  at 
the  time  of  the  1984  divesti- 
ture, snet  was  never  subject 
to  the  same  federal  restric- 
tions as  the  Baby  Bells.  It  got 
the  go-ahead  from  regulators 
to  offer  long  distance  in  1994; 
the  Bells  are  a  year  or  more 
away  from  chasing  the  same 
prize.  Connecticut  regulators 

BRUTAL  STAKES 
SNET's  ability  to  handle 
local-calling  competition 
could  be  a  harbinger  for 
the  900  or  so  non-Bell 
local  companies 

also  granted  snet  the  nation's  first 
statewide  cable-TV  franchise  on  Sept. 
25.  The  company  expects  to  roll  out  ser- 
vice early  next  year,  using  a  $4.5  billion 
fiber-optic  and  coaxial  cable  network 
able  to  carry  voice,  video,  and  data 
simultaneously. 

SNET  has  wasted  no  time  going  after 
new  markets.  It  began  reselling  Sprint 


LOCAL  PHONE  SERVICE 

SNET  is  still  the  only  pro- 
vider in  the  $640  million 
market,  but  full  competition 
should  begin  early  next  year. 
Among  14  companies  al- 
ready authorized  to  provide 
service:  AT&T,  MCI,  Sprint, 
and  Tele-Communications. 


LONG  DISTANCE  SNET  has 
grabbed  an  estimated  20%  of 
the  state's  $500-$550  million 
toll-call  market  since  it  started 
offering  service  in  1994.  More 
than  130  companies  have  been 
authorized  to  provide  service, 
but  the  market  is  dominated  by 
AT&T,  SNET,  and  MCI. 


CABLE  TELEVISION  At  84%  of 

households,  Connecticut  has  the 
second-highest  cable  penetra- 
tion in  the  U.S.  TCI  and  Cable- 
vision  dominate  the  $375  mil- 
lion market.  SNET  won  a  state- 
wide franchise  in  September.  It 
will  start  service  in  1997. 

DATA:  SNET.  MERRILL  LYNCH,  BUSINESS  WEEK 
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Corp.  out-of-state  long-distance  service 
in  April,  1994.  To  date,  snet  has  signed 
up  about  30%  of  its  customers  for  the 
service  and  has  20%  of  the  $550  mil- 
lion market  for  Connecticut's  interstate 
calls,  estimates  Merrill  Lynch  &  Co.  an- 
alyst Richard  C.  Toole.  He  figures  that 
in  Connecticut,  at&t's  market  share  has 
dropped  from  60%  to  less  than  50%, 
thanks  to  snet.  "The  voracity  with 
which  AT&T  is  competing  in  Connecti- 
cut indicates  they're  not  pleased  with 
their  market  share,"  says  Yankee  Group 
Inc.  consultant  Boyd  C.  Peterson. 

Indeed,  based  on  what's  happening 
in  Connecticut,  it  looks  like  the  local 
phone  monopolies  may  be  better  com- 
petitors than  many  analysts  expected. 
Not  that  snet  is  the  model  of  a  modern 
phone  company.  Despite  cost-cutting 
moves,  at  the  end  of  the  first  half,  it 
had  41.5  employees  for  every  10,000  ac- 
cess lines,  compared  with  an  average  of 
30.8  for  the  Baby  Bells.  Only  56%  of  its 
network  has  been  converted  to  digital 
lines,  which  are  critical  for  carrying 
new  high-speed  services  such  as  fast 
Internet  access.  Neighboring  Nynex  has 
upgraded  81%  of  its  lines  with  digital 
technology. 

NICKEL  RIDE,  snet  is  proving  its  mar- 
keting savvy,  however.  In  May,  when 
at&t  offered  Connecticut  residents  a 
rate  for  in-state  calls  of  5(2  a  minute,  it 
took  snet  just  a  day  to  come  back  with 
its  own  savings  plan:  billing  all  in-state 
toll  calls  in  one-second  increments  rather 
than  rounding  up  to  the  next  minute,  as 
at&t  does.  In  July,  snet  offered  $75  in 
free  out-of-state  calls  for  three  months. 

But  snet  can't  succeed  on  market- 
ing alone.  Ultimately,  it  wants  to  be 
able  to  offer  local,  long-distance,  cable, 
wireless,  and  Internet  services,  all  on 
one  bill,  with  one  service  rep.  It's  gam- 
bling on  the  $4.5  billion  network  up- 
grade— due  to  be  completed  by  2007 — to 
keep  customers  in  its  court  with  all 
sorts  of  interactive  services,  such  as 
video  calling  and  home  shopping. 

In  the  meantime,  snet  is  moving  on 
the  regulatory  front  to  delay  competi- 
tion. In  May,  it  tried  to  get  itself  classi- 
fied as  a  rural  phone  company  so  that  it 
could  continue  as  a  monopoly  under  a 
waiver  set  up  by  federal  laws.  Com- 
petitors were  incredulous — Connecticut 
is  one  of  the  most  densely  populated 
states — and  state  regulators  said  no.  In 
August,  snet  tried  again,  filing  court 
challenges  to  a  federal  ruling  on  the 
wholesale  rates  it  must  offer  competitors 
that  want  to  resell  its  service.  Those 
challenges  are  still  pending. 

snet  knows  that,  at  most,  it  can  de- 
lay competition,  not  prevent  it.  "We  rec- 


ognize that  all  our  markets  will  be  open, 
and  that's  not  a  bad  thing,"  says  snet 
general  counsel  Madelyn  M.  DeMatteo. 
at&t,  which  aims  to  start  testing  local 
service  in  Connecticut  by  yearerid, 
brings  a  lot  of  firepower  to  the  contest, 
especially  in  terms  of  brand  image.  In 
consumer  surveys,  70%  of  Connecticut 
residents  said  they  would  choose  at&t 
for  all  calling  needs.  "I  don't  get  up 
every  morning  and  climb  in  the  bunker 
and  worry  about  what  snet  has  done 
the  day  before,"  says  David  Bogue, 
at&t's  Connecticut  vice-president. 

snet,  though,  has  reason  to  worry. 
Competitors  are  likely  to  grab  15%  of 
its  $650  million  a  year  in  local  rev- 
enues, says  Lehman  Brothers  Inc.  an- 
alyst Blake  Bath.  "We  have  nowhere  to 
go  but  down  in  local,"  admits  Ronald 
M.  Serrano,  head  of  corporate  develop- 
ment for  snet.  And  companies  from 


all  over  are  eager  to  try  their  ha 
local  calling  in  Connecticut.  "It's  qiSe 
fishbowl  for  testing  in  the  telecoimi 
nications  arena,"  says  Terri  B;jfc: 
marketing  director  of  tci's  TelepBn 
Services  Div. 

To  ready  the  company,  ceo  Dari  , 
Miglio  wants  to  diversify  through  si«t. 
gic  partnerships,  snet  just  joined  Asr 
cast,  a  programming  joint  venture 
BellSouth,  gte,  sbc  Communication^) 
Walt  Disney.  Miglio  has  also  slashed  58i 
17%  over  the  past  four  years  an^a 
the  workforce  by  13%,  to  9,000. 

But  all  the  partnerships  and  cosm  rjti 
ting  will  not  give  snet  the  markiin 
clout,  economies  of  scale,  or  finsjei; 
muscle  of  the  telecom  titans  it  is  io\ 
to  face.  That  may  not  matter,  howjre 

if  one  of  these  rivals  decides  it  vkil  

rather  buy  than  fight. 

By  Susan  Jackson  in  New 


VIDEOCONFERENCING 


PICTURETEL  FIGHTS  TO  STAY 
IN  THE  PICTURE 

With  Intel  moving  in,  the  videoconferencing  pioneer  refocie 


Norman  E.  Gaut  is  sick  at  home 
with  the  flu.  But  that  doesn't  stop 
the  ceo  and  chairman  of  PictureTel 
Corp.  from  conducting  a  face-to-face  in- 
terview from  his  study.  Using  the 
videoconferencing  technology  his  com- 
pany pioneered,  he  appears  on  a  PC 
screen  20  miles  away  in  Boston,  looking 
a  bit  peaked.  "Isn't  this  wonderful?"  he 
says,  gamely  trying  to  smile.  "I  get  a 


AT  COLGATE:  PictureTel  aims  to  s 
up  and  run  systems  for  its  client: 

 C— 

lot  of  work  done  at  home  this 

PictureTel's  vision — that  this  kii 
electronic  meeting  would  be  como. 
place — launched  the  company  ha* 
1984.  Over  the  past  12  years,  inchjir 
some  lean  ones,  Gaut  refined  Pictur  es 
technology  and  wooed  customers,  raiin 
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Information  Processing 


from  Ford,  IBM,  and  Bell  Atlantic  to  the 
Little  Red  River  Cree  Indians  in  north- 
western Canada,  who  use  the  equipment 
to  link  isolated  villages  during  the  winter. 

The  early  systems  were  big  and  ex- 
pensive, and  the  pictures  weren't  al- 
ways great.  Today,  better  technology — 
both  in  computer  chips  and  the  phone 
network — is  cutting  the  price  and  im- 
proving the  quality,  setting  the  stage 
for  videoconferencing  to  go  mainstream. 
PictureTel,  with  52%  of  the  market  for 
group  videoconferencing  systems — set- 
ups to  handle  boardroom-size  meetings 
that  cost  from  $15,000  to  $40,000— 
should  be  ready  to  cash  in. 

But  just  as  this  magic  moment  ar- 
rives, PictureTel  faces  an  avalanche  of 
lower-cost  technology,  much  of  it  coming 
from  a  daunting  opponent:  Intel  Corp. 
Already,  add-on  hardware  and  software 
to  convert  a  PC  into  a  desktop  video- 

JUST  WHEN  ITS  LEAD  IN 
GROUP  VIDEOCONFERENCING.. 
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conferencing  system  outsell  group  set- 
ups 12  to  1. 

Now,  the  computer-chip  giant  is  mak- 
ing a  renewed  push  into  the  market. 
Sales  of  its  ProShare  system,  introduced 
three  years  ago,  were  disappointing: 
fewer  than  100,000  units.  But  Intel  has 
a  new  ProShare  and  is  pushing  harder 
than  ever — partly  because  Intel  ceo  An- 
drew S.  Grove  thinks  video  will  drive 
demand  for  Intel  chips.  This  Christmas, 
Compaq  Computer  Corp.  will  bundle 
ProShare  on  some  models,  and  other 
major  PC  makers  are  expected  to  fol- 
low. "Up  to  now,  our  competitors  have 
had  the  same  size  boxing  gloves  that 
we  have,"  Gaut  says.  "Intel  has  boxing 
gloves  the  size  of  a  car." 
virtual  VISITS.  There's  also  competition 
from  the  Internet.  Startup  White  Pine 
Software  Inc.  is  commercializing  cu- 
SeeMe,  an  Internet  videoconferencing 
technology  from  Cornell  University  that 
lets  cybernauts  enjoy  virtual  visits  using 
only  a  cheap  camera  and  cu-SeeMe  soft- 
ware. On  Oct.  14,  VDONet  Corp.,  based  in 
Palo  Alto,  Calif.,  rolled  out  a  $150  In- 
ternet videophone  that,  the  company 


says,  can  operate  over  regular  phone 
lines,  instead  of  the  special  ISDN  lines 
required  in  most  desktop  setups. 

How  will  PictureTel  cope?  With  Intel 
putting  huge  research  efforts  into  video, 
PictureTel's  technology  edge  is  bound  to 
erode,  Gaut  concedes.  For  example,  by 
next  summer,  some  pes  will  have  Intel's 
new  mmx  multimedia  processor  chip,  giv- 
ing them  built-in  video  capability. 

PictureTel's  plan  is  to  consolidate  its 
lead  where  Intel  isn't — in  group  video- 
conferencing, while  keeping  a  hand  in  at 
the  low  end.  Gaut  will  continue  to  sell  the 
$1,500  Live  200  system  for  PCs  but  does 
not  expect  to  make  any  money  there, 
where  price  competition  will  be  intense. 
He  says  it's  important  to  understand  that 
market  and  to  make  sure  that  his  group 
videoconferencing  systems  work  with 
ProShare  and  other  desktop  systems  that 
home-based  workers  and  others  might 

...IS  FINALLY  PAYING  OFF 
FOR  PICTURETEL... 
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use  to  join  in  a  videoconference.  "We 
plan  to  be  the  glue  that  will  hold  video- 
conferencing together,"  says  Gaut. 

For  the  strategy  to  work,  Gaut  needs 
to  recruit  key  partners.  PictureTel  ex- 
pects to  close  a  deal  with  network 
equipment  maker  3Com  Corp.  by 
yearend  and  is  negotiating  with  other 
data-network  companies.  Last  year,  Mi- 
crosoft Corp.  selected  PictureTel's  data- 
conferencing  technology,  which  enables 
people  to  view  and  work  on  a  document 
simultaneously  across  a  network 

PictureTel  is  also  trying  to  create  a 
buffer  in  the  middle  of  the  market. 
SwiftSite,  a  $9,000  system  introduced 
on  Oct.  15,  is  portable,  relatively  simple 
to  use,  and  has  features  of  more  expen- 
sive systems  such  as  a  movable  zoom 
camera.  "Other  machines  have  broken 
the  $10,000  barrier,  but  their  perfor- 
mance wasn't  good  enough,"  says  Al- 
bert Lill,  an  analyst  with  Gartner  Group. 
SwiftSite,  says  Gaut,  could  account  for 
5%  to  10%  of  what  analysts  project  will 
be  $615  million  in  sales  in  1997. 

Another  way  Gaut  hopes  to  avoid  the 
low-margin  hardware  fight  is  to  make 


PictureTel  a  provider  of  videonfi 
encing  services  for  phone  comili 
Internet  services,  and  corporatiorf 
tureTel  will  sell  and  maintain  syi 
run  conference  rooms,  and  man;| 
the  details.  Thirty  companies  in< 
Ford,  Swiss  Bank,  and  Colgate-) 
live  have  hired  PictureTel  to 
videoconferencing  operations. 
LOCKING  HORNS.  Ford  Motor  CoA 
on  its  system  for  Ford  2000,  a  p^di 
development  effort  involving  enjp 
on  three  continents,  and  is  happy 
PictureTel.  Says  Hank  Krizciuk, 
of  telecommunications  services  at! 
"Videoconferencing  is  very  labo 
sive  technology.  PictureTel's  global 
operations  are  a  real  asset."  Gau 
service  revenue  to  rise  from  aroi 
million  this  year  to  $100  million  b 

Analysts  like  what  Gaut  has 
far.  They  estimate  that  the  conl 
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revenue  will  jump  28%,  to  $615  l 
in  1997,  from  a  projected  $480 
this  year.  The  consensus  view  or 
ings  is  for  $34  million  this  year- 
jump  over  1995 — and  $47  million  i 
The  company's  stock,  howevei 
trades  at  35,  down  from  45  in  Fel 
reflecting  concerns  about  compet: 

The  service  thrust  does  ha 
downside:  It  may  pit  the  co? 
against  its  biggest  distributors 
mci,  local  phone  companies  in  th( 
and  national  carriers  in  Europe, 
companies  want  to  sell  videocon 
ing  as  part  of  telecom  "bundle 
business  customers.  PictureTel  a 
Communications  Corp.  alreadj 
locked  horns  over  customers  th 
are  pursuing  for  videoconferencii 

Gaut  acknowledges  that  develc 
service  business  without  alienati 
distributors  will  be  the  hardest 
his  job  in  the  next  few  years.  "Th 
is  very  real,"  he  says — and  so  z 
other  challenges  popping  up,  in  f 
tion  video,  on  PictureTel's  screen. 

By  Paul  C.  Judge  in  Lawrence, 
unth  Andy  Reinhardt  in  San  Frc 


- 
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The  Corporation 


MANAGEMENT 


THEY  SNOOP 
TO  CONQUER 


As  rivalry  gets  ever  more 
ferocious,  Corporate 
America  is  turning  to 
"competitive  intelligence" 

■  t  was  a  brutal  internal  corporate 
I  battle.  On  one  side:  anxious  market- 
I  ing  managers  at  Monsanto  Co.'s 
I  Nutrasweet  unit.  On  the  other:  the 
subsidiary's  secretive  competitive  intel- 
ligence (ci)  operation. 

According  to  sources  familiar  with 
the  events,  customers  told  Nutrasweet 
sales  reps  in  1991  that  the  U.  S.  Food  & 
Drug  Administration  was  about  to  ap- 
prove a  rival  sweetener  from  Johnson  & 
Johnson,  called  sucralose.  So  Nutrasweet 
managers  proposed  to  then-Chairman 
and  Chief  Executive  Robert  E.  Flynn  a 
three-year,  $84  million  defensive  ad  blitz 
to  help  preserve  Nutrasweet's  two- 
thirds  share  of  the  $1.5  billion  market. 

Then  Nutrasweet's  CI  unit  stepped 
forward.  Like  the  Central  Intelligence 
Agency  analysts  whose  techniques  they 
borrow,  the  corporate  snoops  had  care- 
fully cultivated  contacts  among  regula- 
tors at  the  FDA  and  in  Canada,  which 
had  already  approved  sucralose.  The 
sources  helped  the  analysts  conclude 
that  fda  approval  wasn't  imminent — 
and  that  the  outlay  would  be  a  waste  of 
money.  The  recommendation  created  in- 
ternal friction,  forcing  Flynn  to  make  a 
tough  choice.  Siding  with  the  intelligence 
analysts,  he  delayed  the  advertising.  It 
was  a  good  call:  Five  years  later,  the 
fda  still  hasn't  0.  K.'d  sucralose. 
"imperative."  The  tale  of  how  competi- 
tive intelligence  saved  a  company  mil- 
lions is  unusual  only  because  people  were 
willing  to  discuss  it.  Indeed,  one  of  Cor- 
porate America's  biggest  secrets  is  that 
more  and  more  companies  have  in-house 
operations  to  keep  tabs  on  rivals.  The 
number  of  large  corporations  with  ci 
units  has  tripled  since  1988  to  about  10%, 
estimates  David  H.  Harkleroad,  director 
of  business  intelligence  for  the  Futures 
Group  Inc.,  a  Glastonbury  (Conn.)  con- 
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ng  firm.  CI  "is  an  imperative  for  sur- 
P  declares  Robert  C.  Mauch,  re- 
I  president  and  ceo  of  ugi  Corp.'s 
riGas  Propane  Inc.,  a  $1  billion  Val- 
•'orge  (Pa.)  gas  marketer, 
"hat  is  competitive  intelligence?  It's 
illegal  spying  or  theft  of  trade  se- 
s.  Rather,  it  is  much  like  the  classic 
igence  gathering  that  has  long  been 
to  guide  public  policy.  But  in  the 
xrate  world,  ci  experts  have  a  more 
lie  goal:  to  give  executives  a  sys- 
tic  way  to  collect  and  analyze  pub- 
formation  about  rivals  and  use  it  to 
>  decisions.  "I  don't  ever  want  to  be 
fair  fight,"  says  Quaker  State  Corp. 
i  rman  and  ceo  Herbert  M.  Baum. 


"I  want  an  edge  everyplace  I  go." 

ci  can  be  used  both  tactically  and 
strategically.  It  borrows  tools  and  meth- 
ods from  strategic  planning,  which  takes 
a  broad  view  of  the  market  and  how  a 
company  hopes  to  position  itself,  and 
from  market  research,  which  is  more  fo- 
cused on  customers'  desires.  Corporate 
snoops — including  anyone  from  librarians 
to  ex-government  spooks — focus  on  the 
broad  competitive  environment,  adding 
an  analytical  twist:  the  anticipation  of  a 
rival's  move,  ci  serves  as  a  radar  screen, 
spotting  new  opportunities  or  helping 
avert  disaster.  It's  also  controversial. 
Murky  ethical  and  legal  boundaries  have 
kept  many  away  from  the  practice. 

Using  techniques  that  range 
from  Internet  surfing  to  rooting 
through  trash  bins,  analysts  dig 
up  everything  from  rivals'  new 
products   and  manufacturing- 
costs  to  profiles  of  executives 
and  their  decision-making.  The 
'  oddest  things  can  come  in  handy. 
I  Anne  E.  Selgas,  Eastman  Ko- 
'  dak  Co.'s  director  of  competitive 
intelligence,  regularly  reads  an 
extensive  list  of  publications  that 
even  she  considers  a  tad  bizarre. 
Her  favorite  is  The  Transylva- 
nia Times,  a  semiweekly  out  of 
tiny  Brevard,  in  North  Caroli- 
na's Transylvania  County.  A 
I  medical-film  rival — Sterling  Di- 
agnostic Imaging  Inc. — has  a 
plant  there,  and  Selgas  says  the 
paper  has  lots  of  hiring  and  lay- 
off news  that  helps  her  under- 
stand what's  going  on. 
DATA  GLUT.  Yet  it's  not  enough 
simply  to  obtain  piles  of  data. 
Thanks  to  the  Internet  and 
I  computer  databases,  information 
I  is  now  a  commodity,  cheap  and 
1  widely  available.  Good  ci  helps 
I  filter  through  that  noise  to  find 
i  and  analyze  the  relevant  facts. 
I  "We  no  longer  live  in  the  age  of 
1  information,"  says  Larry  Ka- 
1  haner,  author  of  Competitive  In- 

Information  is 
gathered  from 
I  the  Internet  and 
I  government 
files,  from  the 
want  ads  and  the 
local  trash  bin 


telligence,  a  new  book  that  sold  out  its 
entire  20,000-copy  printing  six  weeks 
after  it  hit  the  shelves.  "We  live  in  the 
age  of  intelligence." 

Although  long  accepted  in  Europe 
and  Asia,  ci  is  only  now  taking  hold  in 
the  U.  S.  That's  partly  because  of  the 
globalization  of  the  economy,  which  re- 
quires better  intelligence  to  anticipate 
threats  from  abroad  and  to  penetrate 
overseas  markets.  The  quickening  pace 
of  technological  change  and  deregula- 
tion also  is  fueling  the  trend.  It's  easier 
than  ever  to  be  blindsided  by  a  com- 
petitor who  can  take  the  lead  with  a 
single  innovation.  In  fast-deregulating 
and  restructuring  industries,  such  as 
utilities  and  financial  services,  tomor- 
row's archrival  may  not  even  be  on  the 
playing  field  today.  "The  past  isn't  as 
relevant,"  says  Vance  D.  Coffman,  pres- 
ident and  coo  of  Lockheed  Martin  Corp. 
"Hockey  players  skate  to  where  the 
puck  is  going  to  be.  You  have  to  play 
the  game  that  way." 

Increased  competition  prompted  dis- 
count brokerage  Charles  Schwab  &  Co. 
to  create  a  Ci  program  in  1994.  Schwab 
keeps  track  of  both  traditional  and  new 
competitors  by  paying  consultants  to 
visit  rivals'  facilities,  hiring  competing 
firms'  workers,  and  quizzing  customers. 
"Our  antenna  is  much  more  attuned  to 
our  competitive  environment,"  notes 
William  S.  Baughman,  senior  vice-pres- 
ident of  strategic  marketing. 

The  payoff  can  be  handsome.  Nutra- 
sweet's  Flynn,  who  retired  last  year, 
has  estimated  his  intelligence  unit  was 
worth  at  least  $50  million  a  year  in  sales 
gained  or  revenues  not  lost.  Still,  one  of 
ci's  highest  hurdles  is  misunderstand- 
ing. When  gas  utility  Pacific  Enterpris- 
es created  its  unit,  its  "James  Bondish 
type  of  fame"  soon  gave  way  to  em- 
ployees' realization  that  "there's  nobody 
talking  to  telephones  in  the  bottoms  of 
shoes,"  recalls  Charles  B.  Rooney,  di- 
rector of  business  strategies. 

The  shady  image  is  buttressed  by 
companies  that  allegedly  crossed  the  line. 
Example:  the  industrial  espionage  case 
Boehringer  Mannheim  Corp.  filed  June 
19,  accusing  Johnson  &  Johnson's  Life- 
Scan  Inc.  of  stealing  confidential  data 
and  eavesdropping  on  a  sales  meeting 
to  learn  about  the  performance  of  Accu- 
Easy,  a  Boehringer  blood-monitoring  de- 
vice. Boehringer  is  suing  for  triple  actu- 
al damages  and  punitive  damages,  j&j 
admits  to  some  improper  activities 
(BW — July  8),  but  denies  other  charges 
and  hopes  to  settle  the  dispute.  And  the 
costs  of  missteps  just  got  steeper.  On 
Oct.  11,  President  Clinton  signed  legisla- 
tion making  industrial  espionage  a  federal 
crime  carrying  penalties  of  up  to  15 
years  in  jail  and  $10  million  in  fines. 

Yet  most  of  what  corporate  snoops 
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do  is  completely  legal,  nerdy  work.  They 
spend  hours  attending  trade  shows  and 
talking  to  securities  analysts  and  sup- 
pliers. A  gift  for  finding  nuggets  in  ob- 
scure places  is  a  big  asset.  Last  year,  a 
client  hired  Cambridge  (Mass.)  consul- 
tant Fuld  &  Co.  to  study  a  competitor's 
manufacturing  capacity.  Fuld  found  a 
publicly  available  Uniform  Commercial 
Code  filing  the  company  had  submitted 
to  the  state — containing  a  detailed  list- 
ing of  every  bit  of  equipment  in  the 
plant.  "We  hit  a  gold  mine,"  says  Fuld 
Senior  Vice-President 
Michael  A.  Sandman. 
NO  GUARANTEE.  Using 
competitive  intelligence 
is  no  guarantee  of  suc- 
cess, of  course.  In  1992 
Merck's  Mevacor  cho- 
lesterol-lowering drug 
was  suffering  from  a 
marketing  arrange- 
ment between  Bristol- 
Myers  Squibb  Co.  and 
drug  distributor  Medco 
Containment  Services 
Inc.  that  substituted 
Bristol-Myers'  Prava- 
chol  for  Mevacor. 
Merck's  intelligence 
unit  learned  that 
Bristol-Myers  was  dis- 
cussing a  possible 
merger  with  Medco. 
The  company  hired 
consultant  Booz  Allen 
Hamilton  &  Co.  to 
run  simulations,  which 
found  that  Merck's 
pricing  power  would 
shrink  as  the  clout  of  Medco  and  other 
new  forces  grew.  Merck  concluded  the 
only  option  was  to  buy  Medco.  But  one 
source  familiar  with  the  events  says  the 
ci  unit  missed  a  key  tidbit:  Bristol-Myers 
had  already  lost  interest.  So  Merck  paid 
$6.6  billion  for  Medco  in  1993 — a  price 
many  think  inflated.  Merck  declined  a 
specific  response  but  says  Medco  was 
"a  highly  successful  acquisition." 

Intelligence  can  also  be  thwarted  by 
rivals'  countermeasures,  as  is  illustrated 
in  a  tale  of  intrigue  involving  Kodak 
and  Xerox  Corp.  In  early  1995,  a  Kodak 
copier  salesman  told  a  Xerox  technician 
that  he  was  being  trained  to  service 
Xerox  products.  The  Xerox  employee 
told  his  boss,  who  passed  the  news  to 
the  intelligence  unit.  Using  such  clues  as 
a  classified  ad  Kodak  placed  seeking 
people  with  Xerox  product  experience, 
they  verified  Kodak's  plan — code-named 
Ulysses — to  service  Xerox  copiers. 

Kodak  drew  blood  first,  growing  into 
the  largest  independent  servicer  of  Xe- 


rox copiers  and  shrinking  Xerox'  mar- 
gins. But  the  warning  allowed  Xerox 
to  devise  a  scheme  to  reemphasize  its 
service  and  Total  Satisfaction  Guarantee, 
which  allows  copier  returns  for  any  rea- 
son as  long  as  Xerox  does  the  servicing. 
By  May,  1995,  when  Kodak  launched  its 
plan,  Xerox  had  been  trumpeting  its 
line  for  three  months. 

Kodak  parried.  Its  corporate  snoops 
had  anticipated  Xerox'  move,  so  it 
pledged  to  honor  its  rival's  guarantee. 
Yet  in  the  end,  Ulysses'  servicing  gains 


INTELLIGENCE 
VS.  SPYING 

Corporate  intelligence  becomes 
illegal  espionage  when  it  involves  the 
theft  of  proprietary  materials 
or  trade  secrets. 

LEGAL  Digging  through  a  rival's 
trash  on  public  property  (although 
local  laws  may  vary) 

ILLEGAL  Stealing  price  sheets 
from  a  corporate  office 

GRAY  AREA  Expressing  interest  in 
a  job  to  find  out  a  rival's  plans 

didn't  offset  Kodak's  lagging  profitabili- 
ty from  copier  sales.  Xerox'  margins 
bounced  back  in  the  second  quarter  of 
1996.  Says  Xerox  spokesman  Jeffrey  J. 
Simek:  "We  were  able  to  mitigate  any 
incursions  into  our  market  share."  In 
September,  Kodak  agreed  to  sell  most  of 


its  copier  business  to  Danka  Busii 
Systems  PLC.  Xerox'  ci  folks  had  ai 
ipated  that  deal  too,  and  had  a  press  I 
sponse  ready:  They'd  target  Koj 
customers. 

While  that  battle  was  above  bo 
some  ci  forays  end  up  in  gray  arj 
Consider  a  "competitive  ambush"  ti 
Nile  Wendorf,  a  senior  partner  at 
Park  (Ill.)-based  Tactical  Marketing 
sociates  (tma),  undertook  three  yi 
ago  for  a  food-industry  client.  Its 
was  to  grab  share  by  surprising  a  : 
with  a  steep  price 
Wendorf's  first 
was  to  analyze 
target's  decision-n 
ing  structure,  wl 
gave  the  rivals'  s 
reps  some  leeway 
cut  deals  on  the 
with  retailers. 

First,  Wendi 
team  interviewed 
tailers  and  ex-em] 
ees  to  find  out  wl 
sales  reps'  discre 
ended  and  higher 
had  to  sign  off 
discount.  Then 
used  CD-rom  databl 
to  track  down  p 
numbers  of  top  e: 
neighbors.  The  sm 
weren't  shy.  Onel 
vestigator  told  an1 
ecutive's  neighbor 
wanted  to  speak 
the  executive's 
a  Brownies'  meet 
The  neighbor  saidj 
couple  would  be  in  Europe.  It  t 
out  that  several  senior  managers 
going  on  a  European  plant  tour, 
Wendorf's  team  located  their  ti 
agent — who  provided  the  itinerary. 

That  gave  Wendorf  s  client  the  oj 
ing  it  needed.  The  price  cuts 
launched  when  its  rival's  execu' 
were  several  time  zones  away.  It 
days  for  each  rung  of  the  competf 
U.  S.  management  to  0.  K.  mate! 
prices,  and  more  time  was  lost  beci 
of  time  differences.  Wendorf  says  n 
retailers  switched  because  the  oi 
company  couldn't  take  orders  qui 
enough.  Integrating  information  in 
plan  of  attack  was  key,  he  adds:  "I 
you  do  that  consistently,  you  ha\ 
really  exploited  the  full  value  of  CI. 

Such  techniques  have  detractors. f. 
ing  to  the  travel  agent  is  "short  of  \ 
ing  into  somebody's  briefcase,  but! 
much,"  sniffs  W.  Michael  Hoffman,  I 
of  the  Center  for  Business  Ethic 
Bentley  College  in  Waltham,  Mass.  ! 
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Wendorf  admits  he  would  consider  the 
call  to  the  neighbor  "an  invasion  of  per- 
sonal privacy,"  saying  that  sort  of  thing 
is  used  as  a  "last  resort." 

Indeed,  as  the  use  of  intelligence 
spreads,  it  faces  major  obstacles,  from 
skeptical  executives  to  cautious 
lawyers.  One  barrier  is  cultural.  Un- 
like executives  in  Japan  and  France, 
where  many  companies  pursue  CI  and 
sometimes  even  industrial  espionage 
with  gusto,  some  U.  S.  managers  con- 
sider the  process  unsavory.  Emmanuel 
A.  Kampouris,  ceo  of  $5.2  billion  Amer- 
ican Standard  Inc.,  which 
makes  toilets,  brakes,  and 
air  conditioners,  says  he 
won't  go  much  beyond 
studying  the  press,  finan- 
cial reports,  and  market  re- 
search. "This  is  not  war- 
fare," he  says.  "I  don't 
consider  our  competitors  as 
communists  or  Hitler." 

Other  execs  see  intelli- 
gence as  a  must  in  a  cut- 
throat world.  In  his  book 
Staples  for  Success,  Staples 
Inc.  Chairman  Thomas  G. 
Sternberg  tells  of  having  his 
wife,  Dola,  apply  for  a  job 
with  archrival  Office  Depot 
Inc.'s  Atlanta  delivery-order 
center.  Staples,  which  has 
since  announced  plans  to 
buy  Office  Depot,  was  con- 
sidering starting  its  own  de- 
livery service.  Dola  halted 
the  process  before  an  inter- 
view— but  not  before  learn- 
ing some  training  methods. 
While  some  experts  disap- 
prove, Todd  Krasnow,  Staples'  execu- 
tive vice-president  of  marketing  who 
oversees  competitive  research,  responds 
that  job  ads  are  an  invitation  to  ask  for 
information,  and  that  Dola  asked  ques- 
tions any  applicant  would. 
ANTITRUST?  Indeed,  there  is  a  fine  and 
not  always  clear  line  between  nosiness 
and  illegality.  Some  companies  could  fall 
into  legal  booby  traps  even  if  they 
aren't  stealing  secrets.  Companies  with 
large  market  share  have  the  most  to 
fear,  says  Carole  Basri,  a  Deloitte  & 
Touche  consultant  and  professor  at  the 
University  of  Pennsylvania  Law  School. 
She  says  a  market  leader  might  run 
afoul  of  antitrust  laws  if  it  gets  pricing 
or  raw-material  cost  information  and 
uses  it  in  anticompetitive  ways.  Com- 
panies with  less  market  clout  run  fewer 
risks. 

Legal  constraints  are  less  of  an  is- 
sue for  companies  using  technology  to 
collect  the  vast  quantities  of  public  data. 


Web  pages  contain  new-product  infor- 
mation that  once  took  days  to  ferret 
out,  and  databases  have  turned  what 
was  once  an  information  famine  into  an 
equally  confounding  feast.  Companies 
such  as  Real  World  Intelligence  Inc. 
have  sprung  up  to  help  sort  through 
the  maze.  Founded  by  ex-CIA  official 
Herbert  E.  Meyer  and  software  expert 
Michael  S.  Pincus,  the  Chesterland 
(Ohio)-based  company  offers  customized 
software  developed  for  the  cia.  M.  Lee 
Smith  Publishers  LLC  of  Nashville  used 
the  package — which  searches  by  con- 


KEEPING 
SECRETS  SECRET 

Experts  say  some  simple  precautions 
can  help  safeguard  proprietary 
information  from  rivals'  snoops 

►  Sign  nondisclosure  agreements  with 
joint-venture  partners,  consultants 

►  Control  access  to  facilities  and 
electronic  mail 

►  Sensitize  employees  to  risks  of  se- 
curity breaches  with  written  policies 

►  Test  your  own  company  for  areas 
vulnerable  to  leaks 

►  Set  up  a  central  electronic  system 
to  allow  workers  to  report  suspicious 
incidents 

DATA;  WILLIAM  OEGENARO  S  ASSOCIATES  INC  .  BRISTOL-MYERS  SQUIBB. 
PRO-TEC  DATA,  BUSINESS  WEEK 


eepts  instead  of  tracking  keywords 
help  it  gauge  demand  for  publication 
privacy  and  telecommuting. 

Many  companies  have  stitched 
gether  electronic  networks  to  ga 
news  from  the  field.  Pacific  Enterpi 
created  an  online  system  in  July,  u 
Lotus  Notes  and  an  Intranet  to  let 
ployees  funnel  information  into  a  cei 
location.  It  also  published  informat 
gathering  guidelines  as  part  of  the 
of  conduct.  Ryder  System  Inc.  ci  i 
Faye  Brill  tells  all  employees  that  t  I 
insights  are  essential.  "Eighty  percew 
what  you  need  to  kno» 
inside  your  company,"! 
explains. 

To  cover  their  tr 
many  companies  hire 
sultants.  Targets  may 
mum  if  a  competitor 
but  be  more  open  with 
sultants  who  say  they 
doing  benchmarking, 
has  helped  turn  a  cotf 
industry  into  a  mushrc 
ing  business.  Real  W 
Intelligence,  for  exam 
has  doubled  its  earni 
every  year  for  the  past 
years,  and  Kaiser  Ass 
ates  Inc.  in  Vienna,  Via., 
doubled  revenues  in 
past  two  years  to  about 
million.  It  expects  to  do 
its  size  in  1997  and  1 
Consultants  also  help  A 
panies  defend  themse 
from  snoops  (table)  wit! 
stifling  the  information 
needed  to  recruit  empf 
ees  and  spur  innovatioi 
In  the  end,  the  best  defense  ma; 
a  good  intelligence  offense,  as  AT&T, 
torola,  and  the  few  other  companies 
have  had  ci  operations  for  years  ki 
In  the  1970s,  Motorola  Corp.'s  Roi 
W.  Galvin  served  on  the  White  H( 
Foreign  Intelligence  Advisory  B( 
and  was  so  impressed  that  he  hired 
cia  and  military-intelligence  folks  tc 
up  a  unit.  Companies  such  as  X( 
learned  the  hard  way.  Flummoxed 
the  entrance  into  the  copier  markt 
Japanese  rivals  such  as  Canon  In< 
the  early  1980s,  Xerox  officials  cone 
ed  they  needed  an  intelligence  op 
tion  to  halt  market  share  losses.  W 
ever  the  impetus,  more  companies 
learning  that  competitive  intellig* 
sure  beats  competitive  stupidity. 

By  Stan  Crock  in  Washington, 
Geoffrey  Smith  in  Boston,  Joseph  W 
in  Philadelphia,  Richard  A.  Melch 
Chicago,  and  Lindxi  Himelstein  M 
Francisco 
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For  the  right  business  moves, 
we  turn  to  the  NFL's 
leading  carrier." 


Marv  Levy,  Head  Coach,  Buffalo  Bills 


Sprint  is  now  the  official 
telecommunications  provider 
to  the  National  Football  League. 

The  name  of  the  game  at  the  NFL  is  performance. 
That's  why  they  tapped  Sprint  to  be  their  official 
telecommunications  provider.  Sprint  brings  a  bold 
new  playbook  to  a  business  that's  as  fast-charging 
off  the  field  as  it  is  on. 

Now  the  NFL  can  use  Sprint  technology  to  access 
the  Internet  and  use  inbound  toll-free  to  expand  their 
business  game  plan.  Plus,  they  can  call  on  Sprint  reliability 
and  teamwork  to  score  year-round.  Find  out  how  Sprint 
can  be  a  valuable  player  for  your  business. 

Call  Sprint  Business 

1800  816  REAL 

www.sprint.com 


Sprint 
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We  help  business  do  more  business' 
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NUCLEAR  ARMS 


RED  SQUARE,  1965: 

Russia  still  blames  the 
U.S.  for  the  arms  race 


SECRETS 
OF  THE  SOVIET  H-BOMB 

Newly  released  documents  reveal  the  project's  vast  human  and  environmental  toll 


The  date:  Aug.  12,  1953.  On  a  cold, 
clear  day  in  Kazakhstan,  27-year- 
old  Soviet  physicist  German  Gon- 
charov  and  his  colleagues  donned 
the  special  goggles  they 
had  made  to  watch  the 
first  test  of  a  Soviet  hy- 
drogen bomb.  "We  were 
immensely  pleased  with 
ourselves,  because  we 
had  calculated  exactly 
how  to  create  filters  that 
would  protect  our  eyes 
but  still  allow  us  to  see," 
he  recalls. 

Then  the  horizon  dis- 
appeared in  a  ball  of  fire. 
"There  was  an  incredible 
scorching  heat  right  in 
my  face,"  Goncharov  re- 
members. As  a  mush- 
room cloud  formed,  the 
observers  could  see  the 
blast's  shock  wave  racing 
18  miles  over  the  snow- 
covered  steppe  towards 
them.  "We  hit  the  dirt,"  he  says.  "There 
was  this  fantastic  noise,  with  stones  fly- 


EARLY  BLAST: 

Could  the  Soviets 
have  built  a  bo  tub 
on  their  own? 


ing."  The  shock  wave,  eight  times  big- 
ger than  expected,  crushed  a  truck  that 
had  brought  Goncharov  to  the  site  and 
collapsed  the  armor-clad  roof  over  a 
nearby  trench,  killing  a 
soldier  inside.  "We  got  up 
and  ran  like  hell,"  says 
Goncharov.  But  the  shock 
wave  rebounded  off  sur- 
rounding hills  and  vio- 
lently knocked  them  off 
their  feet. 

Goncharov's  vivid  rec- 
ollections are  part  of  an 
unprecedented  release  of 
historical  information  con- 
cerning everything  from 
Joseph  Stalin's  role  in  key 
bomb  decisions  to  the 
horrendous  conditions  in  So- 
viet plutonium  factories.  In 
May,  some  300  scientists  and 
technicians  from  the  former 
Soviet  Union's  secret  cities 
and  weapons  sites  were  al- 
lowed, for  the  first  time,  to 
gather  at  a  conference  in  Dubna  to  tell 
their  stories. 


The  first  published  reports  on 
revelations  from  the  conference 
newly  opened  archives  will  appear  r 
month  in  Physics  Today,  published 
the  American  Institute  of  Physics. '. 
Russian  and  American  scientists  fami 
with  the  new  information  agreed  to 
cuss  the  highlights  with  business  Wl 
in  advance  of  that  report.  "It  was  an 
traordinary  conference — we  were 
kids  in  a  candy  store,"  says  Manhat 
Project  physicist  and  historian  Arr 
Kramish,  one  of  a  handful  of  Americ  I 
invited  to  the  historic  meeting.  Nei 
Krikorian,  a  physicist  at  Los  Alai 
National  Laboratory,  praised  the  I 
sians  for  opening  their  archives.  "A 
having  had  total  secrecy  over  their  ] 
gram  for  decades,  they  now  appeal 
be  moving  slowly  and  surely  towa 
democracy." 

The  revelations  show  Stalin  ha 
pervasive  mistrust  of  Soviet  technoli 
forcing  his  own  scientists  to  aban 
potentially  superior  research  so  t 
could  devote  their  time  to  copying  I 
efforts.  The  disclosures  also  reveal 
vast  extent  to  which  the  Soviet  nuc 


178  Rl  If.iNF?.?;  WFFK  /  DCTDRFR  ?8    1  QQh 


hinking  in  new  directions. 


he  business  world,  it  is  easy 
vind  up  on  the  wrong  square, 
tt  is  why  we  are  committed 
inderstanding  our  customers: 
r  goals,  their  strategic  think- 
and  their  target  groups. 


Based  on  that,  we  develop 
individual  and  efficient  logistics 
solutions  for  our  customers 
together  with  our  partners.  Call 
us  for  more  detailed  information 
at  1-800-LH-CARGO. 


Lufthansa  Cargo 

Thinking  in  new  directions 
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program  despoiled  Russia's  environ- 
ment. Stories  were  told  of  workers  who 
were  ordered  to  sweep  up  toxic  pluto- 
nium  dust. 

A  central  question  surrounding  the 
vast  Soviet  nuclear  program  is:  Were 
the  scientific  secrets  leading  to  the  So- 
viet bomb  stolen,  or  did  Russian  physi- 
cists play  a  brilliant  game  of  catch-up? 
The  answer  is  of  vital  interest  to  to- 
day's Russian  scientists  and  spies.  Both 
sides  are  hoping  their  past  accomplish- 
ments will  help  win  them  clout  in  Rus- 
sia's turbulent  and  cash-strapped  econo- 
my. The  issue  is  particularly  important 
to  scientists  because  of  the  sharp  de- 
cline in  the  funding  of  research  since 
the  Soviet  Union's  collapse. 

The  disclosures  confirm,  on  the  one 
hand,  that  espionage 
did  provide  a  steady 
stream  of  information 
to  bomb  designers. 
But  the  archives  also 
reveal  that  Soviet 
physicists  were  doing 
first-class  work  and 
made  important  con- 
tributions to  the  nu- 
clear effort. 

The  story  behind  the 
release  of  the  new  in- 
formation began  in  the 
early  1990s,  when  Russian  intelligence 
senices  began  to  claim  the  lion's  share  of 
credit  for  bringing  the  Soviet  Union  into 
the  atomic  age.  Scientists,  understandably 
disturbed,  persuaded  President  Boris  N. 
Yeltsin  to  open  the  archives. 
EXACT  COPY.  The  disclosures  show  how 
often  Stalin  and  his  henchman,  Lavren- 
ti  P.  Beria,  distrusted  homegrown  sci- 
entists. Historical  accounts,  such  as  that 
in  Richard  Rhodes'  recent  book  Dark 
Sua,  have  described  how  Klaus  Fuchs,  a 
British  physicist  and  Communist  sym- 
pathizer working  on  the  U.  S.  Manhat- 
tan Project,  handed  over  blueprints  that 
allowed  the  Russians  to  make  an  exact 
copy  of  the  first  U.  S.  atomic  bomb, 
which  they  exploded  in  1949. 

Some  historians  have  speculated  that 
Fuchs  sped  up  the  Soviet  effort  by  as 
much  as  a  decade.  But  information  re- 
leased at  the  Dubna  conference  shows 
that  Soviet  physicists  were  already  far 
along  with  their  own,  more  efficient  de- 
sign, which  was  successfully  exploded 
only  two  years  later.  For  the  crucial 
first  test,  however,  Beria  forced  the 
physicists  to  use  the  U.  S.  design.  If  the 
scientists  had  insisted  on  their  own  ap- 
proach and  failed,  explains  top  Russian 
physicist  Nikolai  Chernoplyokov,  they 
would  have  been  killed  or  sent  to  de- 
tention camps. 


Similarly,  Beria  wanted  the  scientists 
to  build  an  exact  copy  of  a  U.  S.  reactor 
in  Hanford,  Wash.,  to  make  the  plutoni- 
um  needed  for  atomic  weapons.  But  this 
time  the  physicists  convinced  Beria  to 
allow  modifications,  such  as  using  verti- 
cal fuel  and  control  rods  instead  of  hor- 
izontal ones.  Vertical  rods  are  safer  be- 
cause, in  the  event  of  total  power 
failure,  the  control  rods  can  be  simply 
dropped  into  the  reactor  to  quell  the 
reaction,  instead  of  having  to  be  pushed 
in  from  the  side.  At  the  Dubna  meeting, 
the  Russian  physicists  "wanted  us  to 
know  that  they  didn't  just  copy  what 
we  did,"  says  Kramish. 

Soviet  prowess  was  perhaps  most  ev- 
ident in  the  development  of  the  hydro- 
gen bomb.  By  the  late  1940s,  a  team 


Soviet  hydrogen  bomb  project  wasl 
der  way  before  Americans  laumi 
their  crash  program. 

The  Russians  are  also  downplak 
their  stumbles.  Ever  since  a  Gei; 
conference  in  1955,  Soviet  officials  1 
insisted  that  a  nuclear  reactor  bui 
Obninsk  had  been  developed  onlyl 
peaceful  purposes.  But  at  the  Di  "\ 
conference,  one  Obninsk  veteran  ac 
ted  that  the  reactor  was  first  plannc  J[ 
a  testbed  for  submarine  power  pli 
Only  later  did  the  researchers  disc 
that  it  would  be  too  big  and  heavy 
subs.  So  the  Soviets  used  it  as  a  pi 
type  for  the  Chernobyl  nuclear  p; 
Still,  top  Russian  scientists  are  nov 
ficially  offering  a  different  story,  argi 
that  the  reactor  had  never  been  intp 
ed  for  use  in  dti 
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ONE  FOR  THE  SOVIETS 

Physicist  Andrei  Sakharov  had  an 
innovative  idea  for  an  H-bomb,  and 
he  and  his  colleagues 
produced  the  first  device  to  be 
actually  dropped  from  a  plane 


led  by  legendary  physicist  Andrei 
Sakharov  had  come  up  with  an  innova- 
tive idea  for  a  hydrogen  bomb.  Dubbed 
the  "layer  cake,"  its  nuclear  guts  were 
fashioned  from  alternating  layers  of 
heavy  and  light  elements.  U.  S.  re- 
searchers had  a  similar  idea  but  aban- 
doned it  for  a  potentially  more  powerful 
approach.  But  the  Soviets  went  ahead 
and  built  an  actual  weapon. 

Indeed,  Soviet  physicists  argue  that 
their  1953  explosion  was  actually  the 
first  workable  hydrogen  bomb,  since  it 
was  successfully  dropped  from  a  plane. 
In  contrast,  the  earlier  Nov.  1,  1952, 
U.  S.  thermonuclear  test  required  a  50- 
ton  device  the  size  of  a  two-story  house. 
"What  struck  us  all  at  the  Dubna  meet- 
ing was  that  this  was  a  seriously  com- 
petent bunch  of  people,"  says  Thomas 
Reed,  consultant  to  Lawrence  Liver- 
more  National  Laboratory  and  former 
Air  Force  Secretary. 

Ironically,  the  Russians  seem  to  be 
perpetuating  the  myth  that  escalations 
in  the  arms  race  were  always  triggered 
by  the  Americans.  "So  far,  I  haven't 
come  across  a  single  document  indicat- 
ing that  the  Soviet  government  made  a 
decision  before  the  U.  S.,"  insists  Gon- 
charov,  who  has  been  poring  over  the 
archives.  But  some  of  the  newly  re- 
leased documents  clearly  show  that  the 


oping  submaj 
power  plants. 

The  most 
gnant  new  rev 
tions,  however, 
ter  on  the  hu 
cost  of  the  immi 
Soviet  atomic  i 
gram.  Tens  of  t| 
sands  of  priso 
were  pressed 
service  for  tasks  : 
as  mining  uranium,  where  ' 
received  crippling  or  lethal  doses  oj 
diation.  "What's  coming  to  light  now 
the  terrible  conditions  under  which 
pie  worked,"  says  David  J.  Hollows 
Stanford  University,  author  of  Stah 
the  Bomb. 

MANY  DEATHS.  At  the  plutonium  s| 
ration  plant  at  Chelyabinsk-40,  fo: 
stance,  only  40%  of  the  toxic  metal 
retrieved  in  the  production  pra 
The  rest  ended  up  in  pools  on  the 
or  as  grime  on  the  ceiling.  For 
worker  Liya  Sokhina  described 
she  swept  up  plutonium  with  a  br 
and  dustpan — and  no  protective  cl 
ing.  Not  surprisingly,  many  of  hei 
workers  died  from  radiation  expo: 
in  the  1950s. 

One  immediate  consequence  ofk 
disclosures  is  a  new  willingness  in  ' 
sia  to  ask  if  the  program  was  "a 
achievement  or  a  disaster,"  sugg 
Stanford's  Holloway.  Russian  physi 
achieved  many  scientific  triumphs, 
the  program  did  tremendous  harrti 
health  and  the  environment,  anc 
enormous  cost  helped  bring  about 
collapse  of  the  whole  country,"  Hollc 
says.  It's  a  legacy  that  all  count 
would  do  well  to  ponder. 

By  John  Carey  in  Washington 
Patricia  Kranz,  with  John  Crowfoo 
Moscow 
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What  you  never  thought  possible'. 


Developments  to  Watch 


EDITED  BY  PETER  COY 


A  JET  ENGINE  THAT  CAN  RUN  A  DRYER 


A  NEW  GENERATION  OF  MOD- 

ified  jet-airplane  engines 
could  soon  be  generating 
the  electricity  for  your 
microwave  oven. 

General  Electric  Co.  al- 
ready sells  an  electricity- 
generating  version  of  its  CF6 
jet  engine,  which  is  used  on 
the  Boeing  747.  Such  engines 
are  good  where  electricity  is 
needed  on  short  notice,  such 
as  in  developing  nations — 
or  currently  in  Connecticut. 
All  four  of  that  state's  nu- 


clear plants  are  shut  down. 

But  a  consortium  based  in 
Lafayette,  Calif.,  called  Col- 
laborative Advanced  Gas 
Turbine  LLP  aims  to  broaden 
the  niche  for  jet  turbines. 
The  idea  is  to  use  versions  of 
engines  developed  for  the 
Boeing  777  by  Pratt  &  Whit- 
ney, Rolls-Royce,  and  ge, 
such  as  the  GE90  (photo).  The 
group's  president,  George  A. 
Hay  III,  says  that  efficiency 
for  generation  could  be 
boosted  by  "intercooling" — 


GE90:  A  bigger  nich 


cooling  the  incoming  air  be- 
tween the  engine's  first  and 
second  compressor  stages. 
Backed  by  the  Electric  Pow- 


er Research  Institute 
and  the  Gas  Research 
Institute,  among  oth- 
ers, the  consortium 
plans  to  work  with  or 
of  the  big  jet-engine 
makers,  which  it  won' 
name,  to  develop  an  i 
tercooled  engine. 

The  timing  is  right 
Under  deregulation, 
utilities  are  interested  in 
power  sources  that  they  cai 
turn  on  and  off  quickly  to 
meet  transitory  demand. 


AND  YOU  THOUGHT 
GOLD-FILTERED1 
WAS  FOR  BEER 

ILLINOIS  SUPERCONDUCTOR 

Corp.  is  giving  new  meaning 
to  "cold  calling."  It  has  devel- 
oped a  noise  filter  for  cellular 

phone  networks  that  op-   

erates  at  -320F. 
The  filter  sup-  y^^£L 
presses  the 
noise  from 
airwave  fre-  H 
quencies  ad- 
jacent to  cel- 
lular phone 
channels  so 
that  the  ra- 
dio receivers 
in  the  base 
stations  get  a  cleaner  signal. 

Ordinary  filters  for  cellular 
base  stations  look  like  long 
shoe  boxes  with  up  to  a  dozen 
finger-size  rods  inside.  The 
rods — usually  made  of  copper 
or  aluminum  and  coated  with 
silver — resonate  at  the  fre- 
quencies of  the  cellular  calls, 
letting  those  calls  slip  through 
easily.  All  other  frequencies 
get  bounced  back  or  weak- 
ened by  the  rods.  Silver  is 
used  because  it  conducts  the 
calls'  electrical  energy  well. 
But  the  company  uses  a 
superconducting  compound  of 
yttrium,  barium,  and  copper 
oxide  that  conducts  even  bet- 


ter— as  long  as  it's  cooled  with 
a  special  refrigerator  that  uses 
helium  as  its  compressible  gas. 

The  Mt.  Prospect  (111.)  com- 
pany claims  its  filter  sup- 
presses out-of-band  noise  1,000 
to  10,000  times  as  well  as  con- 
ventional filters.  The  price  is 
about  $8,000,  which  is  any- 

  where  from  2  to  10 

times  as  much  as 
other  filters.  Its 
first  customer, 
Southwestern  Bell 
Mobile  Systems, 
is  buying  six  sets 
for  cellular  an- 
tennas in  areas 
where  interfer- 
ence is  especially 
troublesome.  □ 


INNOVATIONS 


■  When  you  phone  a  friend 
across  the  country,  you  don't 
get  a  direct  connection.  Your 
call  is  typically  routed 
through  facilities  of  several 
different  phone  companies  by 
high-speed  switches.  Today, 
the  fastest  of  them  can 
switch  up  to  20  gigabits,  or 
20  billion  bits,  of  digitized  in- 
formation per  second — the 
equivalent  of  200,000  simul- 
taneous two-way  conversa- 
tions. By  linking  components 
of  today's  fastest  switches 
and  letting  them  share  mem- 
ory, scientists  at  Lucent 
Technologies'  Bell  Laborato- 
ries say  thev  can  now  boost 


that  number  to  1  tera 
That's  a  trillion  bits  per  i 
ond — enough  for  10  mil] 
conversations. 
■  On  the  Sabbath,  Orthof 
rabbis  and  cantors  may 
resort  to  electrical  amplif 
tion,  even  in  large  sy 
gogues.  So  researchers  at 
fense  Research  Technoloj| 
in  Rockville,  Md.,  have 
veloped    and  patented 
"kosher  sound  system,"  w| 
amplifies  sound  waves 
bouncing  them  off  jets  of 
from  a  pressurized  syst 
The  waves  can  be  piped 
far  as  80  feet  through  tul 
about  two  inches  in  diamei 
to  large  horns  at  the  bad 
a  synagogue. 


BRAIN  CELLS  TO  SPARE? 


POPULAR  WISDOM  HOLDS 

that  your  brain  cells  die  off 
in  massive  numbers  as  you 
get  older  and  don't  get  re- 
placed. The  reality  isn't 
quite  so  bleak.  Neurons  are 
constantly  being  born  in  sev- 
eral regions  of  the  brain,  in- 
cluding the  hippocampus, 
which  handles  learning  and 
memory.  The  neurons  ma- 
ture from  versatile  stem 
cells  known  as  adult  hippo- 
campal  progenitor  cells,  or 
ahps.  And  one  day  it  might 


be  possible  to  transplant 
these  cells  to  help  out  other 
parts  of  the  brain,  say 
neurobiologist  Fred  H.  Gage 
and  colleagues  at  the  Salk 
Institute  for  Biological  Stud- 
ies in  La  Jolla,  Calif. 

In  an  experiment  de- 
scribed in  the  Oct.  17  issue 
of  Nature,  the  Salk  team 
cultured  ahp  cells  from  the 
hippocampus  of  rats,  then 
transplanted  them  into  the 
olfactory  region  of  the  brain, 
which  controls  smell.  The 


cells  began  acting  as  thoi 
they  belonged  there,  ex- 
pressing proteins  appropri- 
ate to  that  region.  If  humai 
stem  cells  behave  similarly, 
the  experiment  could  lead  t 
treatments  for  brain  injurie 
and  neurological  ills  such  as 
Parkinson's.  The  Salk  team 
wants  to  understand — and 
later  control — the  signals 
that  cause  ahp  cells  to  ma- 
ture into  different  types  of 
brain  cells.  Then  they  coulc 
create  an  unlimited  supply 
cells  to  produce  chemicals 
the  brain  needs.   Neil  Gra 
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FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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The  future  is  making  sense 
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DYNASTIES 


THE  FIRST  FAMILY 
OF  POLLUTION 

Has  the  U.S.  put  the  waste-hauling  Franks  out  of  business? 


ap 
r 


The  business  world 
has  produced  few 
dynasties  as  per- 
verse as  the 
Franks  of  New  York 
City.  Call  them  Ameri- 
ca's first  family  of  water 
pollution.  For  25  years. 
Frank-owned  companies 
have  defied  environ- 
mental regulators.  Time 
and  again,  the  family's 
waste-hauling  and  pro- 
cessing companies  were 
cited,  enjoined,  and 
even  convicted — but 
they  kept  right  on  pol- 
luting. "If  you  ask  me, 
the  Franks  are  the 
worst  polluters  in  the 
history  of  the  United 
States,"  says  Guy  I. 
Molinari,  borough  pres- 
ident of  Staten  Island, 
a  longtime  Frank  foe. 

For  years,  matriarch  Evelyn  BeiTnan 
Frank,  81,  commanded  the  family's  tug- 
boats and  barges  by  shortwave  radio 
from  her  Staten  Island  home.  She  be- 
came known  as  "the  Dragon  Lady"  for 
her  belligerence  and  salty  tongue,  which 
could  be  heard  by  all  who  plied  the  New 
York  waterways.  iVb-s.  Frank,  who  inher- 
ited the  marine  transport  empire  her  fa- 
ther built  up  in  the  1920s,  liked  the  nick- 
name so  much  she  named  one  of  her  tug's 
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ante  known  as  "the  Dragon  Lady 


Dragon  Lady.  In  time,  she  was  followed 
into  the  business  by  her  three  children. 
Although  better  educated  and  more  re- 
fined than  their  mom,  Peter,  now  52, 
Jane,  49.  and  Susan,  43,  compiled  a  poor 
compliance  record  in  then-  own  right. 

It  appears,  however,  that  the  federal 
government  has  finally  slipped  a  choke 
hold  on  the  Franks.  In  late  September, 
a  U.  S.  district  court  judge  in  Puerto 
Rico  imposed  a  $75  million  fine  on  three 


Frank  companies  that  were  convi 
last  spring  of  two  felonies  in  coi 
tion  with  a  massive  1994  oil  spil 
San  Juan.  According  to  one  Jui 
Dept.  prosecutor,  this  is  the  lai 
criminal  fine  in  the  history  of  env 
mental  law.  After  Peter  Frank, 
highest  officer  of  the  companies 
victed  in  Puerto  Rico,  failed  to  a] 
for  sentencing,  he  was  cited  for 
tempt  of  court  and  briefly  jailed. 

In  Brooklyn,  meanwhile,  Jane  F 
Rresch  and  Susan  Frank  Stamell 
sentencing  on  Nov.  18  on  a  fraud 
miction  stemming 
the  dumping  of  sefj, 
sludge  in  New 
Harbor    by  ano 
Frank  company.  P  I 
cutors  are  seekii  i 
minimum  of  two-a 
half  years  in  jail  fo 
sisters,  who  were  1  )• 
to  have  ordered 
ployees     to  fa 
records  to  concea 
dumping.  Peter 
was  acquitted  c 
same  charges. 

The  convictio: 
Brooklyn  and  San 
constitute  "the 
successful  enviro: 
tal  prosecution  in  a 
time,  especially  sin 
Franks  have  been 
to  do  pretty  much] 
they  want,"  says  1 
E.  Gay,  an  assi 
U.  S.  Attorney  for  New  York's  Sout 
District.  Gay  makes  no  secret  of  the 
tice  Dept.'s  goals:  "We  want  to  put 
out  of  business  for  good  and  also  s< 
message  to  others  that  you  can't 
treat  pollution  as  a  cost  of  doing  bus 
without  risking  a  jail  term." 

Gay's  declaration  of  victory  is 
premature.  The  Franks  already  / 
filed  a  notice  of  appeal  in  Puerto 
and  Gerald  B.  Lefcourt,  a  noted  ) 


DEEPER  AND 
DEEPER 

The  first  prosecu- 
tion of  a  Frank 
company  was  in 
1970.  Over  the 
past  seven  years, 
the  family's  legal 
woes  have  grown 
more  intense  and 
more  personal: 


Evelyn 
Berman  Frank 
and  General 
Marine  Transport 
are  indicted  on 
25  felony  counts 
of  sewage  sludge 
dumping.  Frank 
pleads  guilty  to 
one,  is  sentenced 
to  five  years'  pro- 
bation, and  fined 
$1  million. 


1993  A  New  Jer- 
sey judge  finds 
Standard  Tank 
Cleaning  guilty  of 
172  violations  of 
its  permit  and 
holds  Susan  and 
Jane  Frank  liable 
for  20.  Fines  of 
$5  million  are 
levied.  The  con- 
viction is  reversed 
on  appeal. 


1995  Evelyn, 
80,  is  sent  to 
prison  after  vio- 
lating the  terms 
of  her  parole. 

1995  A  Brooklyn 
jury  acquits 
Peter,  Jane,  and 
Susan  Frank  on 
federal  charges 
of  conspiring  to 
hide  PCBs  on  a 
rickety  barge. 


1996  In  another 
Brooklyn  trial, 
Susan  and  Jane 
are  convicted  on 
felony  charges  of 
fraud  tied  to  ille- 
gal dumping  of 
sewage  sludge. 
They  will  be 
sentenced  in 
November  and 
face  up  to  five 
years  in  prison. 


1996  Three 
Frank  compan 
are  convicted 
on  two  felony 
counts  stemmi 
from  a  massivi 
oil  spill  off  Pi* 
to  Rico  and 
are  fined  $75 
million.  Peter 
Frank  is  brie' 
jailed  for 
contempt. 
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Or  does  the  world  still  surprise  you 


Are  you  still  curious? 


Or  do  you  know  what  to  expect? 


Today,  technology  is  not  only  making 


new  things  possible, 


but  all  things  possible. 


And  if  you  're 


w 


ondering  what  the 


future  might  look  like, 


w 


ie'd  like  to  offer  a  glimpse. 


The  1997  Chrysler  Town  &  Country  LXi 


;i  tnTMG  DOORS.  8-WAY  POWER  SEATS  WITH  DRIVER'S  MEMORY, 


INDEPENDENT  CLIMATF  ZONES,  FULL  LEATHFR-TRIMMED  INTERIOR.  PERSONAL  SECUf , 


People 


While  state  authorities  went  after  the  Franks, 
cities  continued  to  give  them  contracts 


York  trial  attorney 
who  recently  signed 
on  as  Mrs.  Kresch's 
lawyer,  says  she  is 
likely  to  appeal  once 
sentence  has  been 
passed.  "There  are 
numerous  grounds 
for  appeal,"  he  says. 

Like  her  sister, 
Mrs.  Stamell  would 
not  comment  on  her 
conviction.  She  is 
now  representing 
herself,  with  the  help 
of  her  husband, 
Jared  Stamell,  a  Har- 
vard-trained lawyer. 
The  Frank  sisters 
were  previously  rep- 
resented by  Michael 
F.  Armstrong,  a  star 
litigator  for  Kirk- 
patrick  &  Lockhart 
of  New  York.  After 
their  conviction,  a 
judge  granted  Armstrong's  request  to 
fire  his  clients  for  nonpayment.  Accord- 
ing to  Kirkpatrick  &  Lockhart's  court  fil- 
ings, the  sisters  owe  the  firm  more  than 
$2.7  million. 

OUTSPOKEN.  Jared  Stamell,  who  filed 
for  personal  bankruptcy  earlier  this 
year,  says  he  is  owed  money  for  legal 
advice  he  provided  to  Frank  family  com- 
panies. He  says  he  hasn't  spoken  to  his 
brother-in-law  Peter  for  a  year-and-a- 
half,  and  seems  surprisingly  uninformed 
about  his  wife's  legal  intentions.  "She 
hasn't  told  me  what  she's  going  to  do," 
he  says,  while  implying  that  he  favors 
appealing  any  jail  sentence.  "After  all, 
she  is  the  mother  of  four  children." 

The  Stamells'  children  range  in  age 
from  2  to  13;  the  younger  ones  appeared 
frequently  at  their  mother's  side  dur- 
ing her  long  trial,  in  what  appeared  to 
be  a  classic  bid  for  sympathy.  But  both 
Frank  sisters  were  outspoken  during 
the  proceedings,  at  times  intemperately 
so.  "I  think  they  come  across  as  histri- 
onic," says  a  source  in  the  U.  S.  Attor- 
ney's office.  "But  they  are  both  good- 
looking  and  well-dressed  and  can  be 
quite  charming,  and  that  gave  us  some 
concern  going  in." 

As  heirs  to  a  multimillion-dollar  for- 
tune, Peter,  Jane,  and  Susan  Frank  en- 
joyed a  privileged  upbringing  and  initial- 
ly seemed  well-positioned  for  success  in 


MAYOR  KOCH  AND  SUSAN  FRANK:  Swearing  her  in  as  ports  commissioner 


their  own  right.  Peter  graduated  from 
Harvard  Law  School.  Susan  was  just  31 
when  Mayor  Edward  I.  Koch  appointed 
her  New  York's  commissioner  of  ports 
and  terminals  in  1983,  a  post  she  held 
until  1985.  She  and  Stamell  settled  into  a 
Park  Avenue  brownstone.  Jane  Frank 
married  a  doctor  and  took  up  residence  in 
even  fancier  Park  Avenue  digs. 

Today,  the  siblings  preside  over  a 
shriveled  remnant  of  the  empire  found- 
ed by  their  grandfather.  The  worst  en- 
vironmental offender  among  the  Frank 
companies,  Standard  Tank  Cleaning 
Corp.  of  Bayonne,  N.  J.,  was  liquidated 
by  court  order  in  1994  after  a  judge 
concluded  it  was  beyond  rehabilitation. 
First  Marine  Shipyard  has  been  operat- 
ing under  Chapter  11  for  five  years,  as 
has  New  England  Marine  Services,  one 
of  the  companies  convicted  in  Puerto 
Rico.  In  recent  years,  the  Frank  fleet 
has  shrunk  from  about  30  vessels  to  9. 

The  marine  transport  industry  has 
been  waning  for  years,  but  testimony 
given  in  Puerto  Rico  suggests  the  sib- 
lings may  have  accelerated  their  com- 
panies' decline  by  diverting  corporate 
funds  for  their  own  use,  beginning  in 
1987.  "The  Franks  would  take  cash  out 
of  company  funds,  and  these  'draws' 
would  be  recorded  by  bookkeepers," 
U.  S.  Magistrate  Aida  M.  Delgado-Colon 
found  in  a  1995  opinion.  "At  the  end  of 


the  year,  the 
keepers  would 
up  the  draws 
record  them  as 
or  expenses  or 
ply  write  them 
Lawyers  for 
Franks  did  no 
spond  to  this  a 
tion  in  court,  an. 
ter  Frank  did; 
respond  to  a  re\ 
for  an  intervie 
CARROTS.  All 
the  Franks  wer 
broiled  in  dis 
with  environm 
regulators.  For 
than   two  dee 
state  and  feder 
cials  fought  a 
battle  with  St 
Tank  over  una 
rized  discharg 
untreated  wast 
eluding  toxic 
metals,  into  the  harbor.  But  while 
lators  were  ineffectually  taking  a 
to  Standard  Tank,  municipalities  thn 
out  New  Jersey  and  New  York 
handing  the  Franks  carrots  in  the  foi 
million-dollar  contracts  to  haul  se 
sludge  to  a  federally  authorized 
ing  site  106  miles  off  Cape  May,  N, 

The  first  criminal  prosecution 
Franks  themselves  came  in  1989, 
a  New  Jersey  grand  jury  charged 
lyn  Frank  and  five  employees  witi 
ing  dumped  sewage  sludge  in  i; 
waterways  at  least  25  times  di 
1987-8,  thus  saving  the  expense  o 
48-hour  round-trip  to  the  ocean 
Mrs.  Frank  insisted  she  had  neve 
any  employee  to  dump  sludge.  Bu 
boat  captain  George  Malonn  t 
grand  jury  that  Mrs.  Frank  had  or 
crews  to  complete  their  task 
hours.  Mrs.  Frank  pleaded  guilty 
felony  and  agreed  to  withdraw 
management  of  the  family  busines 
can  only  tell  you  we're  living  in 
Germany,"  she  told  The  New 
Times  shortly  before  her  senten 
have  a  reputation  in  this  business 
absolutely  flawless." 

Mrs.  Frank  got  a  suspended  fiv 
sentence,  but  later  was  imprison 
nine  months  for  violating  her  probata 
making  unauthorized  trips  to  West 
Beach,  Fla.,  and  failing  to  sever 


The  Balanced  Scorecard  is  a  revolutionary 
framework  wlfich  translates  a  company's 
vision  and  strategy  into  a  coherent  set  of 
performance  measures. 

"The  best  management  guide 
around  for  building  healthy, 
effective,  and  long-lasting 
organizations." 

— National  Productivity  Review 
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or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
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delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
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ties  to  the  business.  In  January,  sb 
released  from  the  Edna  Mahan  C< 
tional  Facility  for  Women  in  Clinton. 

Despite  her  indictment,  munic 
ties  continued  to  hire  the  Fr 
Sludge  hauling  is  not  exactly  a  gla 
business,  and  municipal  officials  a 
ently  feared  that  if  the  Franks  clos> 
shop,  no  operator  would  fill  the  vc 

Meanwhile,  Frank  vessels  cont 
to  transport  large  quantities  of  was 
around  New  York  Harbor.  Ovei 
years,  several  of  their  barges  car 
catastrophic  ends — among  them,  a 
ing  number  named  for  family  merr 
In  1980,  an  explosion  and  fire  al 
the  Peter  Frank  killed  an  employe 
1984,  the  Lindsey  Frank  II  expl 
killing  a  tankerman.  In  1990,  the  i 
Frank  went  down  at  the  family's 
yard  on  Staten  Island,  spilling  an 
mated  50,000  gallons  of  oil. 
FIGHTING  BACK.  As  was  his  cus 
Borough  President  Molinari  rusb 
the  scene.  "We've  had  many  spills 
the  years,  and  I'd  always  been 
wonderful  cooperation  by  everyor 
volved — except  the  Franks,"  he  re 
When  Moiinari  arrived  at  the  Frai 
cility,  he  found  the  gates  padlocked 
until  TV  cameras  arrived  did  1 
Frank  admit  him.  "He  told  me  his 
sion  of  what  happened,  and  thei 
Coast  Guard  captain  came  and  ga 
account  totally  at  odds  with  what  I 
had  just  told  me,"  Molinari  recalls, 
in  a  month,  New  York  State  sumn 
revoked  the  licenses  of  all  19 
barges  operating  locally. 

The  Franks  fought  the  state-ma 
ed  shutdowm,  but  by  1992  they  hi 
fectively  been  expelled  from  New 
Harbor.  So  they  redeployed  thei 
maining  fleet  along  the  Atl 
seaboard  from  Boston  to  San  Juan, 
more  than  ever,  policing  the  Franks 
a  federal  matter.  And  when  th( 
properly  repaired  towing  cable  s 
ing  the  Nathan  Berman  snappec 
night  in  1994,  causing  the  barge  to 
into  a  coral  reef  off  San  Juan  and 
its  entire  750,000-gallon  cargo  into 
sea,  the  Justice  Dept.  had  an  ide; 
portunity  to  nail  the  Franks. 

All  $19.1  million  in  known  Fran 
sets  have  been  frozen  by  court  c 
and  with  the  Puerto  Rico  convicti 
hand,  the  U.  S.  attorney's  office  can 
searching  for  additional  hidden  asse 
the  $75  million  fine  is  upheld 
Franks  will  probably  be  stripped 
they  own.  The  tale  of  the  pollt 
Franks  of  New  York  City  is  a  h 
story  too  long  by  half,  but  it  appes 
be  nearing  its  conclusion  at  last. 
By  Anthony  Bianco  in  New 
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Personal  Business 
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WHEN  BRITTLE  BONES 
NEED  BULKING  UP 


Linda  Johnson  broke  six 
bones  in  six  years  dur- 
ing her  30s.  One  time, 
she  fractured  a  rib  when  her 
husband  picked  her  up;  an- 
other time,  she  broke  a  toe 
after  bumping  it  on  a  wall; 
yet  another,  she  stepped  off  a 
curb  and  shattered  her  an- 
kle. "My  kids  started  to  joke: 
'Don't  touch  Mom  or  she'll 
break,' "  says  the  49-year-old 
from  Brentwood,  Md. 

By  age  41,  when  she  was 
diagnosed  with  osteoporosis, 
Johnson  had  shrunk  an  inch 
in  height  from  spinal  frac- 
tures, and  had  bones  like 
those  of  a  78-year-old  woman. 
She  had  to  quit  her  job  as  a 
church  organist  because  of 
the  pain  of  sitting  on  a  bench. 
Just  sliding  across  the  seat 
of  her  car  was  excruciating. 
SILENT  ROBBER.  While  osteo- 
porosis is  rare  in  someone  so 
young,  Johnson's  case  illus- 
trates how  debilitating  it  can 
be.  Osteoporosis — literally, 
"porous  bone" — more  com- 
monly strikes  people  who  are 
over  50.  Until  recently,  it  was 
considered  a  natural  part  of 
the  aging  process.  But  it  is 
now  known  to  be  a  pre- 
ventable disease  in  most  cas- 
es. Organizations  such  as  the 
National  Osteoporosis  Foun- 
dation (NOF)  in  Washington, 
have  been  teaching  that  prop- 
er diet,  exercise,  and  drugs 
can  keep  this  silent  bone  rob- 
ber at  bay. 

Currently,  7  million  to  <s 
million.  Americans  have  os- 
teoporosis, 
and  17  mil- 
lion more  are 
at  risk  for  fractures.  As  baby 
boomers  swing  into  late  mid- 
dle age  and  life  spans  in- 
crease, the  number  of  cases 
could  double,  says  nof  Presi- 
dent Robert  Lindsay.  The  ail- 
ment affects  one  of  every  two 


The  best  sources  of  calcium  are  dairy 
products  such  as  skim  milk  and  yogurt 


YOUR  HEALTH 


women  and  one  of  every  five 
men  over  age  65. 

What  causes  this  crippler? 
Bones  are  constantly  being 
remodeled  as  old,  damaged 
bone  is  replaced  by  new  ma- 
terial. The 
whole  cycle 
takes  about 
three  months.  Osteoporosis 
occurs  when  bone  disappears 
faster  than  it  is  created. 
Bones  become  thinner  and 
more  brittle,  to  the  point 
where  bending  over  to  pick 
up  the  newspaper,  or  even 


rolling  over  in  bed,  can  cause 
breakage. 

Like  high  blood  pressure, 
osteoporosis  is  a  furtive  stalk- 
er. Too  often,  people  are  un- 
aware that  they  have  the  dis- 
ease until  bones  break.  While 
osteoporosis  doesn't  kill,  it 
can  demolish  one's  quality  of 
life.  Spine  fractures  can  cause 
the  elderly  to  become  so 
stooped  they  can  only  look  at 
the  ground.  Paralyzed  by  fear 
of  falling  and  wracked  by 
pain,  many  osteoporotic  peo- 
ple become  depressed  and 
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isolated,  says  Deborah 
medical  sociologist  at 
University  Medical  Cent 

Osteoporosis  is 
prevalent  in  women  bea 
while  estrogen 
bones,  its  sudden  reductip 
to  10  years  after  menop' 
dramatically  speeds  bone 
By  contrast,  men  rarely 
testosterone  and  when 
do,  the  process  is  more 
ual.  Also,  men  have  grt 
bone  mass  to  begin  wit! 
they  can  afford  to  lose  i 
before  a  problem  develop 


r 


en  especially  need  cal- 
their  early  years  be- 
total  bone  mass  is 
i  by  age  30.  "Peak 
lass  is  like  money  in 
nk,"  says  Jane  Ker- 
professor  of  nutrition 
University  of  Con- 
t  in  Storrs.  "If  you 
£f  with  more  to  lose, 
•rotection  later  on  in 
uise."  Unfortunately, 
mt  girls  may  not  be 
ing  enough  calcium  to 
them  in  middle  age. 
eenagers  tend  to  diet 
;  soda  instead  of  milk. 
iung  women  who  stop 
lating  because  of  eat- 
rders  or  excessive  ex- 
re  at  greater  risk  for 
rosis. 

>MOKE.  Other  factors 
rfere  with  proper  eal- 
isorption.  Excessive 
,  salt,  and  protein 
he  body  to  excrete 
ilcium  in  the  urine. 
;es,  excessive  alcohol 
and  certain  drugs 
steroids  used  to  treat 
and  arthritis  also  con- 
to  bone  loss. 
■  adults  should  take 
ast  1,000  milligrams 
im  a  day,  adolescent 
nd  postmenopausal 
need  1,500  mg.  The 
irces  of  calcium  are 
*oducts  such  as  milk 
£  urt.  Canned  sardines 
non  as  well  as  leafy 
vegetables  such  as 
and  collard  greens 
high  in  calcium, 
.hose  who  can't  get 
calcium  into 
it,  there  are 
supplements, 
carbonate, 


How  To  Protect  Your  Bones 

DIET 

►  Eat  plenty  of  high-calcium  foods  such  as  nonfat  dairy 
products,  sardines,  and  broccoli 

►  Adults  should  get  1,000  mg  of  elemental  calcium 
daily;  teens,  lactating  mothers,  and  menopausal 
women,  1,500  mg 

►  Ingest  a  daily  nutritional  supplement  with  at  least 
400  IU  of  vitamin  D 

EXERCISE 

►  Engage  in  weight-bearing  activities  such  as  jogging, 
walking,  and  tennis,  which  are  best  for  building  bones 

►  Stay  fit  and  active,  no  matter  which  exercise  you 
choose.  Strong  muscles  cushion  your  bones  and  pre- 
vent you  from  falling  and  getting  injured 

DRUGS 

►  Menopausal  women  should  consider  estrogen 
replacement  therapy.  Alternatives  include  calcitonin 
nasal  spray  and  Fosamax,  in  pill  form 

►  Testosterone-deficient  men  can  take  a  testosterone 
replacement  drug 

DATA:  BUSINESS  WEEK 


light  on  the  face  and  hands 
without  sun  block  is  adequate 
and  in  most  climates  not  long 
enough  to  burn  the  skin. 
Most  milk  and  calcium  sup- 
plements are  fortified  with  vi- 
tamin D,  which  comes  in 
tablets  as  well. 

Nutrition  alone  won't  keep 
bones  healthy.  Weight-bear- 
ing exercises,  such  as  jogging, 
walking,  and  aerobics  have 
been  shown  to  build  bone 
mass,  even  in  the  elderly. 
Staying  fit  also  promotes 


You're  At  Risk  If... 


strong  muscles,  which  help 
cushion  and  protect  bones, 
says  Ethel  Siris,  director  of 
the  Toni  Stabile  Center  for 
the  Prevention  and  Treat- 
ment of  Osteoporosis  at 
New  York's  Columbia  Pres- 
byterian Medical  Center. 

Physical  therapists  at  clin- 
ics such  as  the  University  of 
Connecticut  Health  Center 
can  teach  osteoporosis  suffer- 
ers how  to  bend,  cough,  sit, 
and  walk  in  such  a  way  as 
to  protect  fragile  bones. 
mmmmmmm  When  Linda  Johnson 
realized  she  might 
live  another  30  years 
with  osteoporosis, 


►  You  have  a  small,  thin  frame 
the  antacid    she  started  with  sim- 

►  You  have  a  family  history  of  osteoporosis  pie  isometric  exercis- 
es and  worked  her 
way  up  to  an  hour 
each  week  of  aero- 
bics and  weight  lift- 


i  the  cheap- 
most  concen- 
ource.  Since 
/  cause  some 
itestinal  dis- 

Icium  citrate    1^11  !_'"".! ~ri"n"1   ing.  She  has  since 


►  You're  a  postmenopausal  woman 

►  You've  been  taking  high  or  prolonged 
doses  of  thyroid  hormone  or  cortisone 


which  have 
ium  but  are 
easily  ab- 
are  an  alter- 
ays  Kerstet- 
wig  bones 
1  vitamin  D. 
e  ninutes'  dai- 
;ure  to  sun- 


n 


►  Your  diet  is  low  in  dairy  products  and 
other  sources  of  calcium 

►  You  are  physically  inactive 

►  You  smoke  cigarettes  or  drink  large 
quantities  of  alcohol 

DATA:  NATIONAL  OSTEOPOROSIS  FOUNDATION 


been  able  to  slip  and 
fall  without  fractur- 
ing a  bone  for  five 
years. 

The  third  way  to 
prevent  and  treat  os- 
teoporosis is  with 
medication.  Three 
drags  are  now  avail- 


able for  bones:  hormone  re- 
placement therapy,  calcitonin, 
and  Fosamax.  "Estrogen  is 
the  drug  of  choice  for  pre- 
vention," says  Kristine  Harp- 
er, medical  director  of  Duke's 
Bone  &  Metabolic  Diseases 
Clinic.  However,  estrogen  can 
sometimes  exacerbate  such 
problems  as  endometriosis, 
liver  disease,  blood  clots,  and 
breast  cancer. 

For  women  who  can't  take 
estrogen,  the  nasal  spray  cal- 
citonin, a  natural  thyroid 
hormone,  prevents  bone  loss. 
"Calcitonin  is  the  safest  of 
the  medicines,"  says  nof's 
Lindsay,  "but  it's  the  weak- 
est." The  most  potent  treat- 
ment on  the  market  is  Fos- 
amax. But  it  isn't  as  easy  to 
take.  It  can  cause  irritation 
of  the  esophagus,  so  patients 
have  to  take  it  in  the  morn- 
ing with  a  glass  of  water  and 
wait  at  least  a  half  hour 
standing  up  before  eating. 
Other  dings  now  being  tested 
mimic  estrogen's  bone  and 
heart  protection  without  its 
negative  side  effects.  Also  in 
the  pipeline  are  sodium  fluo- 
ride and  parathyroid  hormone 
which  may  actually  promote 
new  bone  growth. 
UNCOVERED.  The  only  way  to 
know  for  sure  whether  you 
have  or  are  at  risk  for  osteo- 
porosis is  to  get  a  bone-mass 
density  test  such  as  a  Dual 
Energy  X-ray  Absorptiome- 
try (dxa)  or  Dual  Photon 
Absorptiometry  (dpa)  exam. 
These  tests  are  painless  and 
quick,  but  still  relatively  ex- 
pensive at  an  average  of  $200 
per  test.  And  the  costs  are 
not  always  covered  by  insur- 
ance. Women  who  are  near- 
ing  menopause  don't  need 
these  tests  if  they're  going 
on  estrogen,  but  for  those  at 
risk  who  eschew  estrogen,  it 
might  prove  worthwhile,  says 
Siris. 

Even  though  there  is  a 
strong  genetic  component  to 
the  disease,  certain  cases  of 
osteoporosis  have  no  known 
cause.  Still,  for  most  people, 
healthy  diet,  exercise,  and  es- 
trogen will  help  ensure  that 
while  sticks  and  stones  may 
break  their  bones,  osteoporo- 
sis won't.  Pam  Black 


PAP  TESTS:  WHAT  YOl 
NEED  TO  KNOW 


Cancer  of  the  cervix 
seems  like  the  kind  of 
disease  medical  sci- 
ence should  have 

wiped  out  long  ago.  Linked  to 
viruses,  it's  detectable  and 
curable  in  a  precancerous 
stage.  When  the  Pap  test  was 
introduced  after  World  War 
II,  the  death  rate  fell  70%. 
Yet  cervical  cancer  kills  al- 
most one  of  three  of  the 
16,000  women  a  year  in  the 
U.S.  who  get  it.  Many  peo- 
ple don't  understand  its  na- 
ture as  a  sexually  transmit- 
ted disease  for  which  almost 
all  women  are  at  risk.  Others 
don't  realize  that  since  the 
late  '80s,  the  venerable  Pap 
test  has  not  been  considered  a 
foolproof  screening  system. 

The  good  news  is  that  re- 
searchers are  refining  their 
understanding  of  what  puts  a 
woman  at  risk.  At  the  same 
time,  the  Food  &  Drug  Ad- 
ministration has  approved  sev- 
eral methods 
that  may  help 
eliminate  false  negatives  and 
inconclusive  Pap  results.  But 
be  prepared  to  pay — most  in- 
surers don't  yet  cover  the 
costs  of  the  extra  tests. 

Annual  Pap  tests  should 
start  around  age  18,  or  when 
a  girl  first  has  sex.  Most 
women  become  infected  with 
the    human  papilloma 
viruses  (hpvs)  linked  to 
cervical  cancer  through 
intercourse.  Women 
shouldn't  stop  getting 
tested  because  they're 
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to  gather  cells. 
Thousands  of 
cells  are  then 
examined  un- 
der a  micro- 
scope by  a  cy- 
totechnologist, 
who  looks  for 
barely  visible 
abnormalities. 
"It  is  one  of  the 
most  tedious, 
demanding,  indi- 
vidual-attention 
functions  ever 
invented  for  the 
human  brain," 
says  Leopold  Koss 
chairman  emeritus  of 
pathology  at  Montefiore 
Medical  Center  in  the  Bronx. 
BAD  SAMPLE.  Experts  say 
about  one  of  five  Pap  tests  is 
in  error,  many  of  them  false 
negatives  that  show  no  prob- 
lem when  there  actually  are 
abnormal  cells  (though  only  a 
small  number  lead  to  cancer). 
Sometimes  the  doctor  doesn't 
get  a  good  cell  sample.  Other 
times,  the  tech- 
nologist fails  to 
detect  the  abnormal  cells.  Un- 
der federal  law,  all  labs  must 
rescreen  for  accuracy  at  least 
10%  of  all  of  the  Pap  smears 
they  analyze. 

In  theory,  getting  a  nega- 
tive Pap  result  three  years 
in  a  row  almost  guarantees 
you  have  no  problem.  But 


there  is  no  way  to  know  if 
your  annual  Pap  test  is  a 
false  negative,  and  during 
that  time,  there  is  a  small 
chance  you  have  a  rapidly 
developing  invasive  cancer. 
"The  reason  to  rescreen 
is  that  there  usually  will 
be  a  delay  of  at  least  a 
year  until  a  false  nega- 
tive is  picked  up,"  says 
Patricia  Braly,  chief 
of  gynecological  oncology  at 
Louisiana  State  University 
in  New  Orleans.  Even 
though  few  physicians  rou- 
tinely double-check  every 
Pap  smear,  cancer  experts 
say  rescreening  can  save 
lives.  So  women  with  several 
risk  factors  or  who  just  want 
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Not  everyone  gives 
rescreening  an  imqualifiJfei  sn 
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the  abnormality  pickuj  Jut 
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New  Tools  for  Cervical  Cancer  Protection 
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considered  at  risk. 

To  do  a  Pap  test,  a 
doctor  gently  scrapes  the 
cervix  with  a  special  tool 


Cytyc  Corp.,  Boxborough, 
Mass.  888  844-6773 

cells  to  make  Pap  tests  easier  to 
read;  added  $15  to  $20  cost 

HYBRID  CAPTURE  HPV  TEST 
Digene  Corp.,  Beltsville,  Md. 
800  344-3631 

Analyzes  DNA  in  cervical  cells  to 
detect  the  presence  of  HPV  viruses; 
$50  per  test 

PAPNET  SCANNING  SYSTEM 
Neuromedical  Systems, 
Suffern,  N.Y.  800  727-6384 

Rescreens  slides  to  find  irregular 
cells  overlooked  in  initial  Pap  test; 
$30  to  $45 

AUTOPAP 

NeoPath,  Redmond,  Wash. 
800  636-7284 

Scanning  system  used  at  labs 
rescreens  slides  to  find  those  most 
in  need  of  more  review;  around  $20 

older.  Those  over  65  ac-  nologv  and 

count  for  4  out  of  every 
10  deaths.  Any  woman 
who  has  had  three  or 
more  sexual  partners  or 

whose  current  partner     No.'irnmoHirai'^ctomc  r^Hrnw^HnnUpTin^im't^l  P^rTw-  The  Pap  test  wafm 

has  had  three  or  more 


i  : 

thia  Krause,  a  gyn  it 
gist  at  the  Wo: 
Health  Program  a  iu 
Sinai  Medical  Cen 
New  York.  Also,  if 
lab  doesn't  use  this 
your  c  i 
must  send  the  s< 
elsewhere,  you  coul  1 
up  paying  for  the 
test  and  the  rescre  itj 


pi.Bo( 
Br  the  count 


due  for  an  update. 


put  cervical  c  oi 
where  it  belongs — c  l 
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a  Resto  tried 
thing.  But  nei- 
he  gum  nor  the 
nor  trying  to  go 

•key  helped  her  stop 

t.  The  New  York  hu- 
|  ources  staffer  couldn't 
more  than  a  day  or 

hout  lighting  up — un- 
joined a 
group  in 

ber. 

|  Resto  "is  quit,"  as 
Ifers  put  it.  But  de- 
I  fforts  by  adults  like 
( )  kick  the  habit,  along 
3W  health  warnings 
strictions  in  public 
nearly  50  million 
I  ins  smoke.  And  new 
\  i,  teenagers  mostly, 
Is  to  join  the  ranks. 
,IDS.  Attempting  to 
a  struggle  smokers 
ten  win — especially 
it  time  around.  It 
takes  five  to  six  at- 
Ultimately,  smok- 
j  d  to  quit  on  their 
nys  Harry  Lando, 
[  )r  of  epidemiology 
University  of  Min- 
n  Minneapolis,  who 
i  died  smoking  ces- 
for  more  than  25 
3ut  heavy  smokers 
i  3ed  outside  help, 
ately,    there's  a 
a    of  programs, 
ues,  and  products, 
nost  popular  prod-  f 
luce  nicotine  with- 
symptoms.  First  came 
gum  in  1984,  followed 
transdermal  nicotine 
i  1991.  Both  are  now 
|  ?r  the  counter.  What's 
l  nicotine  nasal  spray, 
debuted  in  July  by 
)tion  only.  Nicotine  re- 
ait  doubles  a  smoker's 
i  ■  of  quitting,  says  Kay 
an,  a  coordinator  of 
oking  cessation  pro- 
l,t  the  Mayo  Clinic  in 
i  ota. 

i  they're  not  for  every- 
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one.  The  patch,  which  attach- 
es to  your  skin  like  a  ban- 
dage, delivers  a  steady 
stream  of  nicotine.  Over 
many  weeks,  you  reduce  the 
amount  flowing  through  your 
body,  allowing  you  to  quit 
gradually.  It's  the  most  popu- 
lar choice  because  it's  the 
easiest  to  use — but  some  peo- 
ple complain  of  anxiety,  rash- 
es, and  nausea. 
The  gum  re- 
quires you  to  keep  chewing, 
and  the  flavor  isn't  exactly 
refreshing.  "The  spray  gives 
you  a  quicker  hit,  much  clos- 
er to  the  sensation  you  feel 
when  you're  smoking,"  says 


ers  agree  that  all  three  prod- 
ucts work  best  when  used 
with  behavior  modification. 
The  American  Cancer  Soci- 
ety's Fresh  Start  program 
runs  for  four  weeks.  Smok- 
ers meet  twice  weekly,  for 
about  90  minutes,  and  are  as- 
signed a  buddy.  The  big  draw 
is  group  support.  "You  go  to 
the  meetings,  and  you  hear 
other  people's  stories,  and 
you  start  thinking:  I  can  do 
this,"  says  Resto,  who  quit 
with  the  aid  of  Fresh  Start 
after  smoking  for  26  years. 
hard  CORE?  About  25%  of 
participants  in  support  group 
programs  are  not  smoking  af- 
ter a  year.  Likewise,  smokers 
can  sign  up  for  commercial 
programs  such  as  Smokenders 
and  Smokeless,  which  are 
pricier  but  not  necessarily 
more  effective,  Lando  says. 
Also,  many  large  hospitals 


day  stay  will  run  nearly 
$3^000,  but  the  results  are 
better  than  most:  42%  of  par- 
ticipants remain  smoke-free 
after  six  months. 

If  you're  interested  in  less 
tried-and-true  methods,  you 
might  want  to  check  out  the 
research  clinic  of  a  hospital. 
Columbia  Presbyterian  is 
studying  an  antidepressant's 
effect  on  ex-smokers.  At 
Duke  University,  researchers 
recently  tested  a  hyperten- 
sion drug  with  a  nicotine 
patch  and  found  fewer  with- 
drawal symptoms  than  when 
the  patch  was  used  alone. 
Generally,  the  drugs  used 
have  federal  approval,  but 
not  for  smoking  cessation. 
Essentially,  that  means  you're 
a  guinea  pig. 

Given  the  right  combina- 
tion of  therapies,  even  the 
most  hardened  smoker  can 


Kicking  the  Habit 

FRESH  START  (800  227-2345)  Twice-weekly 
sessions  for  four  weeks  from  the  Ameri- 
can Cancer  Society,  with  follow-up  week- 
ly SOS  meetings;  no  cost 

FREEDOM  FROM  SMOKING  (800  LUNG 
USA)  The  American  Lung  Assn.'s  six-ses- 
sion program  offered  by  local  hospitals 
and  employers;  low  cost 

NICOTINE  ANONYMOUS  (Write  Dept.  B,  P.O. 
Box  591777,  San  Francisco,  Calif.,  94159)  A  12- 
step  program  that  features  strong  group 
support;  no  cost 

SMOKELESS  (800  345-2476)  Offered 
through  hospitals  and  corporations  in 
eight  sessions  over  four  weeks;  $120  for 
group,  $59  for  self-help  version 

SMOKENDERS  (800  201-4872)  Six-week 
course  costs  $325;  "Learn  How  to  Quit" 
kit,  $125;  toll-free  help  line  available 


Nancy  Rigotti,  who  heads  up 
the  smoking  cessation  pro- 
gram at  Massachusetts  Gen- 
eral Hospital  in  Boston. 

Using  a  nicotine  replace- 
ment therapy  isn't  enough. 
"They  don't  address  the  psy- 
chological aspect  of  the  ad- 
diction," says  Lirio  Covey, 
a  psychologist  who  special- 
izes in  smoking  cessation  at 
New  York's  Columbia  Pres- 
byterian Hospital.  Medical  ex- 
perts and  drug  manufactur- 


run  outpatient  smoking  ces- 
sation clinics  such  as  Massa- 
chusetts General's  three-year- 
old  Quit  Smoking  Service. 
For  the  truly  hard-core 
smoker,  there  are  inpatient 
programs.  Basically,  you 
check  yourself  in  and  emerge 
days  later,  smoke-free.  About 
a  half-dozen  such  programs 
operate  across  the  U.  S.,  but 
the  one  at  the  Mayo  Clinic's 
Nicotine  Dependence  Center 
is  the  best  known.  An  eight- 


quit.  The  key?  Motivation. 
Just  ask  Mickey  Keyser,  67, 
who  attended  the  American 
Lung  Assn.'s  Freedom  from 
Smoking  program  "on  a  lark." 
A  pack-a-day  smoker  for 
some  46  years,  she  had  never 
tried  to  stop  previously. 
When  the  program  ended  six 
weeks  later,  Keyser  had  quit. 
That  was  six  years  ago,  and 
she  hasn't  touched  a  cigarette 
since.  Her  explanation:  "I  was 
ready."         Barbara  Hetzer 
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fitting  climax  to  the  PGA  TOUR 
season  was  needed.  Hie  answer 
.was-and  remains-THE  TOUR 
Championship. 

Introduced  as  the  Nabisco  Champi- 
onships of  Golf  in  1987,  THE  TOUR 
Championship  offers  berths  to  an 
elite  but  limited  field:  the  Top 
30  on  the  PGA  TOUR's  season 


long  money  list. 

Prior  to"l987.  the  TOUR  year  simply 
ended.  There  was  no  meaningful  con- 
clusion. But  that's  no  longer  the  case. 

Players  now  continue  to  compete 
throughout  the  fall  in  order  to  qualify 
for  THE  TOUR  Championship,  where 
a  $3  million  purse  and  $540,000  win- 
ner's share  await.  Not  only  that,  but 
each  year  THE  TOUR  Championship 
affords  participants  the  opportunity  to 
play  on  a  world-renowned  golf  course. 

THE  TOUR  Championship  also 
helps  to  finalize  some  of  the  PGA 

TOUR's  most  presti- 
gious honors.  These 
include  the  Arnold 
Palmer  Award  for 
leading  money-winner; 
PGA  TOUR  Player  of 
the  Year;  the  tourna- 
Officiai         ment  winner  of  the 
pga  tour       season-long  Charity 
Event         Team  Competition; 
and  the  recipient  of  the  Byron 
Nelson  Award,  given  to  the  TOUR's 
scoring  leader. 

Corporate  sponsorship  obviously 
is  important  to  the  success  of  THE 
TOUR  Championship.  Mercedes-Benz 
of  North  America  and  Michelob, 
co-presenting  sponsors  for  the 
second  consecutive  year,  provided 
this  vital  support. 


THE  TOUR 

CHAMPIONSHIP 


"You  could  sense  the  tournament 
was  something  special,"  two-time 
Masters  champion  Ben  Crenshaw 
said  in  reflecting  on  the  event's 
early  years. 

"When  you  have  a  short  field  or 
a  special  course,  it  gives  it  a  nice 
impetus,  it  gives  it  a  really 
nice  feel." 


Five  of  the  first  six  winners 
of  THE  TOUR  Championship  either 
had  won  or  would  go  on  to  win  major 
titles.  The  most  recent  three  saw  their 
first-place  checks  vault  them  over  the 
$1  million  mark  in  season  earnings. 

The  venues  where  the  event  has 
been  held  read  like  a  litany  of  some 
of  the  world's  great  golf  courses.  The 
elite  field  annually  features  many  of 
the  game's  finest  players. 

Tom  Watson.  .  .Curtis  Strange.  .  . 
Craig  Stadler.  .  Tom  Kite.  .  .Paul 
Azinger.  The  first  three  already  had 
major  titles  under  their  belts  when 
they  won  THE  TOUR  Championship; 
Kite  later  would  claim 
the  1992  U.S.  Open, 
Azinger  the  1993  PGA 
Championship. 

The  only  non-major- 
winner  among  the  first 
half  dozen  was  Jodie 
Mudd,  whose  1990  victory 
brought  him  to  within  hailing 
distance  of  $1  million.  That  fig- 
ure since  has  been  surpassed 
consecutively  by  Jim  Gallagher, 
Jr.,  Mark  McCumber  and  Billy 
Mayfair,  last  year's  champion. 

Oak  Hills. .  .Pebble  Beach. . 
Harbour  Town. .  .Champions. . . 
Pinehurst  No.  2. .  .The  Olympic 
Club.  .  .  Southern  Hills.  What 
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Tom  Watson 


visions  those  magical  names  conjure 
for  fans  of  the  game.  Last  year,  South 
ern  Hills  conjured  a  three-stroke  victoi < 
for  Mayfair  over  Corey  Pavin,  the 
reigning  U.S.  Open  champion,  and 
Steve  Elkington,  winner  of  the  PGA 
Championship. 

Mayfair's  winner's  paycheck  lifted 
his  final  earnings  total  to  $1,543,912, 
at  that  time  second  in  TOUR  history 
to  only  1995  PGA  TOUR  Player  of 
Year  Greg  Norman  ($1,654,959). 

"The  money  is  great,"  Mayfair 
of  his  $540,000  victory,  "but  I  think 
everyone  out  here  would  say  we  play 
for  the  title.  The  trophy  and  title  is  wh; 
I  wanted.  I'm  not  going  to  say  I'm  goin 
to  turn  the  check  down  or  anything 
that,  but  the  title  is  what  we  play  for. 
Mayfair's  comments  reinforce  a  s 
ment  by  PGA  TOUR  Commissioner 
Tim  Finchem. 

"A  position  in  THE  TOUR  Champi 
onship  has  become  one  of  the  most 
sought  after  spots  in  all  of  golf, " 

Finchem  said.  "This  event  wa^: 
created  to  not  only  stimulate 
year-long  interest  among 
players,  but  also  to  provide 
the  TOUR  with  a  fitting  clima> 
to  its  season. 

•THE  TOUR  Championship 
has  accomplished  both  missions 
and  we  are  very  proud  of  the 
stature  this  event  has  attained 
in  nine  short  years." 

Watson  captured  the  1987  ina 
gural  at  Oak  Hills  Country  Club 
San  Antonio,  TX.  The  tournamen  - 
had  been  introduced  as  golfs 
richest  event  with  a  $2  million 
purse,  and  it  was  appropriate 
Watson  should  make  it  the  32nd 
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Curtis  Straw 


ry  of  his  illustrious  career.  After 
e  hadn't  won  in  nearly  four  years. 
5  it  turned  out,  that  was  just  a  brief 
'ss  spell  for  Watson.  Earlier  this 
he  claimed  his  33rd  title  at  the 
torial  Tournament, 
seasons  after  win- 
San  Antonio, 
"hen  it  comes  to 
rating  drama,  THE 
R  Championship 
•xcelled.  Champions 
been  determined 
lyoffs  five  times, 
ding  four  in  a  row 
ining  with  Strange's 
victory  over  Kite  at 
le  Beach  Golf  Links, 
lat  tournament  epit- 
ed  the  intent  of  THE 
R  Championship, 
lot  only  did  Strange, 
captured  his  first 

0  consecutive  U.S. 

1  titles  that  season, 
h  both  the  Player 

i  Year  and  Arnold  Palmer  Awards, 
50  became  the  first  to  win  $1  million 
eason  with  his  $360,000  payday, 
jrtis'  victory  occurred  under  rather 
ual  circumstances  -  in  a  Monday 
'ff.  Darkness  had  caused  a  suspen- 
~>f  play  the  evening  before,  but 
ige  was  up  to  the  next  day's  chal- 
!.  So  much  so  that  he  lofted  a  4-iron 
thin  18  inches  of  the  cup  at  Pebble 
h's  par-3  17th  hole,  setting  up  a 
ing  birdie. 

ter  his  disappointment  in  1988,  Kite 
mded  the  following  year  at  Harbour 
l  Golf  Links  on  Hilton  Head  Island, 
Tie  Texan  reversed  his  previous 
s  fortunes,  beating  Payne  Stewart 


THE  TOUR  Championship 
Television  Schedule 


Tuesday,  October  22 

"Road  to  THE  TOUR  Championship" 
ESPN  -  5:005:30  p.m.  Eastern  Time 

Thursday,  October  24 

First  Round  of  Competition 
ESPN  -  3:00-6:00  p.m.  Eastern  Time 

Friday,  October  25 

Second  Round  of  Competition 
ESPN  -  3:30-6:30  p.m.  Eastern  Time 
'TOUR  Championship  Preview  Show" 
ESPN  - 10:30-11:30  p.m.  Eastern  Time 

Saturday,  October  26 

Third  Round  of  Competition 
ABC  - 1:30-3:30  p.m.  Eastern  Time 

Sunday,  October  27 

Final  Round  of  Competition 
ABC  -  3:00-6:00  p.m.  Eastern  Time 

(NOTE:  Standard  Time  begins 
at  2:00  a.m.  Sunday) 


on  the  second  hole  of  yet  another  play- 
off to  earn  $450,000  and  clinch  his  sec- 
ond Arnold  Palmer  Award. 

In  1990,  Mudd  capped  a  career  year 
by  defeating  Mayfair  on  the  first  hole  of 
their  playoff  at  Champions 
Golf  Club  in  Houston.  Mudd 
finished  his  season  with 
$911,746,  almost  $500,000 
more  than  the  next-best  of 
his  15  campaigns  on  TOUR. 

In  1991,  the  event  had 
a  new  name-THE  TOUR 
Championship-as  it  began 
a  two-year  run  at  storied 
Pinehurst  No.  2  in  North 
Carolina.  But  the  playoff 
process  continued,  as  Stadler 
birdied  the  second  hole  of 
his  overtime  session  with 
Russ  Cochran  to  win  for 
the  first  time  since  the  1984 
Byron  Nelson  Classic. 

Azinger  snapped  the 
playoff  string  the  next  year 
while  managing  to  keep 
another  streak  going.  The  winner  of  at 
least  one  tournament  in  five  consecu- 
tive seasons,  Azinger  lifted  his  on-going 
total  to  six  years  with  a  three-stroke  vic- 
tory over  Lee  Janzen  and  Pavin  in  regu- 
lation. He  would  hike  it  to  seven  with 
three  wins  in  1993,  including  the  PGA 
Championship.  The  key  to  his  TOUR 
Championship  victory  was  a  25-foot 
eagle  putt  on  the  70th  hole. 

THE  TOUR  Championship  changed 
coasts  for  1993-94,  moving  to  San 
Francisco's  Olympic  Club,  where  the 
event's  rapidly  developing  reputation  for 
memorable  finishes  continued  to  grow. 

Gallagher,  who  had  opened  with  a 
course-record  63,  won  a  final-day 


shootout  with  Norman,  David  Frost, 
Scott  Simpson  and  John  Huston  to  claim 
his  second  title  of  1993.  Gallagher's 
victory  pushed  him  over  $1  million  for 
the  first  time,  as  it  had  done  for  Strange 
and  Kite.  However,  unlike  Curtis  and 
Tom,  Gallagher  later  posted  still  anoth- 
er million-dollar  campaign  in  1995. 

McCumber  climaxed  the  finest  sea- 
son of  his  19  on  TOUR  and  became 
yet  another  first-time  millionaire  with 
his  third  victory  of  1994  at  THE  TOUR 
Championship.  After  a  two-year  absence, 
this  edition  of  the  season-ending  event 
featured  still  another  playoff. 

McCumber,  who  had  bogeyed 
Olympic  Club's  18th  just  one  hole 
before  in  regulation,  birdied  the  next 
time  around  to  defeat  Fuzzy  Zoeller. 
The  Jacksonville,  FL  native's  50-foot 
winning  putt  put  a  memorable  finish 
on  his  and  the  TOUR's  '94  campaign. 

Following  Mayfair's  victory  last 
year,  Southern  Hills  hosts  its  second 
and  final  edition  the  week  of  Oct.  21-27. 
But  the  road  to  THE  TOUR  Champi- 
onship certainly  doesn't  end  here. 

Sites  already  have  been  chosen  for 
the  1997  and  1998  events.  Next  year 
THE  TOUR  Championship  returns  to 
Champions  Golf  Club,  and  the  1998 
tournament  will  be  held  in  Atlanta  at 
East  Lake  Golf  Club,  home  course  of 
the  immortal  Bobby  Jones. 

Clearly  THE  TOUR  Championship's 
reputation  for  excitement  and  prestige 
will  continue  to  grow. 

Presented  by: 
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ge  from  last  week:  -0.3? 
ge  from  last  year:  7.3% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

■  Oct.  5=133.1 
1992=100 


Oct.  Feb.  June  Oct 

995  1996  1996  1996 

dex  is  a  4-week  moving  average 

uction  index  declined  slightly  during  the  week  ended  Oct.  5.  Before 

>n  of  the  four-week  moving  average,  the  production  index  was 

:d  at  132.2.  For  the  latest  week,  drops  in  the  seasonally  adiusted 

vels  of  autos,  steel,  trucks,  and  electric  power  offset  increases  in  the 

n  of  crude  oil,  coal,  and  lumber  and  rail-freight  traffic. 

ing  index  will  be  unavailable  for  an  indefinite  period  of  time. 

)n  index  copyright  1996  by  The  McGraw-Hill  Companies 


NGINDICATORS 


I  'RICES  (lo/ii)  s&p  500 


LATEST 
WEEK 


WEEK 
AGO 


YEARLY 
%  CHG 


I  ATE  BOND  YIELD,  Aaa  (lo/ii) 


700.66     701.46  20.7 


7.61%  7.64% 


4.5 


ML  MATERIALS  PRICES 


107.8  108.4 


-3.0 


11  5S  FAILURES  10/4) 

NA 

NA 

NA 

1  TATE  LOANS  (10/2)  billions 

NA 

$523.3 

NA 

|  SUPPLY,  M2  (9/30)  billions 

NA 

NA 

NA 

1  CLAIMS.  UNEMPLOYMENT  uo/5)  thous.  319 

341r 

-11.4 

1:   Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990= 
1  :et  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept 

100),  Dun 

llEST  RATES  |: 

I L  FUNDS  (10/15) 

LATEST 
WEEK 

5  4  1  % 

WEEK 
AGO 

5.11% 

YEAR 
AGO 

5.71% 

111  ICIAL  PAPER  (10/16)  3-month 

5.42 

5.43 

5.80 

T  CATES  OF  DEPOSIT  do/16)  3  month 

5.40 

5.40 

5.78 

MORTGAGE  (lO/ll)  30-year 

8.09 

8.20 

7.72 

II  ABLE  MORTGAGE  (lO/ll)  one  year 

5.92 

5.94 

5.79 

i  10/15) 

8.25 

8.25 

8.75 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 

0  UHU 

STEEL  (10/12)  thous.  of  net  tons 

2. 029 

1,985# 

8.7 

AUTOS  (10/12)  units 

127, 372 

120,282r# 

-2.7 

TRUCKS  i  0  12)  units 

131,732 

127,106r# 

10.5 

ELECTRIC  POWER  (10/12)  millions  of  kilowatt-hrs.  59,063 

59,531# 

2.7 

CRUDE-OIL  REFINING  ( 10/12)  thous.  of  bbi./day 

14,100 

14,442# 

5.6 

COAL  (10/5)  thous.  of  net  tons 

22.604  ff 

21,663 

9.2 

LUMBER  (10/5)  millions  of  ft. 

483. 0# 

486.9 

6.9 

RAIL  FREIGHT  (10/5)  billions  of  ton-miles 

26. 6# 

26.2 

6.8 

Sources:  American  Iron  &  Steel   Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

GOLD  (10/16)  $/troy  oz. 

381  500 

381.350 

-0.6 

STEEL  SCRAP  (10/15)  #1  heavy,  $/ton 

133.50 

133.50 

-5.0 

COPPER  (lo/ii)  e/ib. 

95.5 

93.4 

-27.2 

ALUMINUM  (10/11)  e/ib. 

63.5 

64.5 

-19.1 

COTTON  (10/12)  strict  low  middling  1-1/16  in.,  <z/lb.  73  87 

74.77 

-13.2 

OIL  (10/15)  $/bbl. 

25  38 

25  62i 

43.9 

CRB  FOODSTUFFS  INDEX  (10/15)  1967=100       254.82     257.58  5.1 


CRB  RAW  INDUSTRIALS  INDEX  (10/15)  1967=100  336 .66    339  73 


1.5 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week,  Memphis 
market,   NYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (10/16) 

112.13 

111.47 

100.51 

GERMAN  MARK  no/16) 

1.54 

1.53 

1.41 

BRITISH  POUND  10/16) 

1.58 

1.56 

1.57 

FRENCH  FRANC  do/16) 

5.20 

5.17 

4.96 

ITALIAN  LIRA  do/16) 

1536.5 

1521.6 

1607.0 

CANADIAN  DOLLAR  (10/16) 

1.36 

1.35 

1.34 

MEXICAN  PESO  (10/16) 

7.785 

/  565 

6.675 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  US  dollar, 
except  for  British  pound  in  dollars 
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|1E  WEEK  AHEAD 

L  BUDGET 

Oct.  22,  2  p.m. edt  >  The  Trea- 
t.  is  likely  to  post  a  $30  billion 
or  September,  when  quarterly 
ax  payments  are  made.  That's  the 
orecast  of  economists  surveyed  by 
rnational,  one  of  The  McGraw-Hill 
es.  The  surplus  is  much  larger 

September's  $7.2  billion  windfall, 
s  because  Sept.  1,  1996,  fell  on  a 
so  many  of  this  September's  trans- 
ents  were  made  in  August.  The 

surplus  would  mean  that  the  gov- 
deficit  totaled  $114  billion  for  the 
)96  fiscal  year,  ended  on  Sept.  30. 
ild  be  the  smallest  red-ink  total 
81. 


INITIAL  JOBLESS  CLAIMS 

Thursday,  Oct.  24,  8:30  a.m. edt>  New  fil- 
ings for  state  unemployment  benefits  likely 
jumped  to  about  335,000  for  the  week 
ended  on  Oct.  19.  Filings  had  fallen  to 
3i9,000  in  the  first  week  of  October,  the 
lowest  rate  since  late  July  and  August.  But 
the  General  Motors  Corp.  strike  in  Canada 
has  spilled  over  to  gm's  U.  S.  operations, 
causing  the  idling  of  about  10,000  workers 
in  Michigan  and  New  York.  Once  the  strike 
is  over,  claims  should  head  lower. 

DURABLE  GOODS  ORDERS 

Friday,  Oct.  25,  8:30  a. m. edt ►  The  mms 
survey  projects  that  new  orders  for  durable 
goods  increased  1.5%  in  September, 


recouping  about  half  of  a  3.2%  fall  in 
bookings  in  August.  The  backlog  of  unfilled 
orders  likely  increased  in  September,  after 
slipping  0.3%  in  August. 

EXISTING  HOME  SALES 

Friday,  Oct.  25,  10  a.m. edt  ►  Sales  of 
existing  homes  probably  dipped  again  in 
September.  The  median  mms  forecast 
expects  that  resales  fell  to  an  annual  rate 
of  4.1  million,  from  4.3  million  in  August. 
If  so,  existing  home  sales  will  have  fallen 
for  four  consecutive  months.  However,  they 
still  remain  above  year-ago  levels.  And  the 
recent  drop  in  long-term  mortgage  rates 
may  spur  new  demand  in  the  fourth  quar- 
ter— or  at  least  hold  sales  steady. 
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Index  to  Companies 

This  index  gives  the  starting  page,  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boveri 

(ABBBY)  66 
ABN-AMRO  Hoare  Govett 

(ALGEF)  63 
Accutrade  142 
Advanta  (ADVN)  134 
Aeltus  Investment 
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Aetna  Life  (AET)  86 
Aircraft  Engines  154 
Air  France  57 
Albertson's  (ABS)  42 
Alcatel  Alsthom  (ALA)  63 
Allma  Health  Systems  162 
Allstate  Insurance  (ALL)  144 
American  Airlines  (AMR)  57 
American  Home  Products 

(AHP)  6 

American  Standard 
(ASD)  172 

Ameridata  Technologies 
(ADA)  154 

AmeriGas  Propane  172 
Amoco  (AN)  80,154 
Andersen  Consulting  150, 
154 

Apple  Computer  (AAPL)  31, 
54 

Arbor  Software  131 
Archer  Daniels  Midland 
(ADM)  6,52 

AT&T  CD  8,167,168,172 

AutoPap  194 
Ayala  Land  60 
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Baldor  Electric  (BEZ)  46 
Bankers  Trust  (BT)  134 
Bay  Networks  (BNET)  42 
Bell  Atlantic  (BEL)  167,168 
BellSouth  (BL3)  167 
Berkshire  Hathaway 
(BRK.A)  57 

Bernstein  (Sanford  C.)  162 
Boehnnger  Mannheim  172 
Boeing  (BA)  142,182 
Booz  Allen  Hamilton  172 
Bozell  Worldwide  80 
Bristol-Myers  Squibb 
(BMY)  172 

British  Airways  (BAB)  57,154 
Burlington  Northern  Santa  Fe 
(BNI)  50 
Burnett  (Leo)  80 
BZW  Research  62 


Canon  (CANNY)  172 
Capital  One  Financial 
(COF)  136,134 
Catalyst  55 
Caterpillar  (CAT)  42 
CATS  Software  150 
Celma  154 


Chase  Manhattan  (CMB)  134 
Chicago  Corp.  142 
Chrysler  (C)  42, 50, 57 
Cimtek-Thomas  36 
Citibank  (CCD  154,134 
Coca-Cola  (KO)  44, 72, 80, 
130 

Coca-Cola  Amatil  72 
Cognetics  86 
Colgate-Palmolive  (CL)  86, 
168 

Collaborative  Advanced  Gas 
Turbine  182 

Columbia/HCA  Healthcare 
(COL)  154 

Compaq  Computer  (CPQ)  31, 
42,168 

CompuNet  154 
Comsat  (CO)  166 
Connecticut  Telephone  167 
Conrail  50 
Continental  Airlines 
(CAI.A)  57 

Coopers  &  Lybrand  130, 162 
CSX  (CSX)  50 


Daewoo  63 

Danka  Business  Systems  172 
Dataquest  54 
DDBNeedham  80 
Dean  Witter  (DWD)  36 
Defense  Research 

Technologies  182 
Dell  Computer  (DELL)  8 
Deloitte  &  Touche  172 
Delta  Air  Lines  (DAL)  57 
Dharmala  Philippines  60 
Direct  Stock  Market  142 
Donaldson  Lufkin  &  Jenrette 

(DU)  134 

DRI/McGraw-Hill  (MHP)  36 
DuPont(DD)  130 


Eastman  Kodak  (EK)  172, 
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Edison  International  (EIX)  57 
Edwards  (A.G.)  57 
Electronic  Data  Systems 
(EDS)  130, 154 
Eli  Lilly  (LLY)  130 
EMC  (EMC)  46 
Enova  (ENA)  57 
Ernst  &  Young  134 
ESPN  55 

E*Trade  Group  142 
Exxon  (XON)  6 


Fallon  McEIhgott  80 
F&N  Coca-Cola  72 
Fidelity  Investments  134 
First  Call  152 
First  Marine  Shipyard  184 


Flight-Safety  International 
(FSI)  57 

Ford(F)  42,44,168 
Fox  (NWS)  55 
Fujitsu  31 
Fuld  172 


Gap  (GPS)  55 
Gartner  Group  (GART)  134, 
168 

Gateway  2000  (GATE)  8,31 
GE  Capital  Services  (GE)  154, 
160 

GE  Medical  Systems 

(GE)  154,159 
General  Accident 

Insurance  130 
General  Electric  (GE)  154, 

160, 182 

General  Motors  (GM)  42, 57, 
86,129,142,199 

GlasscoPark  144 
Golden  West  Financial 
(GDW)  55 

Goldman  Sachs  42,134,138 
Government  Technology 
Services  8 
GTE  (GTE)  167 
GTI  Finance  63 


Hackett  Group  130 
Haggar  Clothing  130 
Hambrecht  &  Quist 

(HMQT)  142 
Harcourt  General  (H)  6 
Harrah's  Entertainment 

(HET)  6 
Harris  154 

Heidnck  &  Struggles  160 
Hellman  &  Friedman  80 
HIS  62 

Hitachi  (HIT)  31 
Honda  Cars  Philippines  60 
Hudson  Hotels  (HUDS)  152 
Hughes  Electronics 
(GMH)  166 
HVS  International  152 


IBM  (IBM)  12,31,52,57, 
144, 154, 168 

Illinois  Superconductor  182 
Immunex  (IMNX)  6 
Imperial  Oil  (IMO)  6 
ING  Barings  44 
Intel  (INTO  42,54,144,168 


Japan  Air  Charter  62 
Japan  Airlines  62 
JohnsonS  Johnson  (JNJ)  130, 
172 

K 


Kellogg  (K)  80 
Kerry  72 

Kimberly-Clark  (KMB)  26 
Kirkpatnck  &  Lockhart  184 
KKR  6 
Kohlberg  6 

KPMG  Peat  Marwick  46 
Kraft  Foods  (MO)  130, 152 


Lagardere  63 

Lehman  Brothers  (LEH)  6, 42, 

142,167 
LifeScan  172 
Lockheed  Martin  (LMT)  63, 

172 

Logos  Research  Systems  142, 
142 

Lombard  Brokerage  142 
Loral  Space  & 

Communications  (LOR)  166 
Lotus  Development  (IBM)  12, 
57 

Lucent  Technologies  (LU)  182 
M 


Magna  Care/ 
MagnaHealth  194 
Major  League  Baseball  55 
Matra  63 

McDonald's  (MCD)  80, 144 
McGraw-Hill  (MHP)  199 
MCI  Communications 

(MCIC)  168 
McKinley  Partners  142 
McKmsey  72,160 
Medco  Containment 

Services  172 
Medtronic  162 
Merck  (MRK)  42,55,172 
Merrill  Lynch  (MER)  134, 167 
Microsoft  (MSFT)  54,86,134, 

144,168 

Microtel  Franchise  & 
Development  (MCTL)  152 
Microware  Systems  54 
Midisoft  (MIDI)  31 
Miller  Brewing  (MO)  80, 86 
Mitsubishi  54 

MMS  International(MHP)  199 
Monsanto  (MTC)  57,172, 
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Montgomery  Securities  142 
Morgan  (J.R)  (JPM)  134, 142 
Motorola  (MOT)  86,172 

N 


Kaiser  Associates  172 


National  Medical 
Diagnostics  154 
NatWest  Securities  (NW)  154 
NBC  (GE)  55,154,160 
NEC  54 

Neiman  Marcus  (NMG)  6 
Netscape  Communications 

(NSCP)  54,86 
Neuromedical  Systems  194 
New  England  Marine 

Services  184 


New  York  Yankees  55 

Nexar  Computers  8 

Nike  (NKE)  55 

Norfolk  Southern  (NSC)  50 

Northwest  Airlines  (NWAC)  62 

Nynex(NYN)  167 

O 


Ocean  States  Power  154 
Office  Depot  (ODP)  172 
Oldsmobile  (GM)  80 
Oppenheimer  72 
Oppenheimer  Bond  Fund  152 
Orbital  Sciences  (ORBI)  86 
Otis  Elevator  154 


Pacific  Enterprises  (PET)  172 
PaineWebber  (PWJ)  36,55, 
152 

PanAmSat  (SPOT)  166 
Parker  Drilling  (PKD)  152 
Parle  Exports  72 
PepsiCo  (PEP)  72 
Perot  Systems  154 
Pfizer  (PFE)  42 
Philadelphia  Phillies  55 
Philip  Morris  (MO)  80,152 
Philips  Electronics  (PHG)  154 
PictureTel  (PCTL)  168 
Pitney  Bowes  (PBI)  55 
Pratt  &  Whitney  6,154,182 
Procter  &  Gamble  (PG)  134, 


Quaker  State  (KSF)  172 
R 


Raytheon  (RTN)  8 
Real  World  Intelligence  172 
Reebok  International 
(RBK)  55,80 
Reuters  150 
Revco  D.S.  (RXR)  57 
Rite  Aid  (RAD)  57 
Rolls-Royce  154,182 
Rowan  (RDS)  152 
Russell  (Frank)  144 
Ryder  System  (R)  172 
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Salomon  Brothers  (SB)  72, 
142 

SAP  130 

SBC  Communications 
(SBC)  167 

Schwab  (Charles)  (SCH)  134, 
172 

Scott  Paper  26 
Sea-Land  (CSX)  50 
Searle  (MTC)  57 
Sears  (S)  131 
Signet  Banking  (SBK)  136 
Silicon  Graphics  (SGI)  142, 
150 

Singapore  Airlines  62 


SmithKline  Beecham 
(SBH)  194 
Smith  (M.Lee)  172 
SNET(SNG)  167 
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Sony(SNE)  31 
Southern  Pacific  (RSP) 
Southwestern  Bell  Mob 

Systems  (SBC)  182 
Spring  Street  Brewery 
Sprint  (FON)  167 
Spyglass  (SPYG)  54 
Standard  Tank  Cleanin 
Staples  (SPLS)  172 
State  Street  Boston  (ST 
Sterling  Diagnostic 

Imaging  172 
St.  Louis  Cardinals  55 
Sun  Microsystems 

(SUNW)  42,54,130, 
Swire  Pacific  72 
Swiss  Bank  (SBVZ)  16 
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Tactical  Marketing 

Associates  172 
Tarrance  Group  59 
Tele-Communications 

(TCOM)  167 
Texas  Rangers  55 
Thomson  63 
3Com(COMS)  168 
Thrifty  PayLess  CTPD) 
Toshiba  31 
TRW  (TRW)  86,166 
Tucson  Electric  (TEP)  S !. 
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United  Air  Lines  (UAL) 
United  Technologies  (Ul  - 


USAA  Life  Insurance 
USAir(U)  154 


Vanguard  Group  134  L 
VDONet  168 
Visible  Decisions  150 
Volvo  (VOLVY)  154 
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Wal-Mart  Stores  (WMD 
Walt  Disney  (DIS)  8, 8*1 
Weinstein  142 

Wells  Fargo  (WFC)  m^WlCM 
Westmghouse  (WX)  52  *i«t„. 
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Wit  Capital  142 
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Xerox  (XRX)  154,172 
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Young  &  Rubicam  t 
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/estment  Figures  of  the  Week 


PRY 

ones  industrials  finally 
irough  6000.  The  Dow 
historic  close  on  Colum- 
«hen  many  investors  were 
1  long  weekend.  But  as 
id  investors  came  back  to 
i  were  buyers  rather  than 
le  6000-mark  held,  and 
'ent  on  to  6020.8  on  Oct. 
andard  &  Poor's  500- 
ix  also  made  a  new  high, 
i  over-the-counter  market, 
e  stock  surge  was  better- 
cted  earnings  and  favor- 
on  the  economic  front. 


STOCKS 

Oct.  Apr. 


Oct.    Oct.  10-16 


THE  DOLLAR 

Oct.  Apr. 


If7 

p 

^  S&P 

500 

p  704.41 


52-week  change 
+  19.9% 


1-week  change 

+1.1% 


Oct.  9-16 


52-week  change 

-5.6% 


1-week  change 

-0.3% 


1-week  change 

+0.3% 


|ET  ANALYSIS 

1  CKS 

Latest 

% 
Week 

change 
52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

1  S  INDUSTRIALS 

6020.8 

1.5 

26.0 

90-DAY  TREASURY  BILL  YIELD 

5.12% 

5.13% 

5.41  % 

;!  OMPANIES  (S&P  MidCap  Index) 

244.6 

0.7 

13.3 

30-YEAR  TREASURY  BOND  YIELD 

6.86% 

6.83% 

6.33% 

ii  VIPANIES  (Russell  2000) 

348.4 

0.7 

14.6 

S&P  500  DIVIDEND  YIELD 

2.05% 

2.07% 

2.32% 

[  MIES  (Russell  3000) 

399.9 

1.0 

18.4 

S&P  500  PRICE/EARNINGS  RATIO 

20.3 

20.1 

16.7 

3  STOCKS 

Latest 

%  change  (local  currency) 
\aj — i.        rr  1  I. 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

655.0 
61.0% 
0.57 
1.56 

652.9 
61.0%r 
0.61  r 
1.51 

Positive 
Neutral 
Negative 
Positive 

1  inancial  Times  100) 
I;  (kei  index) 
i\  TSE  Composite) 

4024.4 
21,397.2 
5481.0 

0.4 
2.5 
0.8 

12.0 
19.6 
22.1 

TRY  GROUPS 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 


%  change 


ITH  LEADERS 

1-month 

12-month 

Strongest  stock  in  group 

1-month 

12-month 

Price 

INDUCTORS 

20.3 

10.5 

MICRON  TECHNOLOGY 

29.5 

-53.5 

30V4 

3  GAS  DRILLING 

17.2 

132.8 

ROWAN 

21.7 

194.7 

21 

ACTURED  HOUSING 

14.5 

68.6 

FLEETWOOD  ENTERPRISES 

14.5 

68.6 

33'/2 

WENT  BANKING/BROKERAGE 

8.9 

21.9 

TRAVELERS  GROUP 

12.5 

45.9 

523A 

SALS 

8.8 

35.7 

MONSANTO 

26.6 

107.6 

42% 

ITH  LAGGARDS 

%  change 
1-month  12-month 

Weakest  stock  in  group 

%  change 
1-month  12-month 

Price 

IE  ELECTRONICS 

-9.6 

30.8 

EG&G 

-9.6 

-4.7 

173/4 

EASTING 

-9.0 

-22.1 

TELE-COMMUNICATIONS 

-13.6 

-27.5 

13VZ 

HAINS 

-6.7 

15.8 

ALBERTSON'S 

-14.7 

4.8 

35V2 

-5.9 

12.0 

UNITED  HEALTHCARE 

-7.4 

-19.5 

39V4 

IINING 

-5.5 

1.2 

HOMESTAKE  MINING 

-12.3 

-16.2 

14'/4 

FUNDS 


LAGGARDS 

* 

.  total  return 

% 

Four-week  total  return 

% 

ni  CTIVE  INVESTMENTS  TECH.  VALUE 

14.6 

PIONEER  INDIA  B 

-8.2 

)l 

Y  SELECT  COMPUTERS 

14.4 

EV  MARATHON  GREATER  INDIA 

-7.2 

El 

IAN  AMERICAN  INDUSTRY 

13.0 

CAPPIELLO-RUSHMORE  GOLD 

-5.3 

91 

otal  return 

% 

52-week  total  return 

% 

E 

IS  AGGRESSIVE  GROWTH 

85.4 

STEADMAN  TECHNOLOGY  GROWTH 

-39.4 

Ml 

l.RK  SMALL  CAP  EQUITY  A 

80.5 

MATTHEWS  KOREA 

-21.6 

CTIVE  INVESTMENTS  TECH.  VALUE 

70.0 

PIONEER  INDIA  6 

-21.5 

MORNINGSTAR  INC 


S&P  500  MM  Average  fund 
4-week  total  return  52-week  total  return 


IVE  PORTFOLIOS 


■  )unts  represent  the 
ii*  ilue  of  $10,000 
tet  ne  year  ago 
cl  irtfolio 

el  >es  indicate 
im  otal  returns 


<P 

U.S.  stocks 

$12,158 

+0.28% 


Foreign  stocks 
$11,346 

-0.16% 


llll 


Money  market  fund 

$10,518 

+0.11% 


Treasury  bonds 
$9,995 

-0.69% 


ORI/McCRAW-HILL 


Gold 

$9,974 

+0.08% 


us  page  are  as  of  market  close  Wednesday,  Oct.  16,  1996,  unless  otherwise  indi- 
ry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as 


of  market  close  Oct.  15.  Mutual  fund  returns  are  as  of  Oct.  11,  Relative  portfolios  are  valued 
as  of  Oct.  15.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


THE  PROSPECTS  OF  A 
DEMOCRATIC  HOUSE 

Only  six  months  ago,  the  idea  would  have  seemed  ludi- 
crous: Democrats  riding  President  Clinton's  political 
coattails  to  Congress.  Now,  there's  a  chance  that  the  House 
will  turn  Democratic  by  a  slim  margin  come  November  (page 
46).  Should  business  be  worried  that  a  new  age  of  tax-and- 
spend  liberalism  will  dawn? 

There  is  certainly  reason  for  concern.  First  of  all,  Charles 
B.  Rangel  (N.  Y.),  John  D.  Dingell  (Mich.)  and  Henry  A. 
Waxman  (Calif.)  are  in  line  for  key  committee  chairman- 
ships, while  Richard  A.  Gephardt  (Mo.)  would  likely  once 
again  be  Speaker  of  the  House.  These  men  are  old-style 
Democrats,  and  old  habits  die  hard.  Small  business  can  prob- 
ably forget  about  any  further  rollback  of  regulations  in  the 
event  of  a  Democratic  win  in  the  House.  Most  worrisome, 
Gephardt  and  his  chief  lieutenant,  David  E.  Bonior  (Mich.), 
fierce  opponents  of  the  North  American  Free  Trade  Agree- 
ment, are  likely  to  stand  in  the  way  of  future  trade  liberal- 
ization efforts. 

Still,  the  times  are  changing.  Most  Democrats  understand 
the  importance  of  fiscal  responsibility  and  are  likely  to  work 
toward  a  more  balanced  budget  in  future  negotiations.  They're 
also  more  amenable  to  some  ideas  spearheaded  by  Republi- 
cans: It's  quite  possible,  for  instance,  that  a  Democratic- 
House  and  President  will  go  along  with  a  Republican  Senate 
and  cut  the  capital-gains  tax,  which  would  be  a  boon  to  busi- 
ness. Indeed,  "Blue  Dog"  Democrats  such  as  conservative 
Charles  W.  Stenholm  (Tex.)  are  apt  to  join  forces  with  mod- 
erate Republicans  on  numerous  issues.  Every  Democrat 
should  remember,  though,  the  message  that  the  1994  midterm 
elections  drove  home:  The  era  of  big  government  is  over.  If 
Democrats  forget  that,  they'll  be  run  out  of  office  yet  again  in 
1998. 

STILL  HITTING 
THE  GLASS  CEILING 

Glance  at  the  cover  of  a  magazine,  and  there's  a  new  en- 
tertainment industry  executive — a  woman.  Flip  through 
the  business  pages  of  the  newspaper,  and  there's  a  profile  of 
a  new  software  executive — a  woman.  It's  not  unusual,  or 
even  remarkable,  anymore.  But  anecdotal  evidence  too  often 
obscures  the  numerical.  Are  there  more  women  in  executive 
positions?  Yes.  Are  masses  of  women  shattering  the  glass  ceil- 
ing? No.  There's  progress,  but  it's  not  happening  nearly  fast 
enough  (page  55). 

That's  the  conclusion  reached  on  reviewing  the  latest  data 
on  women  in  executive  positions  gathered  by  Catalyst,  a 
New  York-based  nonprofit  group  dedicated  to  tracking  the  ad- 
vancement of  wTomen  in  the  workplace.  In  a  survey  of  the  500 


largest  companies,  Catalyst  found  that  among  corporate  I 
cers,  which  include  chief  executive  officers,  chief  operatin: 
fleers,  presidents,  executive  vice-presidents,  and  vice-p- 
dents,  only  1  in  10  is  a  woman.  That  represents  a  signifi 
33%  gain  over  the  previous  year,  but  it's  an  increase  of 
awfully  small  base. 

Even  more  troubling,  only  a  handful  of  companies  1 
worked  to  promote  women.  Fully  105  of  the  top  500  cor 
nies  have  no  women  officers  in  their  ranks.  Only  28 
boast  that  more  than  a  quarter  of  their  corporate  officers 
women.  And  when  companies  do  promote  women,  it  is  o 
into  executive  positions  in  the  human  resources,  eorporatt 
fairs,  and  legal  departments,  depriving  women  of  experit 
in  profit-and-loss  line  positions.  It's  imperative  that  Corpo 
America  move  more  aggressively  to  promote  women 
the  executive  ranks — not  just  to  enhance  diversity,  bu 
make  effective  use  of  a  vitally  important  resource,  vvome 
the  workplace. 

GET  SMART  ABOUT 
THE  OTHER  GUY 


Do  your  homework.  It's  amazing  how  many  compa 
don't.  Lazy,  complacent,  or  simply  unaware,  thousanc 
corporate  executives  routinely  make  critical  business  c 
sions — from  whether  to  build  a  plant  to  whether  to  s 
producing  a  new  product — based  on  incomplete  informs 
about  the  competition.  What  they  should  be  doing  is 
tematically  gathering  "competitive  intelligence"  (page  1 
Best  guesses  are  that  only  10%  of  all  U.  S.  companies  d> 
today. 

Competitive  intelligence  isn't  industrial  espionage, 
while  it  may  sound  cloak-and-dagger,  it  isn't.  Competitive 
telligenee  (ci)  is,  quite  simply,  the  gathering  of  every  bi 
legally  obtainable  information  that  will  help  a  company 
better  than  its  rivals.  More  than  anything  else,  it  requ 
persistence  and  ingenuity.  Depending  on  your  business, 
sources  of  useful  information  can  be  both  unusual  and  bi 
tiful.  Some  corporations,  such  as  Monsanto  and  East) 
Kodak,  have  formalized  this  process  through  ci  departrnf 
and  not  a  few  have  even  employed  former  Cen 
Intelligence  Agency  analysts  to  conduct  eompeti 
intelligence. 

Outside  the  U.  S.,  of  course,  tough  players  have  long  ] 
sued  every  avenue — sometimes  illegal — in  their  attemp 
outsmart  the  competition.  In  the  U.  S.,  industrial  espior 
and  theft  are  crimes  that  now  carry  heavy  penalties, 
rightly  so.  But  if  executives  at  American  companies  v 
more  assiduous  about  legally  ferreting  out  intelligence 
their  competitors — information  that  very  likely  is  right  be 
their  noses,  on  the  Web  or  in  obscure  uniform  commei 
code  filings,  for  instance — they'd  go  a  long  way  toward  put 
their  companies  on  a  stronger  footing  globally  They'd 
more  efficient  in  their  spending  and  investing.  Ultimately, 
sumers  would  profit,  too.  g  ^ 
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